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Anal ysts: Country shoul d not stop, reduce oil output

Adel i ne Ong
IT WLL not be in Malaysia's favour to reduce or stop production of crude
oi |, analysts said yesterday.

Energy anal yst at Sal onon Smith Barney, Ms Janet Yang, said that on the
whole, it will be quite negative for Malaysia to reduce or stop
producti on.

"Mal aysia is a net exporter of oil. Alowprice of oil is generally
negative for the country. Meanwhile, Petronas is a big exporter of oil and
gas," Yang said.

Mal aysi a's earnings fromexport of crude oil and |iquefied natural gas
(LNG saw doubl e-digit growth rates during the third quarter of 1998

Mal aysi a's export of crude oil went up by 21.5 per cent to 4.4 mllion
tonnes in July-Septenber |ast year despite the flagging world oil prices.
Export earnings fromcrude oil rose by 25.8 per cent to RML.8 billion as
a result of valuation gains and that fromLNG by 19.3 per cent to RML. 5
billion.

Export earnings fromcrude oil constituted sone RW.3 billion while oi
and gas as a whol e brought a total RML5 billion in export earnings |ast
year. The total export-base earni ngs was RM330 billion.

"I'f the breakeven cost for Petronas is US$5 per barrel, thenit is stil
worth it to produce," Yang said.

Prime M nister Datuk Seri Dr Mahat hir Mhamad | ast Tuesday said that

Mal aysi a may reduce or even stop producing oil if the global crude oi
prices drop too | ow.

Ol prices are expected to drop significantly this year unless Opec

takes urgent nmeasures. Brent, the North Sea benchmark oil, is currently
hovering around US$10 (US$1 = RV3. 80) per barrel.

According to the industry weekly, Gl and Gas News, if Opec nenbers
cannot agree to keep cutbacks in effect, prices could well fall to US$5 a
barrel this year, causing further econom ¢ shock to the oil-producing
countri es.

Yang added that it costs approxi mately US$7 to US$8 per barrel to get

oil out of the ground.

Therefore, if oil prices goes down too nuch bel ow US$10 per barrel, nost
producers will stop producing since it will not be worthwhile.

It has been noted that in Asia, Indonesia has the | owest production cost
because it has the npbst significant onshore output. Full cost of getting a
barrel out of the ground in Indonesia was US$4 to US$6 for onshore fields.
For of fshore Indonesian fields, the total production cost was hi gher at
US$7 to US$10 per barrel which neant operators of those fields were barely
scraping a profit.

Anal ysts contacted by Business Tines said it was hard to give a figure
for Mal aysia's production costs. However, in Asia, the highest cost is in
Mal aysia owing to its tough fiscal policy.

"However, in all that is bleak, we see further consolidation of |arge

oil conpanies this year. There will inevitably be a sharp reduction in
capacity and new supply.

"Sal omon Snmith Barney is al so expecting Asia-Pacific to show signs of
recovery in the year 2000. W are al so forecasting the average Brent
prices to be around US$12 per barrel this year, and US$15 per barrel for
2000.

"The wild card nowis Latin Anerica. The recovery will be sl ower now
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