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Asia's oil, gas sector at inportant crossroads

Lokman Mansor

O L producers and refiners are smling, for now. Since late 1999, world
crude prices have i ncreased fromthe previous year's slunp, and refiners
are optimstic that their refining margins will inprove.

The use of gas nmeanwhil e, has been on an uptrend and i s expected to grow
further. Prospects for natural gas remains bright, particularly as an
alternative tooil. G| nowaccounts for 37 per cent of the total energy
demand whil e natural gas, 12 per cent.

Many believe Asia will remain the engine of growth in the gl oba
econony, with its energy demand i ncreasi ng by 6 per cent this year, mainly
supported by robust expansion in export-oriented industries.

As a conparison, the world energy demand i s expected to register a
growmh rate of 3.4 per cent per annumup to the year 2005.

According to industry forecasts, the uptrend in the region's energy
demand is likely to continue for the next 10 years, at a 3.6 per cent
growt h per annum

In short, the beginning of the 21st century is expected to be a period
of gl obal recovery for the oil and gas i ndustry. But there are chal |l enges
as wel |.

Despite its position as a maj or energy consuner, the Asia Pacific region
itself has limted indigenous oil and gas supply. Production in the region
isjust slightly nore than 10 per cent of the global total, and reserves
|l ess then 5 per cent, which is estimated to | ast only over a decade at the
current rate of production

This has | ed the Asian countries to becone nore dependent on West Asi a,
whose share of oil inports tothe regionis expectedtorise steadily from
about 75 per cent nowto nearly 95 per cent by 2010. Hence the need to
reduce this over-dependency is very crucial, particularly given the
delicate political scenarioin Wst Asia which would affect the gl obal oil
supply and the price regine.

Speaki ng at the Asia G| and Gas Conference 2000 (ACGC) in Kual a Lunpur
| ast week, Prime Mnister Datuk Seri Dr Mahathir Mhanmad al so warned of
anot her danger facing the i ndustry, the nergers of the world's giant oil
compani es.

How shoul d oil and gas players in Asia, nostly nmade up of national oi
conpani es (NOCs), react to these nergers? WIlI| they be gobbled up by these
gi ant conpani es, do they seek alliances and strategi c partners, or perhaps
find and devel op their own niches. Howw || these oil nmjors nmake use of
their control over the production, marketing and technol ogy in the
i ndustry.

"The story of the oil industry is the story of attenpts at nmonopol i sing
the industry," Dr Mahathir said. "GOl and gas will always remain a
political instrument and the powerful countries and their nmega oi
conmpani es will always avail thensel ves of this potent weapon."

The NOCs and snual | er players may need to rei nvent thensel ves not only to
adapt to these changes, but al so to hel p reshape the new busi ness
environnent for the oil and gas industry.

d obally, oil prices have gradually inproved since nid |ast year
followi ng efforts by Organi sati on of Petrol eumExporting Countries (Opec)
to curb the anple crude oil supply in the market. Wil e oil producers reap
hi gher revenues fromthe stronger oil price, consum ng nations are faced
with a setback as the current stock | evels renmained | ow despite the anple



crude oil supply in the market.

The spate of nergers and acqui sitions anpbng multinationals has al so | eft
the i ndustry with a handful of powerful giants having the abilities to
accept higher risks and conpete in areas where nmargi ns are narrow.

O | and gas conpanies in the region are therefore faced with vol atile
crude oil prices, escal ating costs, and declini ng market share. They need
to be better equi pped and position thensel ves well to conmpete effectively
in the global nmarket of the new age.

Onits part, Petronas is taking a proactive approach in dealing with
these chall enges. It organised the three-day AOGC 2000 to bring these
i ssues out in the open to be di scussed and debated, and to explore
possi bl e sol uti ons.

"It is our hope that the discussions and the networking will help in
| ayi ng the groundwork for the orderly growth of oil and gas industry in
the newcentury," Petronas chairman Tan Sri Azi zan Zai nul Abi di n sai d.
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