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“Energy is eternal delight.”  

 
 

 
 
 
 

 

 

William Blake, Marriage of Heaven and Hell. 
 

A longstanding Newton theme  
Our view has long been that rapid growth in the developing world 
together with increases in per capita usage will add to the pressure 
on the world’s energy resources, particularly oil. Meanwhile, 
production outside OPEC is peaking, and the political risks to 
supplies are growing. Chart 1 shows the rise in oil prices over the last 
half decade. It suggests that world energy demand is on a secular 
uptrend. This has enormous ramifications across a variety of sectors, 
and for the environment – what follows is a quick overview, we would 
be happy to discuss in more detail if you wish. 
 

Oil is at the epicentre  
Oil sits at the very centre of the global energy economy. The oil price 
is the most widely watched gauge of the world’s supply and demand 
balance for energy. In fact the ‘recent’ low in the oil price was around 
US$10 in 1998, coinciding with the Asian crisis which dented Asian 
demand for oil for several years. We are now near US$80 per barrel. 
 

Chart 1: Oil prices over the last five years. 

 
But big oil isn’t the biggest beneficiary  
Chart 2 shows that the oil sector has outperformed over the last five 
years, but has not performed as well as underlying commodity prices 
which quadrupled. There are three key reasons behind this. Firstly, 
the cost of inputs into the oil industry rocketed. We particularly like the 
oil services companies (who build the rigs, lay the pipes, etc), which 
suffered miserably in the 1990’s but with sharply rising oil spending, 
the demand for their services far exceeds the supply, leading to rising 
prices and profits. Another headwind for oil profits has been that 
governments have taken a larger share of the rising oil wealth, 
whether through windfall taxes or effective nationalisations. Finally, 
chart 1 shows the price of oil in US$ terms, but the dollar has fallen 
by nearly 60% against the euro over five years, so the oil price for 
European majors has not risen as much as it would appear. 

Chart 2: Oil sector relative over last five years 
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Just a lot of gas?  
Gas prices are linked to the oil price and it is often the fuel of choice 
for new power stations in many countries because it is cleaner than 
burning oil or coal. We like Gazprom of Russia, which has the largest 
gas reserves in the world. It enjoys a monopoly on gas exports and 
sits in a position to supply Europe, Japan and China – a large and 
energy-hungry set of neighbours. Even Gazprom will struggle to grow 
its output, but the key positive driver will be the fact that domestic 
prices are gradually being raised to converge with the world price. 
This is essential to conserve Russia’s most valuable resource. 
 

Power plays? 
Utilities also benefit as power prices rise, as coal and gas prices tend 
to follow oil’s ascent. However, we are underweight utilities as recent 
merger and acquisition activity has pushed valuations to challenging 
levels. We prefer the power equipment companies Alstom and ABB, 
who also benefit directly from growing power demand in the 
developing world. 
 

And the environment? 
The environment is now centre-stage for policy makers, especially in 
shaping energy policy. However, some renewable energy companies’ 
valuations are simply too high, while other business models are 
entirely dependent on unpredictable subsidy regimes. Only Acciona in 
Spain, the world’s second largest wind farm operator, satisfies on 
both counts – it is still cheap and has good visibility on its earnings 
growth. We continue to search for other renewable energy companies 
that fit these criteria. 
 
So what are we doing?  
We are slightly overweight oil, but prefer gas and oil services 
companies. We are underweight the utilities on valuation grounds, 
and look to increase our exposure to renewables where valuation 
allows. 
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EUROPE EX UK OIL AND GAS SECTOR RELATIVE PERFORMANCE

HIGH 174.39 4/5/06,LOW 87.64 15/11/01,LAST 142.25 4/10/07 Source: DATASTREAM
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Crude Oil-WTI Near Month FOB U$/BBL

HIGH 83.90 20/9/07,LOW 17.72 15/11/01,LAST 81.48 4/10/07 Source: DATASTREAM



 
 

 

 

 
 
 
 
 

 
 

Important Information 
This is a financial promotion and is not intended as investment advice. The information provided within is for use by professional investors and should not be 
relied upon by retail investors.  

All information prepared within has been prepared by BNY Mellon Asset Management International Limited. Any views and opinions contained in this document are those of 
BNY Mellon Asset Management International Limited at the time of going to print and are not intended to be construed as investment advice. BNY Mellon Asset 
Management International Limited and its affiliates are not responsible for any subsequent investment advice given based on the information supplied. This document may 
not be used for the purpose of an offer or solicitation in any jurisdiction or in any circumstances in which such offer or solicitation is unlawful or not authorised. 

Past performance is not a guide to future performance. The value of investments and the income from them is not guaranteed and can fall as well as rise due to stock 
market and currency movements. When you sell your investment you may get back less than you originally invested. This document should not be published in hard copy, 
electronic form, via the web or in any other medium accessible to the public, unless authorised by BNY Mellon Asset Management International Limited to do so. No 
warranty is given as to the accuracy or completeness of this information and no liability is accepted for errors or omissions in such information. The Full 
Prospectus/Simplified Prospectus should be read before an investment is made. The investment objectives and policies for each sub-fund are outlined in the Supplements to 
the Prospectus.  This document can be obtained from Mellon Global Management Limited, The Harcourt Building, Harcourt Street, Dublin 2, Ireland. To help us continually 
improve our service and in the interest of security, we may monitor and/or record your telephone calls with us. Portfolio holdings are subject to change at any time without 
notice. This information is provided for illustrative purposes only and should not be construed as a recommendation to purchase or sell any security. Tax treatment will 
depend on the individual circumstances of clients and may be subject to change in the future. 

Mellon Global Funds, plc is an open-ended umbrella type investment company with variable capital and segregated liability between sub-funds, incorporated with limited 
liability under the laws of Ireland. It qualifies and is authorised in Ireland by the Financial Regulator (“FR”) as an undertaking for collective investment in transferable 
securities pursuant to the European Communities (Undertakings for Collective Investment in Transferable Securities) Regulations, 2003 (S.I. No 211 of 2003), as amended. 
The Manager of Mellon Global Funds, plc is Mellon Global Management Limited. Mellon Global Management Limited, The Harcourt Building, Harcourt Street, Dublin 2, 
Ireland. The Manager is approved as a management company by the Irish Financial Regulator under the European Communities (Undertakings for Collective Investment in 
Transferable Securities) Regulations, 2003 (SI No 211 of 2003), as amended.  The Global Distributor of Mellon Global Funds, plc is BNY Mellon Asset Management 
International Limited. Investments should not be regarded as short-term and should normally be held for at least five years. 

Changes in the rates of exchange may affect the value of investments. Certain funds can invest in overseas securities which may also generate profits overseas and pay 
dividends in foreign currencies, which means the funds are exposed to changes in currency rates. Certain funds may invest in emerging markets. It should be noted that 
these markets have additional risks associated with local custody and registration practices that may be less developed than more mature markets. Certain funds take their 
charges from the capital of the fund. Investors should be aware that there is potential for future capital erosion. Certain funds may hold sub-investment grade bonds that 
typically have a low credit rating and carry a high degree of default risk, which can affect the capital value of your investment. Certain funds may hold fixed interest securities, 
which are particularly affected by trends in interest rates and inflation. This may affect the capital value of your investment. Certain funds have a concentrated portfolio of 
stocks due to investment in a single country and/or geographic area/limited industry diversification/investment in a limited number of securities, giving rise to concentration 
risk. Certain funds may invest in smaller companies. Smaller companies may be riskier and less liquid than larger companies. This means that their share prices may be 
more volatile. Certain funds may invest in illiquid securities, which means that there is a possibility that they cannot be readily converted into cash when required. The value 
of these securities is subject to greater fluctuation if they are not regularly traded. All of the sub-funds may use derivatives for efficient portfolio management (EPM) 
purposes. EPM restricts the use of derivatives for the reduction of risk, the reduction of cost and the generation of additional capital or income with no or an acceptable low 
level of risk. EPM transactions must be economically appropriate and the exposure fully covered. Certain funds will, additionally to EPM, make use of the expanded 
regulations and use derivatives in pursuit of their investment objectives. All of these factors may affect the performance of the Fund. 

In Germany, the Prospectus is available from JP Morgan AG, Junghofstrasse 14, 60311 Frankfurt Am Main Germany, in Austria from Raffeisen Zentralbank Österreich 
Aktiengesellschaft, Am Stadtpark 9, A-1030 Vienna.  

In Switzerland, Fortis Foreign Fund Services AG, acts as representative agent for Mellon Global Funds, plc. The Prospectus may be obtained free of charge from their 
offices located at Rennweg 57, CH-8001 Zurich. 

Mellon Global Funds, plc is a collective investment vehicle ('Institución de Inversión Colectiva') that is duly registered by the Comisión Nacional del Mercado de Valores on 
the Register of foreign Collective Investment Institutions commercialised in Spain ('Registro de Instituciones de Inversión Colectiva extranjeras comercializadas en España') 
under the number 267. 

This document is issued in the UK and in mainland Europe (excluding Germany) by BNY Mellon Asset Management International Limited. BNY Mellon Asset Management 
International Limited, The Bank of New York Mellon Centre, 160 Queen Victoria Street, London EC4V 4LA. Registered in England No. 1118580. Authorised and regulated 
by the Financial Services Authority. 

In Germany, this document is issued by WestLB Mellon Asset Management Kapitalanlagegesellschaft mbH, which is regulated by the Bundesanstalt für 
Finanzdienstleistungsaufsicht. WestLB Mellon Asset Management was formed as a 50:50 joint venture between The Bank of New York Mellon Corporation and WestLB AG. 
If WestLB Mellon Asset Management Kapitalanlagegesellschaft (WMAM KAG) receives any rebates on the management fee of investment funds or other assets, WMAM 
KAG undertakes to fully remit such payment to the investor, or the Fund, as the case may be. If WMAM KAG performs services for an investment product of a third party, 
WMAM KAG will be compensated by the relevant company. Typical services are investment management or sales activities for funds established by a different investment 
management company. Normally, such compensation is calculated as a percentage of the management fee of the respective fund, calculated on the basis of such product’s 
fund volume managed or distributed by WMAM KAG. The amount of the management fee is published in the prospectus of the respective fund. Any compensation paid to 
the WMAM KAG does not increase the management fee of the relevant fund. A direct charge to the investor is prohibited. In Germany, the prospectus is available from 
JPMorgan AG, Junghofstrasse 14, 60311 Frankfurt Am Main. 

BNY Mellon Asset Management International Limited has a branch office in Dubai which is regulated by the Dubai Financial Services Authority. 

If this document is used or distributed in Hong Kong, it is issued by Mellon Global Investments Asia Limited, whose address in Hong Kong is Suite 2020, Jardine House, 1 
Connaught Place, Central, Hong Kong. Mellon Global Investments Asia Limited is regulated by the Hong Kong Securities and Futures Commission and its registered office 
is at BNP House, Anley Street, St Helier, Jersey, Channel Islands JE4 8WJ. 

If this document is used or distributed in the United States of America, it is issued by MBSC Securities Corporation, located at 200 Park Avenue, New York NY 10166, USA. 
MBSC Securities Corporation is a member of the National Association of Securities Dealers. 

BNY Mellon Asset Management International Limited, Newton Investment Management Limited, and Mellon Global Management Limited are all ultimately owned by The 
Bank of New York Mellon Corporation.  
A BNY Mellon Company SM 
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