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Wrld oil industry struggling to stay afl oat

Adel i ne Ong

THE worl d oi | industry is undergoi ng unpredi ctabl e and unkind tinmes as the
price of crude spirals down al nost uncontroll ably.

Si nce the biggest influence in stabilising flagging oil prices lies in

t he hands of the Organi sation of Petrol eumExporting Countries (Opec), is
there anything oil conpanies and oil -produci ng countri es can do?

Probabl y not nuch.

According to Rati ngs Agency Mal aysi a' s Econom cs Chartbook 1997/ 98, the
failure of Opec nembers, which collectively account for 40 per cent of
world oil output, to agree on cuts in production quotas is singled out as
one of the key reasons for the price drop

Q| prices are expected to drop significantly this year unl ess Opec

takes urgent neasures. Brent, the North Sea benchmark oil, is currently
hoveri ng around US$10 (US$1 = RMB. 80) a barrel.

According to the Bahrai n-based i ndustry weekly, G| and Gas News, if

Opec nmenbers cannot agree to keep cutbacks in effect, prices could well
fall to US$5 a barrel this year, causing further economni c shock to the

oi | -produci ng countri es.

In 1997, oil prices slid fromUS$25.60 in January to US$16. 80 at the end
of the year, and in 1998, they averaged a hi gh of US$15.57 i n January, and
a |l ow of US$10.06 i n Novenber.

However, if Opec and ot her producers decide to cut back production, then
the average oil price could possibly go above US$14 a barrel. But with the

oil market in such aturnoil, forecasts about prices and the industry are
difficult to nmake and i s anybody's guess.
Ri ght now, nost of the industry players are still trying to survivein a

worl d of sustained | owprices and only nodest growth in demand.

It was reported that the | argest private oil conpany, Royal Dutch/ Shel

G oup, said last month it would sell 40 per cent of its chem cal business,
trimits 105, 000-strong workforce and take a charge of US$4.5 billion in
the fourth quarter.

Local Iy, asked what Shell plans to do about falling oil prices, its
chairman and chi ef executive, Datuk Megat Zaharuddi n Megat Mohd Nor, told
Busi ness Tinmes that there is not much that Shell plans to do apart from
ensuring that its facilities continue to be well maintai ned.

"If there is an opportunity to maintain the facility in the near future,
we will do so. And when that happens, obviously there will be sone
production taken out of the system

"However, that is not going to contribute very nmuch because the bi gger
capacity is in Qpec and it is up to themto decide on whether any nore
production cuts will be nmade for the oil price to stabilise," Megat

Zahar uddi n sai d.

In Mal aysi a, he added, Shell is the production contractor to Petronas

and eventually it is up to Petronas to call the shots.

Meanwhi | e, Petronas has been reported as saying it does not have pl ans

to reduce production despite the decision by Opec (in June 1998) to cut
output by 1.3 nillion barrels per day (bpd) to boost prices. Petronas
currently produces about 630, 000 bpd.

Wth an al batross around its shoul ders, Petronas has some strategic and
tactical decisions to make in the oil industry - one in which its gl oba
conpetitors such as Exxon, Mobil, BP and Anrpco are being forced i nto nega-
nmer gers because of declining oil prices.



In Petronas' case, global conpetitive pressures need to be counter
bal anced with t he uni que rol e that the nati onal petrol eumcorporation
pl ays i n the Ml aysi an econony.
Therefore, Prime M nister Datuk Seri Dr Mahat hir Mohamad' s remar ks | ast
Tuesday that Mal aysia can reduce or even stop oil production if crude oil
prices drop too |l ow, cane as a surpri se.
Mal aysi a' s earni ngs fromexport of crude oil and |iquefied natural gas
(LNG seeing double-digit growh rates during the third quarter of 1998.
Despite flagging world oil prices, Malaysia's exports of crude oil went
up by 21.5 per cent to 4.4 mllion tonnes in July-Septenber |ast year.
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.
Stronger denand for Mal aysi an crude oil was regi stered fromThail and,
Australia, Sri Lanka, Japan, India, China, |ndonesia and the Philippines
whi ch as a group accounted for 85.6 per cent of the total export vol une.
What can Petronas do now? Take heed of the Prinme Mnister's remarks or
depend on its own experience in nmaking the calls. The question i s whet her
Mal aysi a can survive without crude oil's contributiontothe economny.
Per haps Opec shoul d be repl aced by a stronger, bigger grouping that
i ncl udes other major oil producers such as Mexi co, Norway and Russi a.
Certainly, a new, beefed up organi sation carries greater clout and coul d
be nore effective in turning oil prices around.
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