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Year of recordsYear of records

�� Record high oil pricesRecord high oil prices

�� Record high Asian demand growthRecord high Asian demand growth

�� Accepted wisdom is being challengedAccepted wisdom is being challenged

�� Forecasts of a price drop have not been Forecasts of a price drop have not been realisedrealised

�� Forecasts of a priceForecasts of a price--driven demand slowdown equally mistaken ... so driven demand slowdown equally mistaken ... so 

farfar

�� Is it sustainable?Is it sustainable?

•• What does this say about our basic assumptions?What does this say about our basic assumptions?

•• What does this say about the oil market outlook?What does this say about the oil market outlook?

�� SomethingSomething’’s got to gives got to give……or does it?or does it?



2004 versus 19992004 versus 1999

�� Prices dropped to record lows in 1998Prices dropped to record lows in 1998--1999, rebounding to record highs (in 1999, rebounding to record highs (in 
absolute terms) in 2004absolute terms) in 2004

�� In both cases, Asian demand changes drive the market: In both cases, Asian demand changes drive the market: 

•• Asian financial crisis of 1997Asian financial crisis of 1997--8 led the downturn8 led the downturn

•• Surging Chinese demand in 2003Surging Chinese demand in 2003--4 leads the upturn4 leads the upturn

�� Other factors at play:Other factors at play:

�� OutputOutput

•• OPEC policy turnaboutOPEC policy turnabout
�� Jakarta versus Price BandJakarta versus Price Band

�� Leakage versus disciplineLeakage versus discipline

�� Divisions versus cohesionDivisions versus cohesion

�� Strides in consumer/producer dialogue: from adversarial to coStrides in consumer/producer dialogue: from adversarial to co--dependencydependency

•• Capacity constraintsCapacity constraints

�� StocksStocks

•• OPEC, Majors converging goal of tight commercial stocksOPEC, Majors converging goal of tight commercial stocks
�� OPEC declared goalOPEC declared goal

�� M&A, IT gains ensure industry cooperation M&A, IT gains ensure industry cooperation 

�� Refining and transportRefining and transport

•• From overcapacity to underFrom overcapacity to under--capacity capacity 
�� OECD refinery closuresOECD refinery closures

�� Growth in nonGrowth in non--OECD demandOECD demand

�� Specs changes and market fragmentationSpecs changes and market fragmentation



A pause in A pause in thethe uptrenduptrend??
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Sweet crudes lead the rallySweet crudes lead the rally
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Annual world demand growth Annual world demand growth –– mbmb/d/d
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World oil demand: OECD World oil demand: OECD vsvs nonnon--OECD OECD ((mbmb/d)/d)
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World oil demand: OECD World oil demand: OECD vsvs nonnon--OECD OECD ((mbmb/d)/d)
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Oil demand recovery: OECD Oil demand recovery: OECD vsvs nonnon--OECD OECD ((nbnb/d)/d)
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NonNon--OECD demand growth (OECD demand growth (mbmb/d)/d)
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Asian oil demandAsian oil demand
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Chinese demandChinese demand: : engine engine of of growthgrowth

�� EconomyEconomy

�� Export Export demanddemand

•• Manufacturing Manufacturing 

•• PetrochemicalsPetrochemicals

•• TransportationTransportation

�� Domestic demandDomestic demand

•• PentPent--up consumer up consumer demanddemand

•• Automobile Automobile penetrationpenetration

•• Changes in consumer Changes in consumer 

culture/culture/behaviourbehaviour

�� Structural changesStructural changes

�� Froth vs coreFroth vs core

�� Regional ripple effectsRegional ripple effects

�� ChineseChinese//Asian demand growth Asian demand growth has has 

been a been a key factorkey factor in in the pricethe price rallyrally & & 

seemingly undeterredseemingly undeterred by by itit

total product demand (kb/d)
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Surging Chinese demandSurging Chinese demand: : industrialindustrial fuelsfuels
((kbkb/d)/d)
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Surging Chinese demandSurging Chinese demand: transport fuels: transport fuels
((kbkb/d)/d)
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Indian demand recoveringIndian demand recovering
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Philippines Philippines demanddemand
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High pricesHigh prices in perspective in perspective –– 1 1 

�� Resolving theResolving the contradiction:contradiction:

•• ««In real In real termsterms, , pricesprices are not are not that highthat high…… »»

•• ««Oil is Oil is a a lesser lesser part of GDP part of GDP than it usedthan it used to to bebe…… »»

•• ««TheThe world world is muchis much more fuel efficientmore fuel efficient…… »»

•• ««Oil accounts Oil accounts for a for a lesserlesser shareshare of of energy demandenergy demand…… »»

�� ReallyReally??

•• Real Real prices prices are back to 1973 are back to 1973 Oil Shock levelsOil Shock levels

•• Chinese oil demand growth is Chinese oil demand growth is running running ahead ahead of GDPof GDP

•• FuelFuel--switching isswitching is a a twotwo--way streetway street

�� Other Other fuels are fuels are equally constrainedequally constrained

•• Most Most demand growth comes from oildemand growth comes from oil--inefficient inefficient economieseconomies



Nominal versus real Nominal versus real pricesprices
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Nominal versus real Nominal versus real crude pricescrude prices

base 2004, $US base 2004, $US per per barrelbarrel
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High prices High prices in perspective in perspective –– 22

�� A more A more convinicing explanationconvinicing explanation: : Price effectsPrice effects vs Income effectsvs Income effects

�� OilOil more sensitive to more sensitive to incomeincome gains gains than pricethan price gainsgains

•• IEA IEA research research shows $10/shows $10/bbl increase cutsbbl increase cuts GDP by 0.3 % pointGDP by 0.3 % point

•• Conventional wisdom pegs oilConventional wisdom pegs oil/GDP /GDP elasticity at elasticity at 0.50.5

�� Soaring Chinese economy Soaring Chinese economy has has absorbed price increasesabsorbed price increases

�� The The flip flip sideside: : ChineseChinese hardhard--landing would boostlanding would boost price sensitivityprice sensitivity

�� Regional Regional domino domino effecteffect



High pricesHigh prices in perspective in perspective –– 33

Prices vsPrices vs fundamentalsfundamentals: : shifting relationshipsshifting relationships
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Have Have wewe entered entered a new, a new, highhigh--price eraprice era??

�� Extended highExtended high--priceprice runrun has has bolstered bolstered talk of a talk of a ««New New paradigmparadigm »»

�� A longA long--term term shift?shift?

�� Yet fundamentalsYet fundamentals are are easingeasing::

•• OECD total stocks OECD total stocks rebuildingrebuilding

•• US US gasoline gasoline stocks stocks above the fiveabove the five--year year rangerange

•• Supply is Supply is on on the waythe way

•• OPEC to OPEC to raise capacityraise capacity

•• NonNon--OPEC on OPEC on the rise the rise –– most most of of this yearthis year’’s expected s expected gain gain backloaded backloaded 
in Sepin Sep--DecDec

•• Western Western refining capacity at refining capacity at a plateau, but a plateau, but Asian capacity Asian capacity to to growgrow

•• Transport Transport capacity also risingcapacity also rising

•• Spare capacity is rebuildingSpare capacity is rebuilding

•• OPEC discipline OPEC discipline may may once once again come under again come under pressurepressure

�� LongLong--term term versus shortversus short--termterm

•• Even Even in an in an uptrend scenariouptrend scenario, , market remains cyclicalmarket remains cyclical



OECD crude industry stocks (OECD crude industry stocks (mbmb))
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OECD gasoline industry stocksOECD gasoline industry stocks
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199113 133 121

179
54

388 373
177 -1 85

-19

53
316117 42

-59 -128

Total Non-OPEC 2002 +1.3 mb/d (+0.32 OPEC NGL etc)
2003 +0.8 mb/d (+0.21 OPEC NGL etc)
2004 +1.3 mb/d (+0.47 OPEC NGL etc)
2005 +1.3 mb/d (+0.47 OPEC NGL etc)

Asia

FSU

Africa
L.America

N.America Europe

-44 -101 -106 -34
Mid East

-279

811 941 840
606

-217

Key 2005 Increments
Russia +420
Angola +235
Brazil +235
USA (GOM & NGL) +135
Azerbaijan +90
Canada (Oil sands) +80
Sudan +80
Kazakhstan +80
East Timor +65
Ecuador +50

Main nonMain non--OPEC supply gainsOPEC supply gains 2002/2002/2003/2003/20042004/2005/2005
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Demand outlook: a mixed bagDemand outlook: a mixed bag

�� Demand is not universally risingDemand is not universally rising

�� Overall demand is up, but neither across the globe nor across thOverall demand is up, but neither across the globe nor across the e 

barrelbarrel

�� OECD demand is largely mature; European total demand isnOECD demand is largely mature; European total demand isn’’t doing t doing 

much, Japanese demand is basically falling (except for nuke much, Japanese demand is basically falling (except for nuke 

problems) problems) 

�� Global residual fuel oil demand in freefall outside ChinaGlobal residual fuel oil demand in freefall outside China

�� Gasoline demand falling in EuropeGasoline demand falling in Europe

�� OECD heating oil demand contracting rapidlyOECD heating oil demand contracting rapidly

�� Mutually offsetting imbalances lead to an increasingly integratMutually offsetting imbalances lead to an increasingly integrated ed 

world product marketworld product market

�� Asian demand cannot be seen in isolationAsian demand cannot be seen in isolation



Residual fuel oil demandResidual fuel oil demand
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Heating oil demandHeating oil demand
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Heating oil demandHeating oil demand

US
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Gasoline demandGasoline demand
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Diesel demandDiesel demand
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Of timing and price effectsOf timing and price effects

�� Recent high prices appear to have had little impact on demandRecent high prices appear to have had little impact on demand……

�� …… but price effects tend to be lagged (see 1973 & 1979)but price effects tend to be lagged (see 1973 & 1979)

�� Current prices will take time to trickle through to nonCurrent prices will take time to trickle through to non--OECD demandOECD demand……

�� …… but the demand loss will likely be sizeable, and permanentbut the demand loss will likely be sizeable, and permanent

�� FuelFuel--switchingswitching

•• Coal, gas, nuke to benefitCoal, gas, nuke to benefit

�� Efficiency gainsEfficiency gains

•• Across the consumption sectorsAcross the consumption sectors

•• Transport to be especially affectedTransport to be especially affected

�� Contrasted dynamics: OECD Contrasted dynamics: OECD vs vs nonnon--OECDOECD



OECDOECD
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NonNon--OECDOECD

Non-OECD Oil Demand by Product
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The $60,000 (inflation adjusted) questionThe $60,000 (inflation adjusted) question

�� Looking forward, the real question may not be whether Chinese/AsLooking forward, the real question may not be whether Chinese/Asian ian 
demand growth will continue, or whether high prices are here to demand growth will continue, or whether high prices are here to staystay

�� Surging Asian energy needs are a givenSurging Asian energy needs are a given

�� Surging Chinese energy needs are a challenge even at lower priceSurging Chinese energy needs are a challenge even at lower prices: s: 

•• Crude sourcing & infrastructure issuesCrude sourcing & infrastructure issues

•• Import dependency & supply security issuesImport dependency & supply security issues

•• Environmental impact issuesEnvironmental impact issues

�� ShortShort--term, the outlook for the economy is a bigger issue than pricesterm, the outlook for the economy is a bigger issue than prices

�� Longer term, as large infrastructure investments are committed tLonger term, as large infrastructure investments are committed to meet o meet 
energy needs, quality issues energy needs, quality issues –– more than volume issues more than volume issues –– will be will be 
paramount: what will be the makeup of the demand barrel?paramount: what will be the makeup of the demand barrel?

�� Gasoline  versus dieselGasoline  versus diesel

�� Matching crude quality with the demand barrelMatching crude quality with the demand barrel

�� AsiaAsia--Pacific to lead the way in fuel efficiency/energy savings?Pacific to lead the way in fuel efficiency/energy savings?

�� The The PriusPrius and the SUVand the SUV

�� Policy is keyPolicy is key
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