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The rising oil market prices of the past two years have been accompanied by increased
concern about security of supply in many consumer circles.

his has arisen in spite of the fact that, when the crude oil

market has come under heavy pressure during this period,

responsible players have ensured at all times that supply has

been more than adequate to cover consumer needs. Late last
summer, for example, prompt action by OPEC and the International
Energy Agency — in close contact with each other — softened the
impact of Hurricanes Katrina and Rita on the already tight United
States’ oil market, as well as further afield in the international arena.
This was a re-run of similar co-operation at the outbreak of hostili-
ties in Iraq in spring 2003.

Throughout the present volatile period — that is, since around
spring 2004 — OPEC has continued its longstanding practice of
closely monitoring market developments and adjusting its pro-
duction agreements as and when necessary, in the interests of
secure crude supply and enhanced market stability generally. As
is well-documented, other factors, over which OPEC has little or
no influence, have been behind the volatility — notably down-
stream bottlenecks in consuming countries and heightened lev-
els of speculation. Indeed, even here, OPEC has acted to ease
the situation, with increased investment in downstream projects
home and abroad.

This has been for the near term.

For the far term, the recent increased concern about security
of supply has focused on the issue of whether the world will have
enough oil to meet the high levels of demand growth forecast for
the coming decades, especially from transitional economies and
developing countries. As readers will see from the report, published
inthis OPEC Bulletin, of the recent speech by Mohammed Barkindo,
Acting for the Secretary General, to the EUROPIA Conference in
London, the response is a clear “yes”. As Mr Barkindo says: “The
global resource availability is not a constraint to meeting this
(growing demand) in full.”

In short, across all time-horizons for the foreseeable future,
security of supply should not be a problem.

The emphasis instead should be on other key factors, notably in
this case minimising the uncertainties that can be a blight on sound
investment planning.

Alas, uncertainties are compounded by consumer government
policies aimed at moving away from oil — moreover, oil from spe-
cific global regions — principally, as expressed by such consumers,
for security of supply reasons. This constitutes veering away from
the natural order of things in an already complex interdependent
marketing environment. It makes it even more difficult than it is
anyway to predict future demand trends and invest accordingly in
production capacity.

In other words, actions taken as result of concern over security
of supply are counter-productive, because eventually they reduce
the level of security of demand that is central to the investment
strategies of producers.

A unilateral approach to handling global energy issues is the
last thing the world needs at the moment. As the President of the
OPEC Conference, Dr Edmund Maduabebe Daukoru, said last month:
“We all have to work together towards global energy security.” This
reflects a broad consensus within the industry at large, an indus-
try which is much more integrated than it was in the past. It is also
consistent with the enormous, welcome advances that have been
made in producer-consumer dialogue over the past two decades.

Security breeds security. A high level of security of supply, as
we now have for the early 21t century, should be reflected in a high
level of security of demand, ie a minimisation of market uncertain-
ties. And vice versa. However, if some players choose to break the
circle, then this could ultimately affect security of both demand and
supply and perpetuate volatility, to the detriment of the market as
a whole, as well as other sectors of the global economy. %
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Developmentwasset up in January 1976
. to reinforce:development, learning and
sharing ameng developing countries under
._the banner of South-South co-operation,
and help intensify ties between the
Organization’siMember Countries'and other.
i _developingnations.

Its primary.aim was, and remains;"to
*_provide development assistance to non-
OPEC countries in-pursuit of theirsocial
and economic advancement. At 30, the
Fund is poised to face up to the challenge
i fostering yet.more self-sustaining
development.

The OPEC Bulletin looks at how the Fund
has evolved over the years and how it
continuesto adapt to the challengesof'a
demanding new era.

Diana Golpashin '1.
M.

The Fund'’s headquarters in Vienna.
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Mention the name OPEC to any layman and it
will surely conjure up an image of oil rich nations that control
vast oil reserves and influence petrol prices. It is a synonymy
that the Organization has had to learn to live with since its
inception 45 years ago, a tag that it will most probably never
entirely lose.

With the 11 Member Countries of the Organization of the
Petroleum Exporting Countries (OPEC) relying so heavily on
‘black gold’ to sustain their economies and the wellbeing of
their people, there is a narrow perception of the Organization
and its activities in some quarters.

The truth is that there is a lot more to OPEC than meets
the eye. Apart from the obvious benefits it affords the global
economy with its abundant, regular, and cheap (in real terms)
supplies of petroleum, this high-profile economic grouping is
doing more than most in helping to relieve the suffering that
is still prevalent in the developing world today.

The OPEC Fund in context

One of these thrusts is being provided by the OPEC Fund for
International Development. This institution, like its sister
Organization, OPEC, is based in Vienna. This year it is celebrat-
ing 30 years of operations, encompassing an ever-expand-
ing development portfolio that has seen well over 100 of the
world’s most underprivileged countries benefiting from finan- . . .
cial assistance extended on favorable terms. Th IS h Ig h_ prOfI Ie

The first Director-General ofthe OPECFund, Egypt’slbrahim  @CONOMIC grou pl ng
Shihata, in his book The Ot.her Face of OPEC’, published in iS doing more than
1982, one year before his retirement, spoke frankly about the . .
misguided view people, led by the politicians, had of OPEC. most In helpmg
He wrote: “The image of OPEC, as conceived by the Western {0 relieve the

mind, is one of indifference to the world’s ills” — ills that were ff . th t .
alleged at the time to be caused by “none other than OPEC su e“ng atis
itself”. still prevalent in

Shihata continued: “Among the predominant images in the developing
today’s world, this one is particularly false. In fact the major
oil-exporting countries of the Third World, acting individually W0r|d tOday-
and collectively are playingamajorrole in assisting other devel-
oping nations, especially the poorest. The fact that ... the oil
producers of the Third World used the proceeds of their oil in
a highly responsible manner was ignored.”

What the Fund has provided

Certain facts cannot be ignored, facts that clearly show how
much good OPEC Member Countries did — and continue to do
— for the world’s least fortunate, even though they are devel-
oping countries themselves with many developmental chal-
lenges, often requiring vast amounts of money. For example,
the average gross domestic product (GDP) per capita of OPEC’s

U1 OPEC bulletin 1-2/06
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Above: The Fund fosters the exchange
and development of scientific knowledge
in the South through research grants and

assistance to specialized institutions.

Below: Hagar’s soya milk factory in Phnom
Penh, Cambodia, was expanded by a project
partly supported by the OPEC Fund.

Hagar Soya

11 Member Countriesin 2004 stood at just
$2,200. Thisamountwas one-seventeenth
thatofthe USA, one-twelveth that of the UK
and one-thirteenth that of the average of
the EU states in the same year.

Relative to their per capita income,
OPEC Member Countries have done a lot
more to alleviate poverty in poorer devel-
oping countries than the richer nations of
the world. For example, Saudi Arabia has
consistently earmarked a near four per cent
of its annual GDP for the purpose of aid,
which it makes through bilateral and mul-
tilateral channels.

Also, another good example is Kuwait
via the Kuwait Fund, established 1961,
which has over the years extended over
$12.4 billion in development financing
for developing countries. Other OPEC
Members also offer varying degree of finan-
cial aid and assistance. Most of the indus-
trialized countries cannotmanage evenone
quarter of a per cent of their GDP for such
assistance.

What is also clear is that the funds OPEC
Nations set aside for Official Development
Assistance (ODA) represent money they
could also utilize in improving their own
developing economies and standards of
living. However, they commendably choose
toshare their good fortune with other coun-
triesinthe developing world —nations that
are not blessed with reserves of petroleum
and struggle to find other means of sup-
porting their fragile economies.

The OPEC Fund’s current Director-
General, Suleiman J Al-Herbish, empha-
sized the extent of this bilateral devel-
opment aid at a recent conference in
Washington. He stated: “Although most
OPEC Member Countries are low income
countries, collectively they have made
available a cumulative total of more than
$81bnindevelopmentfinancing fromtheir
oil revenues through the OPEC Fund and
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other bilateral and multilateral channels as a token of
global social responsibility.”

The trend towards providing development assistance
on concessional terms to developing countries through
specialized institutions actually began in the Gulfregion.
For instance, Kuwait in the early 1960s established two
national agencies for this express purpose. The country’s
pioneering plan quickly caught on and in 1968, the Arab
Fund for Economic and Social Development was created.

The United Arab Emirates followed suit with the
Abu Dhabi Fund in 1971. From the early 1970s, follow-
ing the rise in oil prices, several aid institutions and
financing facilities were established by OPEC Member
Countries. They included the Abu Dhabi Fund, Iraq Fund
for External Development (Iragi Fund), Organization
for Investment, Economic and Technical Assistance of
Iran (Iran Organization), Kuwait Fund for Arab Economic
Development (Kuwait Fund), Saudi Fund for Development
(Saudi Fund), and the Banco de Desarrollo Econémico y
Social de Venezuela (BANDES).

Other countries that set up similar bodies or trust
funds are Nigeria, Libya, Algeria and Qatar, offering var-
ying degree of assistance. As Shihata pointed out in his
book “... such efforts represent a form of assistance in
which a group of countries, themselves developing, vol-
untarily share their wealth, and not merely their income,



with other countries in need — efforts that present the
shining face of OPEC.”

But even though the “shining face” Shihata referred
to was, to a large extent, already being reflected in the
generous level of ODA extended by these countriesonan
individual basis, it was still felt more could be done —
something that epitomized the combined efforts of OPEC
Member Countries. That certain something materialized
at the first Summit of OPEC Member Countries Heads of
State, held in Algiers in 1975. It was at that meeting that
Member Countries came up with the idea to establish a
multilateral financial arm that could collectively channel
aid to developing states.

The history of the Fund

Initially called the OPEC Special Fund, the actual birth
of this new aid facility was on January 28, 1976, when
Finance Ministers of OPEC Member Countries, meeting in
Paris, endorsed a proposal for the establishment of an
international special account, designed to benefit only
developing countries outside the Organization. Drawing
up the mandate for this new account was made easier
for OPEC Members, since, as developing countries them-
selves, they were able to fully understand the obstacles,
pitfalls and problems associated with enhancing sus-
tained and meaningful development.

Toassist the development process, itwas agreed that
amore relaxed and open approach would be adopted in

Right: Education is one of the most valuable weapons in the
fight against AIDS.
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the way the loans were administered. Financing would
be concessional and recipients would not be tied to the
usual stringent conditions associated with many bilat-
eral and multilateral aid agencies. In this way, OPEC Fund
beneficiary countries were not restricted to purchasing
goods and services from donor countries, but from the
best available source.

Shihata observed: “As developing countries them-
selves, with a recent past of dire financial need and of
hard experiencesin finding expedientand dignified ways
of meeting such needs, OPEC Member Countries began
their aid efforts with different objectives from those of
traditionally known major donors.”

He noted: “While the latter have readily used their

ILO/P Deloche

Above: Harvesting corn. ICARDA, an
established and long term partner for the
Fund, researches agriculture in the dry
areas of the world.

OPEC Fund beneficiary
countries were not
restricted to purchasing
goods and services from
donor countries, but
from the best available
source.




Above: The aftermath of the Asian tsunami.

financial assistance to create and expand markets for their
products or to maintain their political spheres of influ-
ence, no such aims were pursued by the OPEC donors ...
their aid efforts were motivated by moral commitments
towards their neighbours.”

Under Shihata’s guidance, the OPEC Fund evolved from
a temporary special account into a fully-fledged per-
manent international development institution with a
recognized legal framework adopted in 1980. Shihata

was succeeded on his retirement three years later by
Dr Y Seyyid Abdulai of Nigeria, who, over an impressive
20-year career span, initiated great progress to boost
the Fund’s global standing as an important instrument
of progressive change to the benefit of the developing
world at large.

The present incumbent, Suleiman Al-Herbish of
Saudi Arabia, who took over the chief executive’s mantle
in 2003, is already putting his vast experience on OPEC
affairs — he was the Kingdom’s Governor for OPEC for 13
years — to good use.

Although the Fund was set up in January 1976, it was
not until August of that year that operations actually
began, backed with an initial capital injection of $800
million. However, within a little over a year its resources
had doubled. Operations moved swiftly and by the end
of 1977, the Fund had already extended over 70 loans
to 58 developing countries.

By April 2003, the Fund had made its 1,000t loan.
Today, the Fund’s resources are made up of voluntary
contributions given by its Member Countries, as well
as income derived from investments and loan repay-
ments.

The Fund began its operations in the building that
housed the Vienna Stock Exchange with only six staff mem-
bers. InNovember 1976, itmoved to the OPEC Secretariat
on Obere Donaustrasse. After a brief stay there, operations
moved to the Palais Strudlhof in Vienna’s ninth district.
In December 1982, it made its final move to the splendid
offices of the Deutschmeister Palais on Parkring. Today,
it has work force of around 140 staff.

From the outset, the OPEC Fund has striven to be
understanding, flexible and receptive to the needs of
the beneficiary countries. It saw its relationship with the
recipient states as a partnership. It did not attempt to set
the agenda for how the aid was utilized within a scheme,
believing that the best approach for conducting success-
ful and productive operations was for the donor and the
recipient to be full partners in any project loans agreed
upon.

These guiding principles remain very much in force
today with the Fund directing its resources to where they
will have the greatest impact on the lives of the poor,
while allowing the key decisions to be made by the bene-
ficiary governments and the people themselves. With
basic human needs and environmental concerns currently

Above: Good communication links are vital for social and economic integration. By co-financing
the construction of roads, bridges and other transportation infrastructure, the Fund makes it
easier for communities to access jobs, social services and markets.



topping the
priority list,
the Fund has
found
especially active
in the fields of pri-
mary healthcare,
basiceducation, water
supply and sanitation,

itself

transport and agriculture,

as well as rural develop-
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The success of the Fund in achieving its initial objectives
was affirmed within ashort period of time. By 1981, barely
five years after its founding, OPEC Member Countries had
pledged contributions amounting to some $3.44bn, such
was the level of their confidence in meeting the new insti-
tution’s aims and aspirations.

In those early years, the Fund’s main activity was the
provision of balance of payments support, followed by
loans for large-scale infrastructure projects. However,
since the early 1990s, the focus has been on projects
of a more social nature, in areas such as health, educa-
tion, agriculture and rural development, water-supply
and sanitation, as well as transportation schemes.

Today, the Fund maintains an active project loan portfo-
lio in all the major economic sectors. No fewer than 119
countries from the developing world — from Africa, Asia,
the Middle East, Latin America, the Caribbean and Europe
— have benefited from the Fund’s development assist-
ance. African countries have received the major propor-
tion of assistance, followed by Asia and the region com-
prising Latin America and the Caribbean. Attention has
also been paid in recent years to Europe. Until 1998, the
Fund focused more on the public sector, but then formu-
lated a deliberate policy to involve the private sector in
its development efforts.

Atthe end of December 2005, the level of cumulative
development assistance extended by the Fund stood at
$7.9bn.Inall, 1,147 publicand private sector loans have
been approved to finance development projects and pro-
grammes in all economic and social sectors.

The breakdown of public sector loans (by economic

Right: Lesotho is working to close the gaps in primary health
care for mothers, children and other vulnerable groups.
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sector) was: transportation 26.7 per cent; energy 18.6
per cent; agriculture and agro-industry 15.1 per cent;
education 12.3 per cent; water supply and sewerage 8.3
per cent; multi-sectoral and other 6.3 per cent; health
6.2 per cent; national development banks 4.3 per cent;
industry 1.9 per cent; and telecommunications 0.4 per
cent (figures have been rounded up).

Of the Fund’s partner countries, almost half are in
Africa, with about a quarter each in the Latin America/
Caribbean region and in Asia, and a handful in Europe.

The Fund conductsits operations through well-estab-
lished, yet flexible, lending programmes. Itis currently in
the second year of its 16" lending programme, which is
scheduled to run until the end of 2007. A total of $1.5bn
has been allocated to this programme, with some 80
countries eligible for assistance.
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Above: Food distribution in Mozambique, a project co-sponsored by the Fund and the World Food Programme.

Today, the Fund maintains
an active project loan
portfolio. No fewer

than 119 countries from

the developing world

have benefited from
development assistance.




Sectoral distribution of public sector project loans as of December 31, 2005 milions of doliars

National development banks 174.7 Telecommunications 18.1

Multi-sectoral 305.0
Industry 92.7
Health 336.7

Energy 904.6
With the
destructive impact Education 599.6

of HIV/AIDS on
development
becoming

increasingly
evident, the Fund OPEC Fund commitments as of December 31, 2005 millions of doliars

Transportation 1,298.7

OPEC Fund Anniversary

Water supply & sewerage 405.2

Agriculture & agro-industry 736.9

launched this IMF Trust Fund 110.7
Special Account
in 2001.

Project financing* (807 loans) 4,872.2

Grant operations (773 grants) 348.6

Private sector financing (83 operations) 417.9

PRGF Trust 50.0 \

Programme financing* (42 loans) 314.8

BOP support* (185 loans) 724.2
*public sector operations

and seminars. The emergency relief assistance has been
rendered to victims of all kinds of catastrophes around
Where loans are not an option, the OPEC Fund offers  the world, such as the tsunami in the Indian Ocean in
emergency relief assistance. It also provides small-scale ~ December 2004.
grant programmes, which range from social schemes But the Fund’s involvement in disaster-hit areas
and agricultural and medical research to workshops  does not end with the grant aid. It often follows up the
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emergency assistance with conventional, low-interest
loansto aid longer-termreconstruction in the devastated
regions. In all, since the Fund’s inception, 773 grants
worth $348.6m had been cumulatively committed as of
December 31, 2005.

The need for specialized grantaid has also burgeoned
over the years. Again the Fund has responded by setting
up three special accounts within its grant programme —a
HIV/AIDS Special Account, a Special Food Aid Account,
and a Special Account for Palestine.

With the destructive impact of HIV/AIDS on develop-
ment becoming increasingly evident, the Fund launched
this Special Account in 2001. With initial resources of
$15m, the facility has been replenished three times and
is now worth $50m. This money is helping to combat the
effects of the disease in more than 90 countries in all
developing regions of the world.

The following year, the Fund established the Special
Account for Palestine. Here the resources are assisting
humanitarian and development work in the region. By
the end of 2005, the Fund had allocated a total of $40m
to this Account.

Then, in 2003, after Sub-Saharan Africa faced one
of its worst food shortages in living memory, the Fund
responded by setting up its Special Food Aid Account.
This received an initial allocation of $20m.

Itisimportantto note thatwith all these Accounts, the
Fund works in tandem with a number of aid agencies who
are experts in their field. This ensures that the assistance
given by the Fund is directed to where it is needed most.

Apart from operating as a development institution, the
Fund has always sought to enhance South-South solidarity
by promoting co-operation among developing countries,
notably in terms of scientific research. The Fund has also
given donationsto other developmentinstitutions, includ-
ing the International Monetary Fund (IMF) for its Poverty
Reduction Strategy Trust Fund, the International Fund for
Agricultural Development (IFAD) and the Common Fund
for Commodities (CFC), set up in 1989 to help bring sta-
bility and equity to global commodity trade.
Recognizing the importance of sustainable food and
agricultural development in addressing global poverty
concern, the OPEC Fund had made enormous contribu-
tionto the International Food for Agricultural Development
(IFAD). An institution, which the immediate past OPEC

>
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At the end of December 2005:

The level of cumulative development assistance
extended by the Fund stood at $7.9 billion.

1,147 loans had been approved to finance development
projects and programmes/

The breakdown of public sector loans by economic sector
was; transportation 26.7 per cent; energy 18.6 per cent;
agriculture and agro-industry 15.1 per cent; education
12.3 per cent; water supply and sewerage 8.3 per cent;
multi-sectoral and other 6.3 per cent; health 6.2 per cent;
national development banks 4.3 per cent; industry 1.9
per cent; telecommunications 0.4 per cent.

Fund’s partner countries — almost half are in Africa, with
about a quarter each in the Latin America/Caribbean
region and Asia. There are a small number in Europe.

Many roads in Africa are unpaved and turn into muddy swamps during the rainy
season, cutting off communities for weeks at a time.
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OPEC Fund Anniversary

Havana’s physical
infrastructure has suffered
after four decades of
isolation from the world
economy.
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Fund Director-General, Dr Seyyid Abdulai, described as
a brain child of OPEC Member Countries.

IFAD has at its inception aimed at promoting and pro-
tecting the interests of countries that have strong agricul-
turaleconomy based, for which belong several developing
countries, including those of the OPEC Member countries.
For this, the Member States of OPEC offered to put the
bulk of the resources required to set up the Institutions,
a funding commitment that has remained until today.

One example of how the Fund has responded to the most
pressing needs of the developing world has beenits reac-
tion to the scourge of debt. It is fully conscious of the fact
that many of the world’s poorest countries spend more
money on servicing longstanding external debts than
they do on their citizens.

The Fund was a key player in the design of the Heavily
Indebted Poor Countries (HIPC) Debt Initiative, which was
adopted by the international community in late 1996,
and also supports the enhanced HIPC initiative, which is
designed to bring about faster, deeper and broader debt
relief.

In this manner, the Fund has emerged as a valuable
contributor to the economic advancement of the least
developed countries (LDCs). Home to some 620 million
of the world’s poorest people, these 50 nations consti-
tute the weakest and most vulnerable group in the global
economy. By the end of December 2005, these countries
had received $3.3bn or 54 per cent of the Fund’s total
lending commitments, while other developing countries
had benefited from loans worth $2.8bn.

Another example of the Fund’s adaptability to modern-
day conditions is its commitment to encouraging growth
in productive private enterprisesin developing countries.
The Fund has acknowledged the growing consensus that
the private sector, if operated in a conducive environ-
ment, can lead to greater productivity and job creation.
Involvement in private sector financing is also seen as
a way of allowing the Fund to maintain ties with existing
beneficiary countries that have advanced economically
and moved out of the concessional window.

The Fund recognized that with the private sector
growing in both importance and influence in these
countries, it would need to step up its efforts in sup-
port of such activity. This thinking led to the creation of
the Fund’s Private Sector Facility in 1998 as a separate
lending window.

The OPEC Fund is currently engaged in public sector
projects in 110 countries, a number that is growing every
year as it makes new partnerships and widens eligibility
to include middle-income countries. By the end of 2005,
the Fund had approved close to $417.9mworth of private
sector funding, spread over 83 projects.

Sixteen of these projects were approved in 2005
alone, giving an indication of how the programme has
snowballed. The Fund is currently active in the private
sector in Latin America, the Caribbean, Africa, Central
Asia, the Middle East and Asia-Pacific regions.

However, while the Fund is constantly adapting to
change, as with its private sector initiative, it remains
faithful to its goal of focusing on the low-income coun-
tries, and within those countries on development that



Enhancing primary education for girls in Bhutan.

will improve the lives of the poorest and most vulnerable
members of society, especially women and children.
Italso recognizes that the roles of the public and pri-
vate sectors are intertwined and thatwith the right policies
in place, the two sectors can effectively act in tandem to
ensure equitable growth and sustainable development.

What are the future challenges for the OPEC Fund? Well, it
is clear thata lot of work still needs to be done. Hundreds
of millions of people still suffer from hunger, malnutrition
and preventable diseases, and almostas many are illiter-
ate, or lack education or modern skills. And significantly,
the number ofthe world’s least developed countries—the
poorest of the poor — has been rising since the interna-
tional community first recognized the existence of such
acategory in 1971.

 World View Images

Against this depressing, yet so familiar back-
ground, the main challenge for the Fund is to remain
relevant, aligned and in tune with the needs of its bene-
ficiaries. It has already chalked up many achievements
and it has the will and ability to continue to succeed
in the future.

Today, the Fund’s 12 Members — Algeria, Gabon,
Indonesia, Iran, Irag, Kuwait, Libya, Nigeria, Qatar, Saudi
Arabia, the United Arab Emirates, and Venezuela—remain
fully committed to the institution’s future. Whatever
challenges the Fund is presented with over the next 30
years it will remain true to its core principle of assisting
the poorest communities of the world’s least privileged
countries.

It will also strive to work ever more closely with its
recipient countries, fellow development agencies and
other partners, to ensure that its assistance continues
to be well targeted, effective and timely. &%

Agriculture is the economic backbone of most developing countries. The Fund channels substantial
resources into projects that boost the quality and quantity of farm produce, thereby improving food

security and raising rural incomes.

The OPEC Fund is currently
engaged in public sector projects

in 110 countries, a number that is
growing every year as it makes new
partnerships and widens eligibility
to include middle-income countries.
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The Fund’s resilience remains
as strong as ever

After assuming the role of Director-General of the OPEC Fund for
International Development in November 2003, HE Suleiman J Al-Herbish
dicusses its achievements over the past 30 years, as well as the challenges

facing the Organization.

What message would you like to give the world on the
30" anniversary of the creation of the OPEC Fund for
International Development?

We have a mission to continue being as dynamic and
proactive as possible in order to maintain our prominence
on the international development arena. However, in our
pursuit for eminence it is imperative that we keep con-
stantvigilance of all the changes that are sweeping across
the world. Now more than ever, global interdependencies
are bringing communities and societies closer. There is
undeniably a sense of urgency to forge a global response
to the scourge of poverty and underdevelopment, both
of which present two of the greatest challenges for our
institution and other development agencies.

No single agency or institution can claim to be a pana-
ceaforcuringall economicills. Itis imperative, therefore,
that the world mobilizes support and pools resources to
try to minimize human suffering. The international com-
munity needs to work collectively to address the root
causes of economic marginalization, exclusion and vul-
nerability. We are now at the threshold of a new era of
greater interdependency. Striving for a better future for
our generation and prosperity is too important a task for
us to fail.

What has been the OPEC Fund’s greatest achievement
since its creation?

Three decades after its inception, the OPEC Fund con-
tinues to defy all skeptics. We should bear in mind that
the Fund was never conceived as a permanent institu-
tion. Therefore, the fact that this year we celebrate our
thirtieth birthday testifies to the OPEC Fund’s resilience
and success. It gives us cause for jubilation and pride.

Development is not about a quick fix or a silver bullet,
and it requires a broad-based support to stand the test
oftime. Our success story is attributed to the unique rela-
tionship the Fund enjoys with numerous partners, be that
sister organizations or other similar developmentbodies.
As an organization of twelve developing countries, the
Fund came to appreciate the economic hardships that
some of our beneficiaries have to endure throughout the
pastyears. We can say with confidence that our quest for
solidarity and interdependence among developing coun-
tries is bearing fruit. The breadth of support, which the
Fund continues to enjoy from various government officials,
institutions and from individuals and sister-organizations
representing all segments of society in Member Countries
and beneficiaries, is asignificantaccomplishment. There
is another noteworthy achievement.

The Fund has acquired geat expertise and experi-
ence in all 120 beneficiary countries through years of
involvement and investment. These engagements have
yielded rich dividends in tens of countries in Asia, Africa,
and South America. We do not, of course, measure our
achievements simply in financial terms. Our greatest
achievement and fulfillment comes from helping pupils
inaremote village in Asia or Africa receive decent educa-
tion; in delivering basic health care to combat diseases;
and in building a bridge connecting cities or borders.

Doyou feel the OPEC Fund has fulfilled its role to support
less privileged, poorer countries of the world?

Let me stress one important thing. An overriding priority
at the Fund over the years has been adaptability and rel-
evance. As many new pressing needs unfold in many of
the developing countries, the Fund became more vigilant



to accommodate them. In fact, the scope and nature of
the Fund’s core activities have always been needs-based.
The feedback from our partner countries also shows how
much they appreciate the Fund’s flexibility and its readi-
nessto respond to the ever-shifting demands of the devel-
opment landscapes.

Many of the Fund’s projects and programs are sup-
plemented by grants, which finance technical assistance,
research and studies, and humanitarian and emergency
aid. The grants sponsor capacity building; sound environ-
mental management; and transfers of appropriate tech-
nologies and know-how. It is worth noting as well that
under the grants program of the Fund, we have introduced
“Special Accounts” geared toward combating poverty and
offering rapid assistance to areas of acute need.

As the Chief Executive Officer of the Fund, what is your
vision for this great institution?

| have always believed that the Fund has great potential
to foster human growth and development. There was,
of course, a conviction on my part since | joined the
Organization two and half years ago to continue with the
good work that my predecessors had started. Continuity,
however, is not antithetical to our vision and my mission
is to see the Fund plucked from obscurity. | have a great
passion for raising the profile of our institution, and the
time to bring it out of its cocoon is surely upon us.

We need to tell the world how the Fund, for three dec-
ades, has been changing the lives of millions of people
forthe better; howwe builtinnumerable roads, hospitals,
schools, industries and infrastructure in tens of countries.
Our job, of course, as members of the Fund is to work col-
lectively through teamwork to make it all happen. | have
no illusion that change is the only way forward. Let us all
remember that if we change our thoughts, we can change
our world. | have always been a believer that our human
progress hinges on its willingness to respond to the shift-
ing demands of the time. We can not afford to stand still
and be leftbehind. After all, life isabout growth, progress
and gradual change.

In an age where creating a positive “image” and
maximizing publicity are increasingly becoming a cor-
porate necessity, and where improving perceptions is a
big challenge, we have the duty to position ourselves as
a valuable global community member. This is one chal-
lenge that we, at the OPEC Fund, take very seriously.

Does the Fund plan any special activities to mark its
anniversary?

As part of our events marking the thirtieth anniversary,
the OPEC Fund for International Development has lined
up a host of activities, some of which will be held out-
side the Headquarters. One of the highlights is the 27t
Session of the Fund’s Ministerial Meeting in Jeddah (com-
prising Finance Ministers or their representatives) to be
held June 13 in Saudi Arabia, during which the winners
of the first OPEC Fund Scholarship Award and OPEC Fund
Award for Excellence will be announced. Other signifi-
cant events include the Fund Arts display to be held in
the Headquarters’ premises in March through April, and
the Fund Photographic Exhibition to be held in May. This
Arts Exhibition will also be ondisplay inJeddah during the
Ministerial Meeting, and in Singapore on the 24" and 25"
of September onthe sideline ofthe Annual Meetings of the
World Bank Group and International Monetary Fund.
We are also planning to organize our first journalism
workshop later this year, where we will invite media rep-
resentatives from Member Countries to attend a two-day
meeting with a view to acquaint them with the Fund’s
core activities. Renowned journalists and development
experts will also take part. Our objectives in all of these
activities are to bring the OPEC Fund to the limelight; to
give itmore visibility; to bring about a better appreciation
of the Fund’s mandate and overall goals; and to create a
positive “corporate identity” for the OPEC Fund.

Financial sustainability has always been a challenge for
development institutions in their fight against under-
development. How will the Fund plan to meet future
demands for more aid?

We believe that long-term survival and sustainability is
critical for our institution to continue its mandate, and to
be able to pursue the objectives for which the Fund was
created. We are now looking at innovative mechanisms
for delivering financial assistance and aid. And we are
also identifying the best strategies and plans for helping
us meet the calculated financial gaps that may conspire
against our campaign toward combating destitution and
underdevelopment.

In fact, our Ministerial Council was the first to recog-
nize the need for a systematic exploration of the ways and
means of enhancing the Fund’s operational resources to
maintain its relevance vis-a-vis its targeted beneficiar-
ies and other development partners. We are expecting
a final report, outlining the Fund’s plans for financial
sustainability and optimal visibility in the development
landscapes, to be submitted to the next meeting of the
Ministerial Council in Jeddah later this year. 4
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OPEC reaffirms commitment to ol
market stability

Inset: OPEC Conference President and
Secretary General, Nigerian Minister of State
for Petroleum Resources, HE Dr Edmund
Daukoru(l), with Acting for the Secretary
General, Mohammed Sanussi Barkindo,

™ during the opening of the OPEC Conference.

The 139™ (Extraordinary) Meeting of the Conference
of the Organization of the Petroleum Exporting Countries concluded in Vienna, Austria, on January 31, 2006. The
Conference was presided over by the OPEC Conference
Presidentand Secretary General, HE Dr Edmund Daukoru,
who is also the Nigerian Minister of State for Petroleum
Resources.
The Conference sent its condolences to the
Government and people of the State of Kuwait on the
death of His Highness Sheikh Jaber Al-Ahmad Al-Jaber
Al-Sabah, Emir of Kuwaitas well as to the Governmentand
people of the United Arab Emirates on the passing away of
His Highness Sheikh Maktoum bin Rashid, Vice President
and Prime Minister of the UAE, and Ruler of Dubai.
In the process of commending the report of the
57" Meeting of the OPEC Ministerial Monitoring Sub-
Committee (MMSC), held on January 30, 2006, the
Conference reviewed the oil market outlook, including
the overall demand/supply expectation for the year 2006
especially the first and second quarters, and observed



Above and left: Ongoing deliberations at the 139" Meeting of the Conference at the OPEC Secretariat in Vienna.

that market fundamentals have remained in balance since
it last met in Kuwait in December 2005, with comfortable
stock levels. Oil prices remain a central issue however.

While acknowledging that the oil market has remained
well supplied, and that commercial stock levels in the
OECD remain healthy, prices have nonetheless continued
agradual rise. The Conference cited refining bottlenecks
as well as other non-fundamental factors as the primary
driver for the price push, as well as observing that fore-
casts for supply and demand in recentyears have tended
to underestimate the requirements for OPEC oil, especially
in the second quarter.

It noted that OPEC was committed to continuing to
play its role in ensuring a stable oil supply to the market
that would be conducive to economic growth, however
it expressed concern about the “high degree of price vol-
atility and the impact that this may have on the global
economy, in particular for developing countries.”

i

Below: Dr Daukoru (c); Mohammed Barkindo (r); and the Chairman of the OPEC Board of
Governors, Indonesian Governor, Dr Maizar Rahman.

T

; .
Above: The press wait for the arrival of delegates.
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Algerian Minister of Energy and Mines, Dr Chakib Khelil (1), and Libyan Secretary of the Algerian Governor, Dr Hamid Dahmani (I), with Nigerian
People’s Committee for Energy, Dr Fathi Hamed Ben Shatwan. Governor, Ms Ammuna Lawan Ali.

Deputy Prime Minister and Head of the Iragi Delegation, UAE Energy Minister and Alternate Conference President, Mohamed Bin Dhaen Al Hamli (c), with the
HE Dr Ahmad A Al-Chalabi (I) with Mohammed Barkindo. UAE’s OPEC Governor, Saif Bin Ahmed Al-Ghafli (r).
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In view of this, the Conference decided to maintain
the current OPEC-10 production level of 28.0 million bar-
rels per day, as agreed during the 136" Meeting of the
Conference in June 2005, and noted that OPEC would
keep a close eye on market developments “in view of
the potential risks and uncertainties identified.” The
next Ordinary Meeting is planned for March 8, 2006, in
Vienna, Austria.

OPEC supplies to meet demand

Inresponding to media questions following the end of the
Conference as to whether OPEC will increase overall out-
putinthe course of 2006, the OPEC Conference President
Dr Edmund Daukoru, who is also the Nigerian Minister of
State for Petroleum Resources, said OPEC has stated in
the past, and again now, that it has more than enough
spare capacity to satisfy the marketatany given time. “We
have always maintained that we have more spare capac-
ity than the market was willing to take,” he said.

At present, Daukoru revealed, OPEC has at least two
million barrels of available spare capacity, a figure which
is still growing, citing Nigeriaas working to bring on stream
by the firsthalf of the year an additional output of 600,000
b/d on top of a base of figure of 2.5m b/d. In addition,
“Saudi Arabia has robust plans to increase capacity and
the Kuwaitis also have plans,” said Daukoru. With all of
these output plans in place, OPEC would be more than
capable of supplying the market in the medium to long
term, according to the Conference President.

Above: Saudi Minister of Petroleum and Mineral Resources, Ali | Naimi (I); with Saudi Arabia’s Assistant
Minister of Petroleum and Mineral Resources, HRH Prince Abdulaziz Bin Salman Al Saud (r); and Saudi
Arabia’s OPEC Governor, Dr Majid A Al-Moneef (c).

Bottom row from left to right:
Dr Maizar Rahman (I), with Venezuelan Minister of Energy & Petroleum, Rafael Ramirez.

Qatar’s Second Deputy Prime Minister and Minister of Energy and Industry, HE Abdullah bin Hamad
Al Attiyah (1), with Conference President, Dr Daukoru.

Kuwaiti Governor for OPEC and Head of the Kuwaiti delegation, Siham Abdulrazzak Razzougqi (I), with
OPEC’s Director of Research, Dr Adnan Shihab-Eldin.

HE Abdullah bin Hamad Al Attiyah (1), with Dr Fathi Hamed Ben Shatwan.

Mohamed Bin Dhaen Al Hamli, with Libyan Governor for OPEC, Hammouda M El-Aswad.

OPEC bulletin 1-2/06

=
[(e]



Conference Notes

OPEC bulletin 1-2/06

N
o

Pictured above are delegates attending the 139" Meeting of the OPEC Conference (I-r):

Nigeria’s OPEC Governor, Ammuna Lawan Ali; Venezuela’s Minister of Energy & Petroleum, Rafael
Ramirez; Algeria’s Minister of Energy and Mines, Dr Chakib Khelil; Iran’s Minister of Petroleum,
Sayed Kazem Vaziri Hamaneh; Saudi Arabia’s Minister of Petroleum & Mineral Resources, Ali |
Naimi; Conference President, and Nigeria’s Minister of State for Petroleum Resources, Dr Edmund
Maduabebe Daukoru; Qatar’s Second Deputy Prime Minister and Minister of Energy and Industry,
Abdullah bin Hamad Al Attiyah; Iraq’s Deputy Prime Minister, Dr Ahmad A Al-Chalabij; Libya’s Secretary
of the People’s Committee for Energy, Dr Fathi Hamed Ben Shatwan; Kuwait’s Governor for OPEC,
Siham Abdulrazzak Razzougi; UAE’s Minister of Energy, Mohamed Bin Dhaen Al Hamli; Acting for the
OPEC Secretary General, Mohammed Barkindo; and the Chairman of the OPEC Board of Governors,
Indonesia’s OPEC Governor, Dr Maizar Rahman.

Conducting the final press conference are Dr Edmund Daukoru (r) and Mohammed Barkindo (1).

Pressure points

While explaining factors that tend to influence market
developments at both the supply and demand ends,
the OPEC Conference President said pressure points
could always affect the market sentiments. “Pressure
points can be sudden emergencies, or geo-political dis-
ruptions, for instance the recent gas pipeline explosion
in Russia. If a delivery system is tampered with for some
reason, those types of thing can be considered pressure
points. It can also be sudden, irrational overheating of
the market where OPEC may be called uponto intervene,”
said Daukoru.

He continued: “Interest rate rises and trade imbal-
ances — these can have a downward pull. Several coun-
triesare beginning to reduce subsidies and we don’t know
what this will do to demand. If subsidies are removed,
people consume less and we might have a downward
pull on projected demand levels.”

Long term thinking

On long term market need projections, Daukoru said:
“We really can’t pretend to see that far [2020]. There are
good studies that guide our short- to medium-term think-
ing, but when you go that far out it becomes difficult to
use such projections for the basis of interviews. We have
long term projections that show OPEC possibly gaining
back 50 per cent market share, up from about 40 per cent



now.” While recognizing that OPEC’s capacity addition are
indeed immense, the OPEC President said beside that,
the Organization will need to think of investing in human
capacity, as well as in new technology.

Price floors and ceilings

Onthe assumption that the world economy would absorb
a $60 or more per barrel price level, Dr Daukoru said
placing a limit for price movements that are dictated by
fundamentals and other non-fundamental variables is
difficult. “It’s difficult to speculate about limits. If there’s
anything we’ve learned about this, it’s that we should not
impose limits. We have to look at the balance in the global
system. Demand that is driven by economic growth is the
best because it’s not artificial. If a car maker is making
more cars because there is more demand, that is what
a car maker would pray for. If more and more people are
able to afford these cars then that’s prosperity — the
world moves on. If you put a limit on growth, you put a
limit on consumption.”

Stocks inventory outlook

On the use of stocks inventory to measure the market
needs (as was usually the case previously, contrary to the
currentfocus on capacity), the OPEC Conference President
noted that in the past, especially in the early 70s, there
was carry over of spare capacity of up to four million bar-
rels, but because of incessant price shocks, there was no
sustained effort to add new capacity. “Carrying that spare
capacity is a cost as you have to develop but do not sell.
However, given our reading of the future, we have started
toadd new capacity,” said Daukoru. Forexample, Nigeria
is aiming at possible 4m b/d production by the end of
2007 of light sweet crude. “With these efforts going on in
Algeria, Libya, Kuwaitand Saudi Arabiaadded all together,
itis our projection that we will be able to keep pace with
demand,” Dr Daukoru assured.

Improving fuel quality

On efforts at improving the quality of crude, especially
heavy sour streams, Dr Daukoru pointed to the efforts
being made in that direction. “I’'m aware of at least one
Member Country that is developing a sophisticated
and high tech refinery with the People’s Republic of
China. There are other countries that are taking heav-
ier grades and producing what is called ‘thin crude’.

Rafael Ramirez attending to the press.

£

Dr Fathi Hamed Ben Shatwan being interviewed by analyst John Hall.
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Dr Daukoru (c) being interviewed by reporters after the final press conference.
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Dr Daukoru (r) with Mohammed Barkindo (c) and the Head of OPEC’s

Energy Studies Department, Mohamed Hamel.

We pre-treat it before it even gets to the refinery. When
we talk of the resource base, we include in that the
heavy, sour streams and sand and shale, all of which
require pre-treatment. This means the global resource
base is immense.”

OPEC seeks stable market

As to what should be seen as a floor price for OPEC, the
OPEC President reiterated clearly that OPEC does not
define monetary levels, and nor does the organization
directly control prices. “With regard to the floor price,
we always make the point that we do not directly con-
trol the price of oil,” said Daukoru. “What the price does
is dependent upon factors outside supply and demand
such as perceptions of the state of world markets at any
given time. So we don’t set a floor price below which we
start to jack things up, or a ceiling above which we begin
to do things. When prices are high there is a perception
that this cannot be good for global economic growth and
this is a matter of judgement.”

Downstream efforts

Commenting on the OPEC downstream projects, Dr
Daukoru reiterated OPEC’s position that the downstream
bottlenecks play a critical role in the current pricing of
crude arguing that in recognition of this problem some
OPEC Memebr Countries have enhanced their invest-
ment in the downstream even though the main respon-

sibility of the downstream should be with consumering
countries.

Dr Daukoru admitted that OPEC sees and appreciates
that the downstream constituted a major bottleneck in
the past, but hoped that investors are now going to begin
to see opportunities in this sector. Regrettably however,
“the margins are notalways ata consistent level to attract
investment” although now that trend has changed we
hope they can be sustained at a level conducive for fur-
ther investment, commented the President.

Nigeria, he announced, is crying out for investors
who will come and invest in refining. “We made efforts
and gave out a lot of licenses to indigenous refiners last
year, and we have approached the joint venture partners
to take more interest in the downstream, and even sug-
gested setting a date by which they will be processing a
certain percentage of local production.”

Co-operation is the key

Dr Daukoru concluded by stating that the current crude
oil prices are without a doubt driven by downstream
bottlenecks and perceptions. The situation is also not
helped by small volume traders. “It is in the interest
of the market that we work for stability all around, and
OPEC alone, no matter what extra capacity it can bring
to the market, can not fulfil this role. All parties — down-
stream players, upstream players and even small volume
movers — have to co-operate in order to achieve a more
stable market.” xn



Iran’s Minister of Petroleum, Sayed Kazem Vaziri Hamaneh (1), with the Iranian OPEC  Libyan Secretary of the People’s Committee for Energy, Dr Fathi Hamed Ben Shatwan (I),
Governor, Hossein Kazempour Ardebili. being interviewed for the OPEC Web site live streaming.
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Above: Dr Daukoru (I) with

Austria’s Federal Minister

of Economics and Labour,

Dr Bartenstein, at the

reception on the occasion

of Dr Daukoru’s assumption

of office as President of the
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Dr Bartenstein welcomes
OPEC’s openness and transparency

nce Notes

With calls growing for a unified EU
energy policy, Austria’s Federal
Minister of Economics and Labour,
Dr Martin Bartenstein, offers a vision of
g, the future that includes more emphasis on
" renewables and efficiency, as well as more
oil and gas imports.
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Dr Martin Bartenstein (second right) with Dr Edmund Daukoru (second left),
Mohammed Barkindo (I).

-

EU-OPEC Energy Dialogue




‘ ‘ By 2010, we aim to
increased the share of
renewables in our energy
mix to 12 per cent,
while at the same time
imported dependency
will rise from 76 per cent
to 81 per cent.

&PEC delegates and Journalists attending the press conference.
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At the recent London-based Energy
Institute’s EUROPIA Conference, the
Head of OPEC’s Energy Studies
Department, Mohamed Hamel,
re-emphasised OPEC’s abiding and
demonstrable commitment to security
of supply on all time-horizons and said
this went hand-in-hand with security of
demand. Every effort had to be made to
reduce uncertainties which were making
sound investment planning hazardous,
and this required action from all the
players in the international market,
together with enhanced dialogue.

Mr Hamel was delivering the address on
behalf of Mohammed Barkindo, Acting for
the Secretary General.

aintaining
the security of
energy supply

What lies behind this increased consumer
concern about security of supply? The line of reason-
ing appears to be as follows. There has been the per-
ception of shifting fundamentals in the global energy
demand/supply balance, brought on by the unexpect-
edly high levels of demand growth in the developing
world, especially in China and India, which became par-
ticularly apparent in 2004, after three years of relatively
high market stability.

Within a short time, this drew attention to a broader-
based issue, in the eyes of these consumers — whether
the world has enough energy resources to meet the levels
of energy demand growth that have been forecast for the
coming decades, affecting notjust today’s developed and
emerging economies, butalso other economieswhich are
expected to reach take-off point in the early 215t century.

These consumer concerns have arisen at a time of
heightened tensions affecting several regions of the



world. Ontop of this, there have been some major natural
disasters with which the market has had to cope at short
notice. Inevitably, political opportunism has been at play
too, with influential interest groups putting out alarmist
theories about the world running out of oil soon or about
natural disasters occurring with greater frequency in the
future, and generally tying all of this in with unsubstan-
tiated fears about unreliable sources of supply.

In speaking to you today, therefore, | should like to
put your minds at ease about such matters and, more
generally, about the outlook for the oil market and the
role that OPEC and other producers play in it.

Security of supply

The commitment to security of oil supply lies at the heart
of OPEC’s existence. Our Organization’s very first reso-
lution, adopted at our formative meeting in Baghdad in
September 1960, refers to the assurance of “an efficient,
economic and regular supply” of petroleum to consum-
ers. This principle is enshrined in the OPEC Statute, which
was adopted in 1961 and has remained a guiding light
for our Organization ever since.

Butthis is not just altruism. The revenues oil-produc-
ing developing countries receive from petroleum sales are
essential for financing their economic and social devel-
opment, to an extent that may not be fully appreciated
by industrialised nations. This is in addition to the part
that must be reinvested in the upstream to meet rising
demand. Itis, therefore, in the best interests of these pro-
ducing countries to ensure that every possible measure
is taken to support market stability and supply security
atall times.

Furthermore, for OPEC and all producing countries,
thereisanother equally important parameter —the assur-
ance of steady, predictable demand. This is often over-
looked by consumers; but, for producers, itisas important
and as basic as security of supply. Security of demand
goes hand-in-hand with security of supply. OPEC’s Second
Solemn Declaration, which was signed by our Member
Countries’ Heads of State and Government in Caracas
in the year 2000, emphasises “the strong link between
the security of supply and the security and transparency
of world oil demand.” The Long-Term Strategy adopted
by OPEC last September refers to “the security of regular
supplies to consumers, as well as the security of world
oil demand.”

The OPEC Statute of 1961 also outlines other cen-
tral objectives of our Organization, including “the sta-

bilisation of prices in international oil markets” and
“the necessity of securing: a steady income to the
producing countries; ... and a fair return on their cap-
ital to those investing in the petroleum industry.”

To see how OPEC’s longstanding commitment to secu-
rity of supply works out in practice, we need only look at
our Organization’s actions in the volatile international
oil market of the past two years. In doing so, we can see
that, throughout this period, the market has remained
well-supplied with oil and that other factors have been
driving-up oil prices, such as downstream bottlenecks,
geopolitical tensions and increased speculation in futures
markets.

First, OPEC’s Member Countries have increased pro-
duction by around 4.5 million barrels a day since 2002.
This has, in turn, led to a steady rise in OECD commer-
cial oil stocks, which are now exceeding their five-year
average.

Secondly, where possible, our Member Countries have
accelerated their plansto bring on-stream new production
capacity to meet continued demand growth
and to re-establish a comfortable level of
spare capacity. This spare capacity —which is
now at 2m b/d —will be more than adequate
to cover oildemand growth throughout 2006,
when the call on OPEC oil is expected to be
slightly lower than in 2005. More increases in capacity
have been planned — and are being implemented — for
the restof the decade. Together with the expected growth
in non-OPEC supply and OPEC natural gas liquids, this
means that cumulative world oil production capacity will
rise by around 12m b/d or more over the next five years
—well above the expected cumulative rise in demand of
7—-8m b/d over the same period.

Downstream bottlenecks

And thirdly, at a time when severe downstream bottle-
necks in some major consuming countries have been
putting pressure on not just product prices, butalso crude
prices, especially light, sweet blends, OPEC’s Member
Countries, although traditionally associated more with the
upstream, have themselves taken the initiative to invest
in downstream projects; this has been on theirownandin
partnership with others. Currently, 600,000 b/d of refinery
capacity is under construction, with an additional 1.9m
b/d planned and afurther 1.4mb/d under consideration,
to make a total of 3.8m b/d by 2010. However, all of this
does not escape the fact that downstream investment is

ember
Countries have
increased
production
by around 4.5
million barrels a

day since 2002.
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Oil production outlook
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primarily the responsibility of the domestic and interna-
tional oil companies in consuming countries.

Clearly, such actions as these come from an Organiza-
tion that is committed to security of supply. This involves
careful analysis of the market outlook, detailed plan-
ning and considerable upfront investment, perhaps
diverting funds from other worthy domestic causes,
in order to make absolutely sure that there is enough
oil on the market. | will return to investment later.

The year 2006 has begun with a significant rise in
prices, even though the market remains well-supplied
with crude and commercial oil stock levels
inthe OECD are healthy. This, once again,
is primarily the result of refining bottle-
necks and other non-fundamentalfactors.
However, the continued price volatility is,
as ever, a matter of much concern to us,
in particular the impact it may be having on the global
economy and, especially, developing countries. The OPEC
Secretariat in Vienna continues to monitor the situation
carefully.

Nevertheless, looking further into 2006 and at the
forecast supply/demand balance, we believe in general
that the market supply will remain ahead of demand and
that spare capacity will even increase.

Generally speaking, OPEC desires prices that reflect
market fundamentals and that are acceptable for pro-
ducers and consumers alike. Only in this way can our
Organization provide the stability and the sustainability

2025

that is so important to the steady growth in supply that is
needed to support the rising levels of demand that have
been forecast for the opening decades of this century.
We shall return to this later.

Price stability

Price stability is, indeed, a realistic prospect, but it is
something that must be worked on by all the players in
the market, and not just by certain committed groups, if
itis to be sustainable over long periods. Stability is the
responsibility of all parties. High levels of volatility can
be very damaging to the market; they can destabilise
other sectors of the global economy; they can be prey
to rampant speculation, which, in itself, can then add to
the volatility; and they can severely hinder investment
strategies in future production capacity.

And finally, on the subject of prices, let me put them
in their proper historical context by pointing out that,
although oil prices are high in nominal terms, they are
nevertheless below those of the early 1980s in real terms.
Therelative resilience of the global economy to the recent
price increases is in part because considerably less oil
is now used to produce each dollar of national income,
when compared to the past. For example, OECD oil inten-
sities have fallen by almost 60 per cent since 1970. Even
developing countries are using less oil per unit of GDP.

In addition, what has gone hand in hand with this
decline in intensities, of course, has been the falling
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share of energy inthe consumers’ budget, as their wealth
has increased. We should also remember that the recent
rise in oil prices was accompanied by a strong increase
in non-energy commodity prices. For example, since the
beginning of 2002, steel, copper, iron, lead, nickel and
zinc prices have all roughly doubled, while rubber and
uranium prices have tripled. These price rises are gener-
ally viewed as being driven by the strong synchronised
economic expansion over this period.

Let us now look at the long-term prospects for the oil
market, since OPEC’s commitment to market stability and
security is as valid for the long term as it is for the short
term. Demand for energy will continue to grow, as aresult
of demographics, (with an expected 1.6 billion additional
people on the planet within the next 25 years), increases
in incomes, continued urbanization and globalization.

Firstly, we should note that, notonly has oil beeninthe
leading position in supplying the world’s growing energy
needs for the past four decades, but also that there is a
clear expectation that this will continue at least for the
next two decades. Gas will continue also to grow at fast
rates, becoming by 2025 the second mostimportant fuel,
ahead of coal. Hydro/nuclear/new renewables will flatten
out, despite the extreme high growth rates for some new
renewables; however, the rather low initial base makes
the growth in absolute terms rather limited.

According to the reference case scenario from OPEC’s
World Energy Model, “OWEM”, world oil demand is
expected to continue rising in the early decades of the

2010 2015

21%tcentury, with annual growth averaging
1.5 percentupto 2025, whendemand will
reach 113m b/d. A startling 80 per cent
of the increase in global oil demand will
come from developing countries.

However, despite this growth, oil use per capita will
remain far below the levels seen in the OECD. The trans-
portation sector is particularly important for this growth,
with the huge potential for increases in vehicle owner-
ship in developing countries. Asian countries, home to
half the world’s population, are forecast to experience
annual economic growth of over five per cent over the
next two decades, and, coupled with this large poten-
tial for growth, will remain the key source of oil demand
increases in the developing world.

Call on OPEC oil

Over the coming years, non-OPEC output is expected to
continue to grow and reach a plateau of 55-57m b/d
after 2010. This will mean that the call on OPEC oil will
increase substantially, with the Organization’s output,
including natural gas liquids, rising to 57m b/d in 2025,
compared with 33m b/d in 2005.

Let me emphasise here that, although we are envis-
aging higher levels of demand in the future, the global
resource availability is not a constraint to meeting this
in full. Proven reserves continue to grow on account of
new discoveries, as well as reserve growth resulting from

2020
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advancesintechnologyandimprovedrecoverytechniques.
This is not to mention the huge potential from unconven-
tional oil resources, such as tar sands. In fact, estimates
of ultimately recoverable reserves have been increasing
overtime. OPEC possesses nearly four-fifths of the world’s
proven crude oil reserves, and these are sufficient to
meet the growing oil requirement for decades to come.

The scale of investmentrequired to meet the expected
demand growth over the nextfew decades runs
into billions of dollars, although globally it will
not be significantly different to past invest-
ment. This is due to the gradual shift away
from higher cost non-OPEC supply to lower
cost OPEC oil. Of course, oil prices will need to be at a
level conducive to supporting the investment required.

Uncertainties

But there are many uncertainties which make sound
investment planning a hazardous business. Future eco-
nomic growth rates, consumer government energy and
environmental policies, technological advances and the
oil price path lie at the heart of these uncertainties. Given
the role that OPEC plays in supporting market stability by
supplying the residual barrel, this uncertainty naturally
translates into a wide range of possible levels of future
oil supply that will be required from OPEC. With a high
growth and low growth case, a range of well over 10m

to be at 4Q05 level of 29.9m b/d.

b/d opens up for the possible amount of oil that OPEC
might have to supply by 2020.

Over-investment implies heavy costs to be borne by
producers, while under-investment will lead to severe
price movements. Thus every effort must be made to
reduce uncertainties and share the risks among the var-
ious parties in the oil industry — OPEC and non-OPEC,
producers and consumers, and the international oil com-
panies and other intermediaries.

Importantly, as the President of the OPEC Conference,
Dr Edmund Maduabebe Daukoru, said recently: “We all
have to work together towards global energy security.”
He advised against consuming countries taking a unilat-
eral approach to handling global energy issues.

The need for enhanced energy security has to be
seen from both supply and demand perspectives, which
are mutually supportive. Uncertainty over future demand
translates into large uncertainties over the amount of oil
that OPEC member countries will eventually need to sup-
ply, signifying a heavy burden of risk. Investmentrequire-
mentsare very large, and are subject to considerably long
lead-times. It is in this context that there is a call for a
”road-map* for oil demand, reflecting the need for secu-
rity of demand as a legitimate concern for producers, just
as consumers express concern over security of supply.

With more transparency in the evolution and imple-
mentation of policies, better assessments will be possi-
ble as to how future demand is likely to evolve. This, in



Energy security: to be seen from both supply and demand perspectives

Uncertainty over future demand translates into large uncertainties over the amount

of oil that OPEC will eventually need to supply

Investment requirements are large, subject to long lead-times

The call for a “road-map” for oil demand

The need for security of demand is a legitimate concern of producers

More transparency in the evolution and implementation of policies

Lends support to making appropriate capacity expansion decisions, while at the same

time not wasting precious financial resources

turn, would lend support to making appropriate capacity
expansion decisions that would meet both the increased
demand for OPEC oil but also offer an adequate level of
spare capacity, while at the same time not wasting pre-
cious financial resources.

Downstream sector

Now we come to the downstream sector. This is a very
important part of the supply chain, with the current tight-
ness in the form of inadequate refining capacity putting
pressure on oil prices. Several factors will shape devel-
opments in this sector in the coming decade. The first
concerns the rising volume of crude oil that needs to be
refined. Another element is how the oil product demand
structure will change, with the expectation that there will
be a continued move towards lighter products. At the
same time, product specifications are moving towards
significantly cleaner products thatwill require substantial
reductions in sulphur content, driven by environmental
concerns. Therefore, the downstream sector will require
significant investment to meet growing product demand
and to address emerging mismatches between crude
slate, product demand and product specifications.
Considering recent relatively high refinery utilisation
rates, distillation capacity expansion might be expected
to at least keep pace with growing demand. However, a
review of known refining expansion projects does not

support this. From the current perspective, investments
to the refining sector are coming at a considerably slower
pace then is warranted by expected growth in demand:
a more orchestrated effort is clearly required to ensure
sufficient capacities are in place in the future.

To meet the future challenges about $160 billion in
capacity investmentwill be required by 2015 and another
$150bn needed for capacity maintenance and replace-
mentoflostcapacity. The emerging investment trends sug-
gest that the downstream sector could very well remain
a source of market instability over the coming years. Itis
therefore a pressing area for discussion among all par-
ties, and ways need to be explored that could accelerate
expansion plans.

OPEC has devoted so much effort towards encourag-
ing dialogue and co-operation in the industry over the
past two decades. The most recent result of this was the
establishment, last year, of energy dialogues between
OPEC and, respectively, the European Union, China and
Russia. In two months’ time, producers and consumers
will meet at Ministerial level at the tenth International
Energy Forum in Doha, in order to discuss at length the
latest developments affecting the industry. We are firmly
convinced that such dialogue is the way forward for the
industry, ifitisgoing to evolve in an orderly mannerin the
opening decades of this century and successfully meet
the challenges that lie before it, including the continued
assurance of security of supply and demand. €

Energy supply and demand security, was presented by the Head of OPEC’s Energy Studies Department, Mohamed Hamel, on behalf of the

Acting for the Secretary General of OPEC, Mohammed Barkindo, to the EUROPIA Conference, London, UK, February 15-16, 2006.
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Barkindo appointed as Acting for the
Secretary General

OPEC Conference President and Secretary
General, HE Dr Edmund Maduabebe
Daukoru, has appointed Mr Mohammed
Sanussi Barkindo to the role of Acting

for the Secretary General. Mr Barkindo’s
appointment took effect from the January .,
2006, the same day Dr Daukoru, who is also
Nigeria’s Minister of State for Petroleum
Resources, assumed the Presidency of the
OPEC Conference from Kuwait's Sheikh
Ahmad Fahad Al-Ahmad Al-Sabah.

Until his appointment Mr Barkindo was the Deputy
Managing Director of the Nigerian LNG. Mr Barkindo has
been associated with the OPEC Secretariat for 20 years,
14 of which were as Nigeria’s National Representative to
the OPEC Economic Commission Board (ECB), where he
made immense contributions to the role of the technical
arm of the Organization.

He has held various posts, including the General
Manager of the Nigerian National Petroleum Corporation
(NNPC) London; Head International Trade, NNPC London;
Managing Director, Hyson/Calson; and Group General
Manager, Investments, NNPC.

Mr Barkindo holds a Bachelor of science Degree
in Political Science from the Ahmadu Bello University
Zaria; a Master degree in Business Administration (MBA)
from Southeastern University in Washington DC; and
a postgraduate Diploma in Petroleum Economics and
Management from Oxford.

Mr Barkindo is an associate member of the Nigerian

OPEC bulletin 1-2/06

W
N



Institute of Management, as well as a member of the
Institute of Petroleum London and a member of the
American Finance Association.

Briefing staff of the Secretariat after assuming duties
Mr Barkindo reminisced about the OPEC he first met over
20 years ago.

He recalled how back then OPEC was treated as a
pariah organization where top government officials of
the major consuming countries did not want to be seen
to be associated with OPEC, and those meetings between
OPEC and officials of consuming countries were held in
secret.

He commended the leadership and the staff for their
relentless commitment to oil market stability, noting that
the Organization has come a long way in last 20 years.

Mr Barkindo noted the progress made in recentyears
in various dialogues between OPEC and major markets,
and assured that efforts will be intensified to strengthen
co-operation. &N
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in the 21st Century

Lo

Edited by Robert Mabro

Edited by Robert Mabro, OPEC, Vienna, 1% Edition, 2005
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O1l 1n the 21 Century:

“Qil,” argues Robert Mabro, in Oil in the 21
Century: Issues, Challenges and Opportunities
“involves adouble dependence.” With almostall
Western countries relying upon a secure flow of
oilasthefuel of choice forthe allimportant trans-
port sectors, and oil-exporting nations needing
oil revenues for the welfare and development of
their populations, the overriding importance of
petroleum for the world economy is made clear

at the outset.

Ten selected essays in this book offer the reader a
critical analysis of the global oil market and confront
issues such as petroleum production, oil prices and cli-
mate change in a clear and non-judgmental way.



The oil industry today

This forthcoming publication, a special limited edition
of which was produced and launched at the December
2005 Kuwait Conference, is not about OPEC, its history,
policies or behaviour, but instead addresses issues cru-
cial to the oil industry today, and the future.

This work encompasses chapters on, inter alia,
The Outlook for Oil to 2020, The Investment Challenge,
Technologies to Extend Oil Production, Carbon
Sequestration, and Renewable Energy, and really seeks
to give the world a way forward and add to our collective
knowledge with a set of ideas and thoughts.

The issue of spare capacity, often overlooked in oil
debates, is well covered in the book with the different
types of oil capacity made clear and assessed, as is the
issue of who should pay for its storage (normally assumed
to be OPEC). The collective responsibility of oil develop-
ment has never been more clearly described.

With the contributors hailing from both consum-
ing and producing nations, and from both the world of
academia and from within the energy industry, there are
multiple perspectives and opinions that are expressed
quite broadly.

Open dialogue

This collection seeks to increase open dialogue, and
offers opinions that are not necessarily those of OPEC
with a belief that discussion is the best way to approach
the problems that face the global oil industry in the 21st
century.

As well as outlining the vitally important role oil has
played in shaping the developed world, this work looks
forward to the future uses of petroleum in all parts of the
world.

“Itis ... essential that all the stakeholders address
the imminent challenges facing the oil industry, as well
as potential future challenges, to ensure that adequate
supplies to fuel growth are available.”

The book also offers some reassurance and argues
that proven hydrocarbonreserveswill lastwell into the first
half of this century or perhaps even longer, and stresses
the need to harness and protect this crucial resource for
the betterment of mankind.
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Kuwait’s Minister of Energy, HE Sheikh
Ahmad Fahad Al-Ahmad Al-Sabah,
signing a copy of the book

in Kuwait.

Information

Copious charts and tables are used to illustrate key data
and information. The ease of reference to topics will sat-
isfy the needs of academics, energy industry executives,
energy writers, as well as the general reader wishing to
learn about the oil industry.

Sponsored by the Kuwait Petroleum Corporation,
this volume was edited by the renowned authority on oil
economics, Robert Mabro, CBE, who headed the Oxford
Institute of Energy Studies for over 20 years. All the chap-
ters in this book were written by experts in the energy
field.

Professor Robert
Emile Mabro CBE
— a profile

Robert Emile Mabro CBE is recog-
nized as a world authority on the
oil industry, and has been a regular
writer on the subject for well over
30 years. He has been awarded
the International Association for
Energy Economics 1990 Award for
Outstanding Contributions to the
Profession of Energy Economics
and to its Literature. In 2004, Robert
Mabro was the pioneer recipient of
the OPEC award for contribution to
oil studies.

WithaqualificationinCivilEngineering
from Alexandria University, Robert
Mabro arrived in London aged 30
to undertake an MSc in Economics.
Beginning his academic career
at London University’s School of
Oriental and African Studies, by 1969
he had moved to take up a position at
Oxford University in Middle Eastern
economics. In 1976 he co-founded
the Oxford Energy Policy Club.

In 1978 he founded and became the
first Director of the Oxford Energy
Seminar, followed by the establish-
ment in 1982 of the Oxford Institute
for Energy Studies. This is a char-
ity committed to dialogue between
consumers, producers, governments,
industry figures and academics,
and which also attempts to foster
research into the societal and eco-
nomic issues surrounding energy.
production.

In December 1995 Robert Mabro
was awarded the Commander of
the British Empire (CBE) by HM the
Queen, and remains a Fellow of St
Antony’s College, Oxford.
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The idea to have a book like this was Sheikh Al-Sabah’s
who in early 2005 decided that there should be a book
which looks at the important issues which may face the
oil industry in the 21t Century. He wanted a number of
experts to address the various issues from various per-
spectives, so we put this together.

What we tried to do is to select a number of issues
which we consider to be important; of course there are
many others which one could have addressed, but we
couldn’t do that in/368 pages.

The issues we focused on are those which could
present.a challenge or an opportunity to the oil indus-
try in the years to come. The threat to oil of course could
come from a change in-the technology used by motor
vehicles because the sector that oil really dominates is
transport. So, we have a chapter written by the Institut
Frangais du Pétrole covering what could happen to the
engines of automotive vehicles.

We believe that one possible solution for the envi-
ronmental problem caused by CO, emissions is carbon
sequestration. We think that carbon sequestration is
probably the most sensible solution, rather than relying
on alternative energies such as solar or nuclear.



Butthisrequires social development, itrequires sub-
sidies, and perhaps government should focus on that pos-
sibility. We address the issues surrounding reserves and
resources because some people believe we have reached
a point where production of oil cannot be increased any-
more. Hence, we have a very good chapter written by
Dr Thomas S Ahlbrandt from the US Geological Survey.

We address current problems such as investments,
prices, and how the market works. | hope that this work
opens a field for a subsequent book, perhaps in ayear’s
time or so, where we look at issues that we could not
cover in this one, mainly because our intention was not
to produce an encyclopaedia.

The book was not organized along a definite theme, but |
think the shrewd reader will realize that the rules under-
lying the theme to which | refered earlier is “what are the
challengesfacing the oilindustry in the decades to come?”
To my mind the theme must be selective and focus on
issues which will turn out to be very important soon.

It’s not conceived as a book for controversy, certainly
not. It is conceived as a book which draws attention to
certain issues. For example, we have a big debate about
the peak oil theory.

Well, I think the peak oil theory lacks the rigour of good
definition. What is oil? If you focus on a very narrow con-
cept of oil, essentially conventional oil, then it will be
depleted one day, and before that happens, production
reaches a peak then starts to decline. OK.

But why should | focus on conventional oil? There
is such a thing as unconventional oil. The range of possi-
ble liquid is very wide. Why frighten the world by saying
we are going to have a peak of conventional oil produc-
tion when (if that peak happens) we can go tar sands,
we can go to bituminous shale, we can go to GTL, we can
go coal to liquid, and we can go to ethanol. The issue
is not an issue of resource scarcity. The issue is one of
investment.

sues we focused on

are those which are new and

Definitely investment has been the
problem. People invested in the past
because there was surplus capacity —
surplus capacity in refineries, in tank-
ers, inthe upstream. But surplus capac-
ity declined over the years. People
should have realized that as this trend continues there
will be a pointwhere we don’t have surplus capacity any-
more, and this is the time to start investing.

Of course it’s time to invest but this is not how the inves-
tors think. The investor does not look at the price of oil
today. Investors asks themselves will the surplus last?
And we are in aworld where there is demand pessimism,
price pessimism, all kinds of pessimism. If you talk to the
oil companies, the refinery margin is very high, but they
ask how long will that last.

| think governments have to intervene, but private
companies do not like that idea at all. The national oil
companies have to work with their gov-
ernments, the latter of which would be
the owner of the company. In general it
is not a relationship that is conducive
to good investment decisions because
governments have a differentapproach
to business than the company. The
ideal solution is a situation where the
government is the owner, but the gov-
ernment has to remain at arms length
from the company.

At the same time, the government should have an
enlightened strategy. Whenever it needs regulation, reg-
ulate. Whenever it needs subsidy, subsidize. Whenever
the company needs gentle steering, steer. Don’t sitback
and say the market knows better — the market knows
nothing.

This interview was carried out by Eithne Treanor, City Savvy
Media, atthe 138" Meeting ofthe OPEC Conference, Kuwait,
December 2005, &*

enough,
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Dialogue the kéy to market stabilization

With energy supply one of the international community’s hot topics, delegates and attendees at the
2006 World Economic Forum in Davos, Switzerland, listened intently as OPEC Conference President and
Minister of State for Petroleum Resources of Nigeria, Dr Edmund Maduabebe Daukoru, outlined the
Organization’s strategy to deal with coming challenges

Pictured above are participants at the World Economic Forum in Davos on January 27, 2006 (I-r): Director, Global Health Initiative of the Harvard University, Christoph Murray;
Norwegian Prime Minister, Jens Stoltenberg; Microsoft Chairman, Bill Gates; Nigerian President, Olusegun Obasanjo; Britain’s Chancellor of the Exchequer, Gordon Brown; and Italy’s
Economy Minister, Giulio Tremonti.

If we are to address the challenges of the energy sector,
particularly those that relate to oil, which is the leading
sector in the energy industry, we need first to look at the
events of the past two years in the oil market.

There has been the challenge of meeting much higher-
than-expected levels of oil demand from both large emerg-
ing economies, such as Chinaand India, as well as devel-
oped economies such the US. High oil demand by itself is
good news: it is a reflection of a healthy world economy,
better social progress in many parts of the world, and
maybe some movement towards poverty eradication.

“The Chinese demand is partly as a result of a revi-
sion in the way they assess their economic growth,” said
Daukuro. “Any increase in growth, to some measure, will
result in the need for more fuel, but we will take this in
our stride. We see it more as an opportunity for invest-
ment in new capacity. We will call on companies, private
entities and governments that have capital to invest in
the energy sector.”

The challenge is not just for the upstream; it is also for
the downstream. The upstream has been remarkably
responsive, even in times of large weather-related sup-
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Nigerian President
Obasanjo shares a
word in Davos with Irish
muscician Bono during
the session on ‘Next
steps for Africa’.

ply disruption, as we witnessed last year in the US. It is
now widely accepted that the price volatility of the past
twoyears has been attributed much more to downstream
bottlenecks in consuming countries than it has been to
shortages in the upstream.

“Prices are high and what OPEC always tries to do is
make sure the marketis well supplied, and we believe the
market is now well supplied,” said Daukoru. “However,
we need more refining capacity, encompassing more
stringent fuel specifications.”

Throughout this period, the market has been well-
supplied with crude — very much due to OPEC’s actions.
In 2004 spare capacity was lower than in the past years,
but this is behind us now and we expect there to be a
comfortable upstream cushion for the foreseeable future
— from both OPEC and non-OPEC producers. The role of
spare capacity provider that OPEC offers to the benefit of
the world has been widely recognised.

Recent events have highlighted once again another
challenge, and this is the need to reduce the impact of
speculative activity on price levels. Excessive speculation
can greatly exaggerate the effect of external impulses on
the market, to the detriment of producers and consumers
alike and with damaging repercussions further afield in
the global economy.

However, if there is one outstanding challenge that has
emerged — or, more accurately, re-emerged — it is the
need to prevent rapid upheavals from occurring in the
market in the future. The century began with three years
of high stability in the market, to the satisfaction of all.
But, since then, we have been experiencing a very dif-
ferent situation.

This is by no means a new phenomenon. We have
seen time and again throughout the 150-year history of
the modern petroleum industry big swings in the mar-
ket’s fortunes in the space of a few months, and some-
times even weeks, and this has been very damaging to
the industry.

Isthere reallyameans of preventing thisin the future?
In posing this rhetorical question, | am looking beyond
partisan views or politicising each such event. Phenomena
like these seem endemic to the industry.

I have isolated these challenges, because they have
come to the fore in the volatile conditions of the past two
years, and can, in that sense, be described as “new”.
However, we have a broader vision of the challenges and
some of these date from the foundation of OPEC 45 years
ago, while others are more recent. N
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The links revealed between

OPEC,

transportation

and

economic development

With few issues so closely
linked as the oil industry
and the provision of
energy for the global
transport sector,

OPEC’s Vienna Secretariat
was pleased to host the
Workshop on Fuel
Demand Modelling in the
Transportation Sector

on January 20, 2006.




“Transportation,”
said Mohammed Barkindo, Acting for the Secretary
General, “is like a glue that binds the world together —
land, sea and air.” The development of transportation is
itself inextricably linked to a nation’s economic devel-
opment, and with more people moving out of poverty,
demands on the global transport sector will multiply.
There will be “an explosive demand in transporta-
tion materials,” with the transport sector “remaining
captive for the oil market in the foreseeable future,” said
Barkindo, confirming the theory that OPEC and the trans-
port sector are to a large extent mutually dependent. In

fact, Barkindo went on to speculate that OPEC may not
exist in the way we know it today without the advances
in transportation.

Refined petroleum products

OPEC is of central importance to the future of trans-
portation, not least because refined petroleum products
provide the dominant source of energy for the sector, and
will continue to do so for years.

Oil consumption for road transportation represented
over 80 per cent of the total incremental global oil final
consumption during the period 1980-2001. For this
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Transportation Sector

reason, argued Mr Barkindo, OPECrequiresasound under-
standing of how the market is likely to develop; hence
the workshop was convened.

Thereason efforts to move transport sectors away from
oil have failed is because no true viable economic sub-
stitute has been found for refined petroleum. Substitute
fuels (such as ethanol and natural gas) have been tried
inthe transportation sector, yet their overall share inroad
transportation remains marginal.

Director, International Fuel Quality Center (IFQC), Sandrine
Dixson-Decleve, commented thatalternative fuel demand
will increase but conceded that it stands at only four per

cent of the current world market. “The world is looking
at these energy concerns and how they impact energy
policy,” said Dixson-Decleve. “For example, one of the
questions that’s being put out there is, Will we become
dependent on alternative energy sources?”

However, even though biofuels have been given tax
breaks in many European countries, the problems remain
storage (how to get it nearer to the customer); labeling;
consumer acceptability; and no standard testing proce-
dure to ensure quality.

Director, Hydro Propulsion System, Power Train Develop-
ment Centre, Toyota Motor Corporation, Japan, Takehisa
Yaegashi, argued that hydro hybrid engines are now avital
part of the transportation process. “By the end of the 21*
century fossil fuels will dry up, and as an industry we have
to work on energy diversification and reduction of emis-
sions,” said Yaegashi. “My conviction that the 21t century
is the age of the hybrid is only getting stronger.”

Commenting on developments within natural gas, Senior
Staff Consultant, Petroleum Economics Limited, Neil
Atkinson, said: “In terms of fixed distance fleets, such as
buses, taxis or those on delivery routes, there’s scope to
move them to natural gas, or another alternative fuels.”

Assistant Professor of Economics, University of California,
KurtVan Dender, drew attention to the possible “rebound
effect” (efficiency drives that result in increasing con-
sumption) that is a likely consequence of lower levels
of fuel consumption. More fuel efficient travel will mean
cheaper travel, will mean more demand for travel, which
will mean more travel. In fact, argued Dender, the “cost
of any rebound effect may well outweigh any benefit you
get from reducing CO, emissions.”

Responsibility
There was also a call for the world’s policy makers

Opening the Workshop were OPEC’s Acting for the Secretary General, Mohammed
Barkindo (c), OPEC’s Director, Research Division, Dr Adnan Shihab-Eldin (I), and
Head of OPEC’s Energy Studies Department, Mohamed Hamel.

to take responsibility for the big issues, such as making
it clear which type of car they want consumers driving,
and the type of fuel they want used.

With 6.8 billion gallons of fuel being wasted in US traf-
ficjams every year, it was also argued that the short-term
answer to the emissions problem could be to build more
roads. Interms of China’s expected economic growth, the
question as to whether there will be enough steel, dou-
ble hulled ships, labour, factories, infrastructure, and
engineering expertise to satisfy the demand was also
raised. xn
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In any transportation and oil equation, car.Q nershlp is agrucial element Roady

\ehicles will increase

Poverty and transportation are CloS

Transport will be captive to oil for _my ye

Alternative energy has issues around storage refuelllng and user friendliness
Travel demand management measures (mos_t llkely higher taxation) may be nel
Any new technology for the transportati-'on' industry will take 15 t020 years to

There is a global move towards urbanlzatlon with over 50 per cent of the world’
living in urban areas within 10 years
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In a presentation given at the
Transportation Workshop,

Dr Ranjan Kumar Bose,

Senior Fellow, Centre for Urban
Systems and Infrastructure,
The Energy and Resources
Institute (TERI), assesses the
moves towards developing
sustainable transport systems
in South Asia in general, and
three cities (Bangalore, Dhaka,

and Colombo) in particular.

Introduction

Urban transport in South Asia is typi-
cally characterized by rapidly increas-
ing populations and vehicle use result-
ing in increasing levels of congestion,
rapid growth in fuel use and CO, emis-
sions, and unacceptably high levels of
air pollution.

The problems are exacerbated by the rapid
growth of large sized cities, rampant subur-
ban sprawl, outdated transportinfrastructure,
deteriorating bus services, rising motor vehi-
cle ownership and its use, poorly maintained
vehicles, a mix of slow non-motorized and fast
moving traffic sharing the same road space,
and inadequate and unco-ordinated land use
and transport planning.

Three South Asian cities — Bangalore,
Dhaka and Colombo —were selected as case

on — a pathway to sustainability

| ==

B _._:;,,_ in Colombo, Sri Lar-rl-(a_.

study sites to analyze the transportation,
energy demand and emissions scenarios over
the next 15 years (to 2020) using a common
analytical framework. Although the types of
data available in the three cities vary widely,
the results show in each city a doubling of
motor vehicles due to rise in income levels,
and a tripling of fuel use and CO, emissions
to 2020.

However, analysis of the data shows a
strengthening of bus services could provide
multiple benefits — reduction in traffic con-
gestion, fuel savings, pollution reduction
and CO, mitigation. Furthermore, dedicated
corridors, incorporating new approaches to
system design and new technologies, could
put urban transportation on a more sustain-
able path.



Patterns of development

The path of development challenges coun-
tries’ transport needs. Traditionally, govern-
ments have worked to meet this challenge by
massive investment in road infrastructure.
Owning a personal motor vehicle is often per-
ceived as the embodiment of development,
while other forms of transport (rail and non-
motorized transport such as bicycles) are fre-
guently de-emphasized.

The traditional development path has led
to numerous problems for many cities around
the world. The transport sector often accounts
for over 25 per cent of developing countries’
total energy consumption, constraining their
ability to use foreign exchange export earn-
ings for needs other than petroleum. Besides
the energy security and sustainability impli-
cations of this dependence on oil, transport
will also generate roughly one-fourth of the
world’s energy-related CO, emissions.

Rapid level of motorization have caused
severe environmental damage in many urban
areas, especially by deteriorating local air
guality, and traffic congestion has become so
aggravated inmany developing country cities
thaturban economies sufferlosses due to the
time wasted in commuting.

The value of public transport

To minimize the negative impacts of tradi-
tional transportation development we need
new solutions that enable developing econo-
mies to meet transport needs within energy,
environmental, and economic constraints.
Compared to cities dominated by small pri-
vate vehicles, those with well-designed pub-
lic transport (PT) systems have much less
traffic congestion, lower pollutant and CO,
emissions, and offer better mobility for all
social and economic classes. Provisioning of
efficient public transport (PT) systems, which
mainly encompasses bus transport (BT) and
rail transport (RT), can bring concrete solu-
tions and put urban transportation on a more
sustainable path.

Busrapid transit systems (preferably with

buses running on cleaner fuels) emerging in
Latin America provide fast, reliable and effi-
cient urban travel for large numbers of peo-
ple. In cities such as Bogotd, Sao Paulo, Lima
and Abidjan segregated bus ways have proved
able to carry high volumes (up to 20,000 per-
sons per hour per lane) at acceptable speed
and at a fraction of the cost of metro rails.

PT carries more people in fewer vehicles
using less fuel, so it cuts both congestion
and pollution. For example, in India, a car
consumes nearly five times more fuel than a
52-seater bus and occupies about 38 times
more road space to meet a kilometer of pas-
senger travel demand.

Urbanization and motorization
— the implications

With economic growth urbanization is inevi-
table. According to the United Nations, the
world’s urban population, which reached 2.9
billion in 2000, is expected to rise to 5bn by
2030. Whereas only 30 per cent of the world
population lived in urban areas in 1950, the
proportion of urban dwellers rose to 47 per
centby 2000 and is projected to attain 60 per
centby 2030. Population growth is particularly
rapid in the urban areas of less developed
regions, averaging 2.4 per cent per year dur-
ing 2000—2030, consistent with a doubling
time of 29 years.

In Europe, North and Latin America the
rate of urbanizationisvery high. Eventhen, the
total number of urban dwellersismore in Asia
(1.4bn) than the combined figure for the three
continents. Furthermore it was estimated, by
2030, Asia and Africa will each have higher
numbers of urban dwellers than any other
major area of the world, and Asia will account
for 54 per cent of the urban population of the
world, up from 48 per cent in 2000.

The urbanization trend indicates that
when it comes to growth of urban agglom-
erations, Asia, specifically, and the develop-
ing countries in general, will be the driver.
And related to this process is the process of
motorization. Latin America, for example, is
highly urbanized (over 75 per cent) andis also

the most motorized in terms of car ownership
among developing economies.

The future of motorization

Much of the future growth in motorization
will occur outside the industrialized world.
Starting from a relatively small motor vehicle
population base, developing countries are
experiencing rapid growth in motor vehicle
fleets — motor vehicle growth rates in many
of the developing and newly industrialized
countries of Asia, Africa and Latin America
far outpaced those of the Organization for
Economic Co-operation and Development
(OECD) countries during the 1980s.

The developing world is characterized
by low but generally rising incomes and by
rapidly growing and relatively young popula-
tions. These people have to get to work, get

Besides the energy security and
sustainability implications of this

dependence on oil, transport will also

generate roughly one-fourth of the

world’s energy-related CO, emissions.

to school, and shop. The goods they produce
and consume have to be transported from
their factories to their stores. All this requires
transportation.

The transport sector will account for 54
per cent of the global primary oil consump-
tionin 2030 compared to 47 per centin 2004
and 33 percentin 1971. Transport will absorb
two-thirds of the increase in total oil use, and
almostall the energy currently used for trans-
port purposes is in the form of oil products.
Despite the policies and measures that many
countries have adopted to promote the use
of alternative fuels, such as biofuels, and
compressed natural gas, according to the
UN report the share of oil in transport energy
demand will remain almost constant over the
period 2002—2030, at 95 per cent.

Demand forroad transport fuelsis growing

OPEC bulletin 1-2/06

&



Transportation Sector

OPEC bulletin 1-2/06

N
(o)}

Urbanization and motorization levels

Total population
in 2002 (millions)

USA
Japan

u

~

China*
Blives =
India*
Bangladesh*

Sri Lanka*
Indonesia
Republic of Korea
Thailand

Argentina

Mexico
0 150

N

R |

300

Total motor vehicles
in 1995 (mill

H Hal 0

450

* a significant share of the total motor vehicles are two-wheelers.

dramatically in many developing countries,
in line with rising incomes and infrastructure
development. Since road based transport sys-
tems are mainly dependenton oil, itbecomes
important for urban and energy planners in
oil-importing developing countries to plan for
greater efficiency of energy use inurban trans-
port to enable a reduction in the import bill.

Congestion and pollution

Unfortunately, the present supply of PT mainly
in South Asian cities has been inadequate and
of poor quality. This has led to the growth of
personalized vehicles in the region, with con-
sequent problems of congestion, high costs,
higher energy consumption and heavy atmos-
pheric pollution. The rising oil demand in the
region is aggravated by the driving conditions
in many of the world’s cities.

Congestion also intensifies motor vehi-
cle emissions, which contribute to the rap-

idly deteriorating air quality in many devel-
oping country cities. Many of these vehicles
have no emissions controls, and those that
do are often poorly maintained. In contrast to
the urbanized areas of the developed world,
vehicle related air pollution in many develop-
ing countries is clearly getting worse.

The air in Asian cities is among the most
polluted in the world and vehicular traffic
is a major contributor to the pollution lev-
els. According to an ADB study, the levels of
ambient particulates — smoky particles and
dust, which cause respiratory disease — are
generally twice the world average and more
than five times as high as in industrialized
countries and Latin America.

Motor vehicle emissions harm not only
local environments and economies, but the
global ecosystem as well. The transport sec-
toras awhole is the second-largest sector for
CO, emissions worldwide, after the power sec-
tor. Its share of total emissions will rise from

on vehicle

) . Cars per 1,000 people (year)

1,050 1,200 1,350 1,500

21 per cent in 2002 to 23 per cent in 2030.
More than half the increase in the sector’s
emissions will occur in developing countries,
where personal vehicle ownership is expected
to grow rapidly.

Importance of augmenting
public transport system

One of the increasingly important areas of
work in the urban transport scenario, espe-
cially to mitigate growing oil demand, emis-
sions and congestion, is that of creating an
effective and efficient PT system.

There have been a number of policy inter-
ventions to promote PT throughout the world.
Starting from the addition of physical infra-
structure and extension of conventional Bus
systems, Bus Rapid Transit (BRT), Light Rail
Transit (LRT) or underground Metro to traf-
fic restraining measures, one thing shines
through clearly. The most successful systems



are those where policies are integrated and
not asymmetrically dependent on one or two
measures.

Inconventional literature, BRT and LRT, the
two components of a successful PRT system
have been traditionally looked upon as com-
petitorsrather than partnersin developments.
This is due to a number of reasons. Most of
the examples from the effective BRT systems
don’t have an urban rail system, and are not
missing one either in term of urban transport
demand needs. Cities such as Bogoté have
sustained their needs through an effective
BRT, and the policy makers in South Asian cit-
ies would definitely consider that before try-
ing to integrate the transit system with both
LRT and BRT.

Going underground

The option in public transportation outside
BRT and LRT is the underground Metro sys-
tem. However, though this scores even more
than LRT on account of speed and efficiency,
and is definitely nearer to zero emission than
BRT, the reason why it is not on the list of the
preferred public transportation systems of
the urban transport planners is because of
the prohibitive costs and long gestation and
payback period.

The underground Metro system scores
heavily over the other modes, but the costs
and the recovery potential are the factors
which pegs back its viability, especially in
the developing world. It has been generally
seen that because of the extremely large cap-
ital cost component in most Metro systems,
most networks generally struggle to recover
the whole cost, Hong Kong being an excep-
tion.

Case Study Assessments in
South Asian cities

Three cities from South Asia — Bangalore
(India), Dhaka (Bangladesh) and Colombo
(Sri Lanka) — were selected to provide a big
picture analysis of the current transporta-
tion situation and the future scenarios with

respect to travel demand pattern (for move-
ment of people and goods), policy initiatives
to control vehicular emissions and, in par-
ticular, public transport improvements, and
their impact of increasing the share and uti-
lization of public transport and discouraging
use of personalized vehicles on energy use
and tailpipe emissions.

A common analytical framework is used
to project transportation scenarios and also
analyze the transport energy demand and

City profiles

Bangalore, capital of Karnataka state, is the
fifth largest city in India with a population of
5.69 million in 2001 spread over 530 square
kilometer of area. The city registered 1.7m
motor vehicles in 2003, with two-wheeled
vehicles (scooters and motor cycles) as the
dominant mode (77 per cent) and then cars
(15 per cent). The road network in the city is
predominantly radial with a large number of
intersections (about 30,000). Considering
that there has been almost no increase in the
size or number of roads in the city the road
space of 11.9 per centin 1996 is significantly
lower than the international norm of around
25 per cent.

A total of about 2,000 km of roads can
be considered to be forming the main life-
line of Bangalore for carrying the commuter
traffic. The high density and intermixing of
pedestrians and slow and fast moving traffic
has drastically reduced the level of service
of many roads in the city leading to frequent
congestion and at many locations. Nearly
all the major intersections operate at over
capacity, prompting traffic police to switch off
fixed time traffic signals. As a consequence,
average delays experienced on major junc-
tions today are in excess of 11-12 minutes
as opposed to a delay of two to five seconds
perkmin 1971.

emissions (local pollutants and CO,) under
two alternative scenarios—Business as usual
orBaseline (BL) and Increased share of Public
Transport (PT). Although the types of data
available inthe three cities vary widely, analy-
sis of the results show further strengthening
and augmenting public transport systems in
these cities, with commensurate increases
in ridership, could provide substantial road
space with reductionintraffic congestion, fuel
savings and emissions reduction.
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Since 1994, the Government of Karnataka
has been contemplating a rail based metro
transit system for the growing city and has
established Bangalore Mass Rapid Transit
Limited. The Metro Rail project has recently
been given clearances from the central govern-
mentagencies. Tworail corridors are proposed
as part of this project but no feeder system is
integrated into its design. The effectiveness
of the two corridors of the Metro Rail to take
care of the entire transportation needs of the
city and whether its implementation would
ensure any shift from private to public modes
is also not clear.

The Bangalore Metropolitan Transport
Corporation (BMTC) executed a feasibility
study in 1999 for the MetroBus system for
Bangalore. This was undertaken with assist-
ance from Swedish International Development
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City profiles

Agency (SIDA) and was further developed into
a pilot project, which was to be implemented
withagrantfrom SIDA. The project was halted
in August 2003 because of the Government
of India’s ‘New Donor Policy’. The MetroBus
Section established by the BMTC with dedi-
cated staff for implementing the project nev-
ertheless continues to function and is carry-
ing out work required for this purpose.

Some of the major policy initiatives under-
taken for Bangalore are:

The State government has taken meas-
ures such as enacting legislation to pro-
vide a legal foundation for implementa-
tion of a metro system, and establishing
the Bangalore Mass Rapid Transit System
Limited (BMRTL).

Pollution check is mandatory and valid-
ity period is six months. Spot-checking
of emission by Traffic Police is rigorous.
There is a proposal to reduce the validity
period to three months.

Dhaka probably has the most
cycle rickshaws in the world,

well over 100,000. Dilapidated,

unsafe and uncomfortable
vehicles dominate the
transport system.

During the recent budget presentation by
the ChiefMinister of Karnataka (Bangalore
is its Capital), new legislation of require-
ment of “Green Fitness License” for vehi-
cles older than 15 years has been made
mandatory for Bangalore.

38 majorroads of the city have been made
as one-way traffic to ensure smoother
mobility.

It became mandatory to convert all auto
rickshaws to run on LPG by the end of the
year 2002.

LPG conversion of four wheelers is being
encouraged.

Government has already started dialogue
with oil companiesto have LPGfilling facil-
ity atthe petrol pumps. A few pumps have
already been given approval for setting up
this facility.

A task force consisting of transport
authorities, police, and some other State
Department Officers have been formed
and they have been asked to study vari-
ous control measures that are in place in
cities such as Delhi to make recommen-
dations for Bangalore.

Dhaka, the capital of Bangladesh, has grown
from a sleepy town of little over half a million
people in the early sixties to a modern city
of over 11 million in 2003 and extends over
1,353 sq km. Dhaka’s traffic conditions are
characterized by a poor institutional and reg-
ulatory framework and reluctance to enforce
existing legislation. The roads are over-

whelmed with mixed modes of transportation
using the same space namely by bus, trucks,
cars, and non-motorized traffic that includes
cycle rickshaws, bicycles, animal drawn cart
or push cart, and above all pedestrians.

The deficienciesinthe city’stransportsys-
tems have affected its economics and social
performance. Travel modes in Dhakaare in cer-
tain respects unique among large Asian cities.
Almost 40 per cent of the trips are on foot, 30
per centare by non-motorized cycle-rickshaw,
eight per cent are by motorized three-wheel
auto rickshaw, four per cent by bus, one per
cent by private car, and the remaining 17
per cent are by government provided trans-
port, such as school buses. Thus more than
two-thirds of trips are non-motorized. Cycle
rickshaws, pedestrians and hawkers occupy
more than 70 per cent of the road space.

Dhaka probably has the most cycle
rickshaws in the world, well over 100,000.
Dilapidated (buses), unsafe (rickshaws) and
uncomfortable (auto-rickshaws) vehicles
dominate the transport system. Pedestrian
pathways, where it exists, have been taken
over by roadside shops and peddlers, and
are dirty and unsafe. With growing numbers
of personalized vehicles, especially cars and
auto-rickshaws, the overall transport services
and urban air quality keep on deteriorating.
There is norailway network for city commuters
in Dhaka. Several tracks of the national rail-
way network originating at the Dhaka central
railway station in Kamlapur traverse the city.

The public bus system in Dhaka is char-
acterized by a large number of individual bus
owners, about 750, with an average of only




two buses per owner. There are two major com-
panies, one state-owned (The Bangladesh
Road Transport Corporation, BRTC) and the
other private (the Metro Bus Company). Each
provides about five per cent of bus transport
services. The Metro Bus Company, with about
100buses, serves two commuter routes. While
these companies could provide the seeds for
better bus service in the future, they are prob-
ably too small to be efficient in service, or to
have the resources to purchase high-qual-
ity, low emission buses. New buses as well
as four-stroke baby taxis run with CNG have
been pressed into service as alternatives.

The Communication and the Environment
Ministry have jointly undertaken various
measures to tackle the dual problems of traf-
fic congestion and urban air pollution. The
significant ones are:

Construction of several flyovers.
Minibuses and buses older than 20 years
have been banned from Dhaka roads.
Two-stroke engine vehicles have been
banned from Dhaka roads with effect from
September 1, 2002.
Non-motorisedvehicleshavebeenbanned
from certain city roads.

Many roads are being made one-way,
road-dividers are being constructed in
almostall roads and most breaks in exist-
ing road-dividers are being closed off (to
prevent vehicles from making U-turns).
Some double-decker buses have been
added to the existing fleets.

Accelerated efforts to convert gasoline
vehicles to CNG.

Import of re-conditioned vehicles (up to
five-year old vehicles from Japan) to be
banned in two years’ time.

Auto emission standards are being
finalized.

Catalytic converters will be made compul-
sory for all vehicles. Diesel particulate fil-
terswill be compulsory for diesel vehicles.
Large fines will be imposed for black
smoke emitting vehicles.

Spotchecks in the city to determine emis-
sion compliance.

Colombo, capital of Sri Lanka, is acompactcity
of moderately high density but plentiful open
space. The city with a population of 642,000
is part of the Greater Colombo Metropolitan
Region (GCMR), which had 4.8 million inhab-
itants in 1998, and the region is spread over
676 sq km. The daily floating population in
the Colombo city is estimated to be about
1.2m, equivalent to the total population of
the Colombo Metro area. Average daily traffic
entering the city is currently 210,000 vehicles
in one direction. The city road network gener-
ally has two lanes.

All major roads and rail systems emanate
from Colombo; there is virtually no intercon-
nection between regional centres other than
through Colombo. The city is served by an
extensive road network, by a dense, fixed-
route, private and public bus network, and
by railway lines with commuter services par-
alleling four of the five radial roads.

The traffic conditions in the city are rapidly
deteriorating. Traffic speeds on the main arte-
rial roads during rush hour have fallen from
18—-32 km/hourin 1997 to 6—11 km/hr. Near
gridlock conditions are experienced in some
areas of central Colombo in early afternoon,
where there is a concentration of schools.
The Central Business District of Colombo city
has grown with the seaport of Colombo. This
portcurrently generates 1750 container move-
ments in the road network, of which 70 per
centis in the northern part of Colombo.

Bus travel is a dominant form of transport
forthose traveling to and from the city centre.
Passenger bus services contribute to about
80 per cent of the overall passenger trans-
port service in the country. Rail could play a
bigger role, particularly for the long distance
commuter. With growing traffic congestion,
there will be an increased demand for bus
priorities on all main radial roads. Bus priority
systems can range from simple with-flow bus
lanes to segregated guided bus systems. The
lack of wide roads within Colombo makes it
difficultto allow for an exclusively segregated
bus way.

Private sector bus operators account
for about two thirds, while the balance is
provided by public sector bus services con-
sisting of 11 Regional Transport Companies
(RTCs), also called cluster bus companies, the
Northern Region Transport Board and Vavniya
Passenger Transport Services Limited moni-
tored by Sri Lanka Central Transport Board
(SLCTB). A series of shortcomings have been
cited in both public and private sector pas-
senger bus operations.

Among themare poor service and quality,
an inadequate number of buses operating on
some routes, especially in remote areas, non
availability or non adherence to time tables,
unqualified crew, poor infrastructure facilities
such as bus stands, bus halts etc, increasing
operating costs and low profit margins. The
RTCs are highly overstaffed, particularly in cer-
tain clerical and allied categories. However, in
respect of crews, technical and engineering
grades are understaffed. The public school
bus service has largely dropped in wake of
privatization, and an increasing number of
children are brought to school by small vans
and private cars resulted in extended rush
hour conditions in the morning as well as in
the afternoon.

Land use practice is often poor and shop-
ping centers have been built on some of the
arterial roads with little regard for the park-
ing and traffic problems they cause. Some
roads have become heavily congested not

Land use practice is often poor
and shopping centers have been

built on some of the arterial
roads with little regard for the
parking and traffic problems

they cause.
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just because of increasing airport traffic, but
by container traffic from the port. Thus, the
30 km distance to the airport can take 90
minutes during rush hour. Several steps have
been taken or proposed, to alleviate some of
these problems:

The Municipal council has proposed a
charge of Rs10/day for vehicles entering
the city.

A dry container port has been proposed
toalleviate congestion and the Portitself;
containerswould be broughtto the inland
location by rail.

Studies are under way to introduce one-
way streets, possibly with counter-flow
bus lanes (which have proven more suc-
cessful than parallel bus lanes in many
European cities).

Construction has begun on the airport
expressway.

Suburbanrailway electrification has been
proposed many times, but the econom-
ics appear unfavorable, and most of the
potential passengers would be bus rather
than car passengers.

Light rail systems have been suggested
as an alternative, but definitive propos-
als have yet to emerge. A metro system
also seems unlikely.

Several past studies
have been based upon
estimates that are
highly questionable.

A common analytical
framework

This section presents the analytical framework
that has been applied in the three cities. First,
the growth of vehiclesis analyzed using econo-
metric relationships to derive travel demand.
Second, a decomposition method referred as
the ‘ASIF’ is used for analyzing energy demand
and emissions under alternative scenarios.

The principal components of the ASIF
method include Activity (ie, passenger and
freight travel demand expressed in passen-
ger- or tonne-kilometres) modal Structure
(ie, share of passenger- or tonne-kilometres
occurring on each mode), the modal energy
Intensity of each mode (ie, energy burned per
passenger- or tonne-kilometre) and the emis-
sion Factors of criteria pollutants (CO, HC, NOx,
PM) and for CO, Fuel-to-Carbon ratio (ie, car-
bon released per unit of energy burned).

ASIF offers an analytical framework in
which client country authorities and stake-
holders can evaluate and debate the options
forimproving the environmental performance
of transport. For example, interventions in
| and F (technologies and utilization) have
the largest promise of restraint, while poli-
cies that affect A and S through broader
transport reform will also restrain emissions.
It would be important to note here that this
study stresses upon the interventions at the
S level of ASIF methodology through reforms
achieved by modal shifts towards PT with
drop in car and two-wheeler use through
traffic restrain measures.

The advantage with this methodology is
that it allows for a number of interventions
at |, F and A with commensurate number of
multiple scenarios each with a certain energy
use and emission levels. Hence the policy
makers have a spectrum to choose from and
more importantly it makes the framework
easily replicable. The variables that drive the
accounting framework include the following
components:

O Passenger and freight travel demand (a
function of growth in the number of in-use

motor vehicles of different modes, aver-
age vehicle utilization, and occupancy/
load levels).

O Modal split (the share of total passen-
ger or freight kilometre of travel demand
catered to by different modes).

O Penetration of technologies (determined
from the time-series sales data of differ-
ent technologies within a given mode).

O Average fuel efficiency of each technol-
ogy (vehicle-kilometre run per unit of fuel
consumed).

O Average emission factor of each vehicle
(quantity of pollutant emitted per unit of
fuel consumption). The pollutants consid-
ered are CO, CO,, HC, NOx, and PM.

The common analytical framework is imple-
mented in each of the three cities using a
combination of simple accounting and simula-
tion software called LEAP (Long Range Energy
Alternatives Planning) and Excel Spreadsheet.
LEAP is designed to assist policy-makers
in evaluating alternative policies to study
their impact on energy and the environment.
LEAP has been developed by the Stockholm
EnvironmentInstitute, Boston, and is effective
in evaluating alternative policies, which hasa
bearing on energy and environment.

The LEAP has in built in it multiplica-
tive links which have emission coefficients
linked to fuels which in turn is linked to sec-
tor and sub sector levels of activity. Hence it
is easier and faster to build up the activity
branches in the transport sector, each having
a unique technology and fuel intensity which
gets directly linked to fuel consumption and
emissions.

Moreover, it is easier to observe the
change in the output in terms of the energy
use and emission levels under alternate
scenarios as a multitude of scenarios can
be created conveniently with changes in
the inter-modal pattern of the activity or the
technology type of a particular activity. Even
historically speaking, a number of urban
transport, energy demand and emissions
impact studies in Asian cities have applied
ASIF using LEAP software.



Vehicle fleet and its
projections

Estimating the vehicle fleet and its compo-
sition in the three cities is the starting point
forimplementing the ASIF framework. Yet this
proves to be amajor challenge because of the
deficiencies and inconsistencies in the avail-
able data, and several past studies have been
based upon estimates that are highly ques-
tionable. The fundamental difficulty is that
while records are kept to reasonable accu-
racy on new vehicle registrations, there is no
(or very little) data on vehicle retirements or
vehicles actually on road, with the inevitable
result of overestimating the number of vehi-
cles in the fleet. This is compounded by peri-
odic changes in the classification schemes
used by official sources. After carefully going
through the list of vehicle categories used
in the three countries, the following types of
vehicles emerged as commonly identifiable
operational vehicle types:

O Personal transport
1) scooters, mopeds and motorbikes as
two-wheelers; and
2) cars, jeeps and dual/multi-purpose
vehicles.
O Intermediate public transport (IPT)
1) three-wheelers; and
2) taxis and maxi cabs.
O Public transport
1) standard sized buses; and
2) mini buses.
O Goods transport
1) three-wheelers;
2) light-; and
3) heavy-commercial vehicles.

The individual’s decision to use two-wheelers,
cars/jeeps, three-wheelers, taxis and buses
is driven by his/her level of income to a very
large extent. Rising incomes are expected to
lead to a shift up the ‘transport ladder’ from
public transport to two-wheelers and from
two-wheelersto cars. Hence per capitaincome
is an important economic variable determin-
ing the level of motorization. Interestingly, the

growth of personal and intermediate public
transport in the three cities is strongly influ-
enced by the per capita income.

However, the growth of public transport
buses and goods transport is strongly influ-
enced by the gross domestic product (GDP).
Using econometric relationships with per cap-
ita income or GDP as explanatory variables,
vehicle projections for different category of
vehicles are made for the three cities.

The growth of motor vehicles in each of
the three cities has outpaced their respective
population. The estimated total number of
vehiclesin Bangalore over the 20-year period
is much higher than Dhaka in spite of popula-
tion size of Dhaka almost double compared to
Bangalore. Interestingly, in each of the three
cities the total number of vehiclesis expected
to double in the next 15-year period. This is
mainly due to the heavy dependence on road-
based motorized vehicles in Bangalore and
alsoinsignificant share of cycle rickshaws and
bicycles in the city, unlike in Dhaka where a
major share of commuter travel demand is
met by non-motorized modes.

The rapid growth of the vehicles particu-
larlyin Bangalore and Colomboillustrates the
fundamental changes that have occurred fol-
lowing the liberalization period (post 1991 in
Indiaand post1977 in SriLanka) coupled with
steady economic growth which has resulted
in sharp changes in the fleet mix.

One important feature about this growth
is the large share of personally owned vehi-
cles including two-wheeled vehicles (scoot-
ers, motorcycles, mopeds), cars and jeeps,
although the vehicle ownership patternsvary
significantly across cities. While two wheel-
ers share in the total fleet is pre-dominant in
Bangalore and Colombo, in Dhaka the share
of two-wheeled vehicles and cars and jeeps
are similar. Further, in Dhaka, the dual pur-
pose or multi utility vehicles (MUVs) share in
the total operating fleet is expected to remain
around five per cent in the future.

Greater dependence on personalized
vehicles both in terms of its ownership and
use has been due to inadequate attention to
the public-based bus transportation system.

Among the categories of vehicles that form
the intermediate public transport (IPT) modes,
the number of operating three-wheelers (also
called autorickshaws) is the most pre-domi-
nant mode. Its share in the total fleet size
during the period 2000—2020 is expected
to remain around five per cent in Bangalore,
decline from 15 per cent to ten per cent in
Dhaka, and increase in the case of Colombo
from eight per cent to about 13 per cent.

Greater dependence on

personalized vehicles both in

terms of its ownership and use

has been due to inadequate

attention to the public-based bus

transportation system.

Travel demand projections

The total motorized travel demand for peo-
ple’smobility is estimated to be the highestin
Bangalore, about 63 billion passenger kilom-
eter (BPKM) in 2005 in the business-as-usual
or the baseline (BL) case, much higher than
Dhaka (6 BPKM) and Colombo (46 BPKM).

While in Bangalore the travel demand is
expected to increase more that four times
between 2005 and 2020, the increase during
the same period for Dhaka and Colombo is a
little over double and triple respectively. The
annual rate of growth of travel demand during
this period is estimated to be 9.68 per cent,
5.43 per centand 7.23 per centin Bangalore,
Dhaka and Colombo respectively.

Unlike in Bangalore and Colombo, the
total passenger travel demand met by motor
vehicles in Dhaka is significantly lower (only
3.81 BPKM in 2005) as the city has a large
established network of non-motorized cycle
rickshaws and cyclists. Interestingly, in spite
of an insignificant share of buses in the total
fleet (1.5 percentinBangalore, 0.3 percentin
Dhaka and 2.8 per cent in Colombo in 2005)
public buses in the city cater to a large por-
tion of travel demand (about 43 per cent in
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Bangalore, 21 per cent in Dhaka and 74 per
cent in Colombo in 2005) and this trend is
likely to continue.

In 2020 the expected share of public
transport in the BL scenario is likely to go up
to around 62 per cent in Bangalore, 24 per
cent in Dhaka and 76 per cent in Colombo
with corresponding share of personal trans-
port to be about 33 per cent, 55 per cent and
18 per cent, and that of IPT around 6 per cent,
21 per cent and six per cent respectively.

The total motorized freight travel demand
is expected to rise from 4.95 billion tonne
kilometer (BTKM) in 2005 to 14.69 BTKM in
2020 in Bangalore (three times); from 3.81
to 9.59 BTKM in Dhaka (2.5 times) and from
13.99 to 44.45 BTKM in Colombo (over three
times) respectively. The annual rate of growth
of freight travel demand in the 20-year period

While gasoline is used only

in the transport sector, diesel
(or the high-speed diesel) is
consumed in different sectors.

isestimated to be 7.52 per cent, 6.35 per cent
and 8.01 per cent in Bangalore, Dhaka and
Colombo, respectively.

Now, to assess the impact of increasing
the penetration of public transport, an alter-
native to the BL scenario called the increased
share of public transport (PT) scenario is con-
structed, wherein it is assumed that in the
year 2020:

O The penetration and utilization of stand-
ard sized buses and rail system (excluding
Dhaka) would increase considerably com-
pared toBL (80 per centeach in Bangalore
and Colombo and 60 per cent in Dhaka).
while that of mini buses would continue
to remain at the same level as estimated
in 2005.

O Theshareof IPTin Bangalore and Colombo
would continue to remain same as it is

today; while in Dhaka its share would go
down to 15 per cent compared to the cur-
rent 21 per cent level.

O The remaining share of the total travel
demandwill be catered by personal modes
and is distributed in 2:1 ratio for two-
wheeler: cars/jeeps/MUVs together.

Fuel efficiency and emission
factors

One of the major limitations of the study is
the absence of a credible database on fuel
efficiency and emission factors of in-use vehi-
cles under city driving conditions in Dhaka
and Colombo. In absence of such informa-
tionthe database on fuel efficiency and emis-
sion factor of Indian vehicles has been used
as a proxy.

In India, the mass emission standards for
new vehicles were first notified on February
5, 1990, and became effective from April 1,
1991. These were revised and made more
stringentin April 1996 and standards for 2000
and 2005 were also announced. Considering
the progressive tightening of emission stand-
ardsinalmostfive yearly intervals, the Central
Pollution Control Board (CPCB) published in-
use vehicle emission factor data for the fol-
lowing five reference periods, for different
category of vehicles and fuels (CPCB, 2000):
1986-1990; 1991-1995; 1996-2000;
2001-2005; and 2006—2010.

The emission factors in any given period
are made more stringent compared to the
previous period as the vehicle manufacturers
have followed — and are expected to follow
— progressively stringent emission stand-
ards/norms for conformity of vehicle produc-
tions during these five reference periods. For
the purposes of this study, the data source
on emission factors for different category of
existing diesel and gasoline is the same CPCB
data. Asfar as the emission factors of vehicles
beyond 2010 is concerned, the data is based
largely on the results of the international/
national field trial and as modulated by our
judgment and exercised in consultation with
experts in the field of tailpipe emissions.

In the ASIF model fuel efficiency values
and emission factors of all pollutants from
different categories of vehicles are classi-
fied into following four categories: Pre 2001,
2001-2005, 2006—2010 and post—2010
model vehicles.

The emission factor of CO,, is estimated
by multiplying the following parameters:

1) average carbon content in the auto fuel
(by weight);

2) specific gravity of the fuel,

3) per cent of fuel burnt, which has been
assumed as 99 per cent; and

4) total atomic weight of CO, divided by
atomic weight of carbon.

Energy demand and fuel mix
pattern

Giventhe currentfuel infrastructure available
in the three cities, it is assumed that gaso-
line, diesel and LPG will be the autofuels in
Bangalore and Colombo whereas in Dhaka
it will be gasoline, diesel and CNG. In addi-
tion, Bangalore and Colombo will have elec-
tric trains to meet commuters travel needs. In
Bangalore the total transport energy demand
is expected to grow from about 1,184 thou-
sand tones of oil equivalent (TTOE) in 2005 to
1,754 TTOE in 2010 and 3,684 TTOE in 2020
—3.1timesincrease between 2005 and 2020
in the BL scenario.

Similar trend is observed in Colombo.
During the same period, the total energy
demand in Colombo is likely to increase from
1,131 TTOE to 1,576 TTOE to 3,754 TTOE —
3.3 times increase between 2005 and 2020.
Dhaka’s demand for petroleum products is
remarkably low — in 2005 only 276 TTOE,
which was nearly 23 per cent of the amount
consumed in Bangalore in 2005, a city of
almost half the size of Dhaka but about 9
times the number of motor vehicles during the
same period. Total energy demand in Dhaka
is expected to grow from 276 TTOE in 2005 to
413 TTOEin 2010 to 723 TTOE in 2020 — 2.6
times increase between 2005 and 2020.

In the absence of city specific published



data on gasoline and diesel consumption in
the transport sector, the fuel demand esti-
mates obtained from the model for Bangalore
is compared with the published sales data at
the state level in 2000. However, for Dhaka
and Colombo the comparisons are made with
their country level information. While gasoline
isused only in the transport sector, diesel (or
the high-speed diesel) is consumed in differ-
ent sectors namely, agriculture, transport,
industry, diesel generators etc.

In 2000/01, according to the model esti-
mates, over 77 per cent gasoline and 21 per
centdiesel sold in Karnataka were consumed
in the transport sector for intra-city movement
oftrafficin Bangalore. In Dhaka, gasoline and
diesel consumption in the transport sector
was only 14 per cent and 4.5 per cent respec-
tively of the country’s total fuel supply. In
Colombo, the corresponding values are 48 per
cent gasoline and 70 per cent of auto diesel.

Baseline scenario results

Diesel is the pre-dominant auto fuel in the
three cities, followed by gasoline — ratio of
diesel to gasoline is 6.5 in Colombo, 3.4 in
Dhakaand 1.3 in Bangalore. Total demand of
dieselinBangalore and Colombo are expected
to increase over 3.5 times in 2020 from the
currentlevel of 649 TTOE and 963 TTOE respec-
tively. In Dhaka the demand of diesel is quite
low but expected to go up three-fold in 2020
from the current level of 179 TTOE.

Gasoline demand in Bangalore is signifi-
cantly higher compared to Colombo. This is
mainly because of heavy utilization of two-
wheeled vehicles that occupy a significant
share of road space. Although CNG cars, taxis
and buses have been introduced in Dhaka,
their scale of operation is rather limited due to
the supply constraint of CNG infrastructure.

Similarly, in Bangalore and Colombo,
instead of CNG, LPG is used as an auto fuel.
Itis expected that CNG demand in Dhaka will
increase to almost double in 2020 compared
toits presentlevel of consumption (44 TTOEin
2005). While that of LPG demand in Bangalore
and Colombo is expected to go up 2.3 times

and 1.6 times, respectively, in 2020 compared
to its present level.

Public transport scenario
results

The potential for reducing the total transport
energy demand differs considerably in the
three cities giventhe different level of penetra-
tionassumed in the three cities. For instance,
in Bangalore the energy reduction potential
is over 21 per cent in 2020 compared to BL.
The corresponding figures for Dhaka and
Colombo are 15 per cent and three per cent,
respectively.

Emissions loading

The steep rise in transport energy demand in
the three cities is expected to result in rapid
growth of CO, emissions. In the BL case, CO,
emissions is expected to go up from 3,148
thousand tonnes (TT) in 2005 to 9,950 TT in
2020 in Bangalore (3.2 times); 3,130 TT to
10,520 TT in Colombo (3.4 times); and from
728TTt01,949TTinDhaka (2.7 times) respec-
tively. The annual rate of increase of CO, emis-
sions will be marginally higher compared to
total energy demand in the two scenarios dur-
ing the period 2005 to 2020. The highest rate
of CO, growth is observed in Colombo (8.42
per cent), followed by Bangalore (7.97 per
cent) and in Dhaka (6.78 per cent).

Criteria pollutants

The vehicular emission loading of CO, HC,
NOx and SO, have shown a steep increase in
the three cities from 2005 to 2020 in the BL
scenario. With greater penetration of public
transport, the emissions loading in Bangalore
is expected to significantly drop for CO, HC
and PM. However, there will be a marginal
increase in NOx emissions in the PT scenario.
Interestingly in the other two cities the emis-
sions loading curves of all the criteria pollut-
ants are similar in both BL and PT scenario.

The reason being, in Colombo the share
of public transport in BL is already very high
(nearly 73 per cent in 2005 and expected to
goover 76 per centin 2020) compared to only
a four per cent increase of its share in the PT
scenario in 2020 (making the PT share to 80
per cent). So the level of penetration of public
transport is marginal in the alternative case.
Onthe other hand, in Dhaka, the share of pub-
lic transport in BL is very low (expected to go
up from 16 per cent in 2005 to 24 per centin
2020). But, in the PT scenario, it is assumed
around 60 per cent of the travel demand will
be catered by public transport in 2020 but
there will be a significant decline in use of
IPT or para transit during the same period and
also a drop in use of personal vehicles.

The highest rate of CO,

growth is observed in
Colombo, followed by

Bangalore and in Dhaka.

Impact of increasing the share
of public transport in 2020

It is now possible to quantify the impact of
increasing the penetration of public trans-
port purely based on a set of assumptions
forachange in modal split taking place in the
year 2020. In working out this the following
assumptions have been made:

Presentmodal split for public transportas
estimated inthe BLscenarioin Bangalore,
Dhaka and Colombo will be around 62 per
cent, 24 per centand 76 per cent, respec-
tively.

In the recommended PT scenario, public
transportsharesin Bangalore, Dhakaand
Colombo will be 80 per cent, 60 per cent
and 80 per cent, respectively.

The share ofintermediate public transport
(three-wheeler auto rickshaws, taxis and
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maxi cabs) will remain at the currentlevel
of around five per cent in Bangalore and
Colombo whereas in Dhaka its share will
drop from 20 per cent at current level to
15 per cent.

The balance share of the total travel
demand will be catered by personal
modes and will be distributed in 2:1
ratio for two-wheeler: cars/jeeps/MUVs
together.

In 2020, increasing the penetration of
public transport as recommended in the
alternative case will result in a multiple
benefit:

Bus system improvements in
South Asian cities could be

among the most important and
most cost-effective approaches
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for achieving transport
sustainability.

Anincrease in public transport share from
62 per cent to 80 per cent in Bangalore
leads to a fuel saving of 765,320 tonnes
of oil egivalent, which is equivalent to
about 21 per cent of the fuel consumed
inthe BL case. The other advantages that
ensue are a 23 per centreduction in total
vehicles (642,328) and creating a road
space (equivalent to 418,210 cars off
the road) and reduce traffic congestion.
Airpollution in the city drops significantly
— 40 per centdrop in CO, 46 per cent HC,
six per cent NOx, and 29 per cent PM. The
total CO, mitigation potential over the next
15-year period would be 13 per cent.

Anincrease in public transport share from
24 per cent to 60 per cent in Dhaka leads
to a fuel saving of 106,360 tonnes of oil
equivalent, which is equivalent to about
15 per cent of the fuel consumed in the
BL case. The other advantages thatensue
are a 39 per cent reduction in total vehi-
cles (99,294) and creating a road space

(equivalent to 78,718 cars off the road)
and reduce traffic congestion. Air pollu-
tion in the city drops significantly — 24
percentdrop in CO, 26 per centHC, <1 per
cent NOx, and 13 per cent PM. The total
CO, mitigation potential over the next 15-
year period would be nine per cent.

A marginal increase in public transport
share from 76 per cent to 80 per cent in
Colombo leadsto afuel saving of 104,720
tonnes of oil equivalent, which is equiv-
alent to about three per cent of the fuel
consumed inthe BLcase. The otheradvan-
tagesthatensue are afive per centreduc-
tion in total vehicles (47,716) and creat-
ing a road space (equivalent to 62,152
cars off the road) and reduce traffic con-
gestion. However, air pollution in the city
does not drop much as the city already
depends heavily on public transport and
the CO, mitigation potential is around two
per cent.

Conclusions and
recommendations

Bus system improvements in South Asian cit-
ies could be among the most important and
most cost-effective approaches for achieving
transport sustainability. Compared to urban
transport systems dominated by personal
vehicles, properly managed bus-dominated
systemsresultin much less traffic congestion,
lower energy use, and less emissions, as has
been demonstrated in this paper using three
city specific studies in South Asia.

It is extremely important to preserve,
improve and expand bus systems as they can
offer most affordable, cost-effective, space
efficient and environmentally friendly mode
of motorized travel. While rail-based systems,
including street-level trams or light rail, ele-
vated rail, and underground rail systems, offer
an important sustainable transport mode,
they have several disadvantages compared
to bus systems. Rail systems are expensive
to build, require large capital investments for
land acquisition.

Moreover, it can take many years to

develop rail systems. In some respects rail
offers advantages, such as greater capacity
and faster speeds. But some recentadvances
in bus systems, such as high capacity buses,
buslanes, timetables, and bus stop bays, and
public policies to encourage use could close
this performance gap.

Although there exist large deficiencies
and inconsistencies in the available data,
and also absence of credible database on
fuel efficiency and emission factors of in-use
vehicles as observed in Dhaka and Colombo,
research work presented in this paper found
several common, interlocking factors:

O The majority of passenger travel demands
in large sized South Asian cities are made
onbuses, inspite ofaninsignificant share
of buses in the total vehicular fleet with
poor service quality. Dhaka is an excep-
tion. Travel modes in Dhaka are in cer-
tain respects unique among large Asian
cities. More than two-thirds of trips are
non-motorized.

O In the baseline scenario, while num-
bers of motor vehicles double, energy
demand and CO, emissions triple in the
three cities over the next 15 year period.
However, a large mitigation potential of
energy demand and emissions exists in
Bangalore and Dhaka provided bus trans-
portservices are strengthened and signifi-
cantly improved.

O The growing number of vehicles is part of
a lopsided policy that encourages con-
sumption of fossil fuels over conservation.
While improved technology and cleaner
fuels with progressively stringent emis-
sions standards can reduce the pollution
from more vehicles, this rate of consump-
tion of fuel use will be much two high for
clean air. Better bus systems can dramati-
cally reduce total vehicle pollution.

O Transportation demand management
needs to be pursued more vigorously
having failed until now because of lack of
publictransportalternatives, and political
unwillingness to implement and enforce
an effective public transport system.



O The time to act is now. The issues facing
South Asian cities represent opportunities
for improvement, but the longer authori-
ties wait to address transportation ineffi-
ciencies, the more difficultand expensive
it will be to produce a positive outcome.

Can the penetration of bus systems be
increased in South Asian cities? Can bus sys-
tems become a “growth area” in developing
cities? The experience of afew Latin American
cities suggests that they can, and that the
benefits of doing so are substantial. The city
of Curitiba in Brazil is an example whose
advanced design high-capacity bus system
has grown up along with the city over the past
three decades, and now carries a high share
of all motorized travel.

The success of the bus system in Curitiba
has spurred other South American cities, such
asPorto Alegre, Bogota and Quito, to develop
similar high-capacity systems. Similar initia-
tives in South Asian city corridors with high
traffic volumes is more economical as pub-
lic transport systems carry a large share of
urban travelers but are responsible for only
a small part of traffic congestion, energy use
and pollution. This is because reasonably full
buses are inherently efficient — in terms of
both road space and fuel use per passenger
kilometer.

Inmuch of the developingworld, although
buses are favorable on a pollution per pas-
senger basis, they are often highly polluting
and noisy. City authorities are just beginning
to become aware of new types of efficient,
clean and affordable buses that can improve
thisimage and maintain or even increase their
share of trips, while improving total mobil-
ity. Such a vision can become reality if bus
systems are modified to offer better speed,
service and convenience than personal vehi-
cles.

Equally important is the provisioning of
infrastructure to promoting the commonly
used non-motorized transport system used
throughout the developing world. For bicy-
cling, providing facilities such as separated
paths, and safe parking can help promote

their use. For pedestrians, all cities should
have adjacent safe, well-maintained side-
walks. For cycle rickshaws and carts, similar
facilities are needed, particularly separated
space on roads so they do not have to com-
pete for and disrupt traffic. All non-motorized
path and intersection construction and main-
tenance should be equal in quality to those
for motorized vehicles.

The challenge for city authorities is two
fold: a) enhance the attractiveness of collec-
tive and non-motorized modes, and b) reduce
the impact of personal motor vehicles.

To optimize the existing transportation
infrastructure, mobility needs must be met
efficiently through a greater modal share of
public transport. However, unless the quality
of publictransportservices improves substan-
tially, the increasing preference for personal
vehicles will continue. Improving buses and
bus systemswill helpincrease the bus share of
passenger travel in cities around the world.

But unless strong policies to dampen
the growth in car travel and, in many places,
scooter and motorcycle travel are also
applied, the fightfor sustainable transport will
be alosing battle. Increasing vehicle and fuel
taxes, strictland-use controls and limits, and
higherfees on parking are importantto ensure
a sustainable urban transport future. Equally
important is integrating transit systems into
a broader package of mobility for all types of
travelers, for example non-motorized vehicle
lanes. Pedestrians and bicyclists are impor-
tant users of transit, if they can get to it.

Developing pilot demonstration projects
in South Asian cities will be helpful in the
effort to push forward along the path of the
city’s long-range transport strategy. In order
to ensure future expansion of rapid, clean
publictransport services, itis strongly recom-
mended that the following components must
be considered to put urban transportation in
South Asia on a more sustainable path:

O Dedicated buscorridors, with strong phys-
ical separation from other traffic lanes.

O Modern bus stops, bus ticketing, and
advanced rider information system —

especially pre-board ticketing and multi-
door buses to ensure rapid boarding and
alighting.

O Integrated ticketing thatallows free trans-

fers across bus companies and modes
(bus and rail).

O Differentiated services such as express

services, or premium services at higher
fares.

O Introducing advanced technology buses,

low floor or articulated buses, and alter-
native fuels and low sulphur diesel.

The challenge for city authorities
IS to enhance the attractiveness
of collective and non-motorized

modes, and reduce the impact of

personal motor vehicles.

O Formal co-ordination among operators

to create new feeder services to the bus
stations/terminals, with opportunities for
integrating fares between the modes.

O Develop a new regime for bus licensing,

regulation and compensation.

O Strengthening methods of enforcement

and evaluation.

O Building a strong network of pedestrian

and cycle access to bus and rail stations.

O Renovating areas around bus station

to create vibrant, pedestrian-oriented
neighbourhoods.

O Land-usereformtoencourage higherden-

sities around bus stations. 4

This paper is prepared based on a research study
entitled ‘Energy, environment and mobility in three
south Asian cities — making way for public rapid
transit: benefits and opportunities’ completed on
March 22, 2005, with funding for the study provided
by the International START Secretariat, Washington
DC, USA.
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Burkina Faso welcomes the OPEC Fund

Director-General tours National Public Health Laboratory

und-Loans and Grants

In late November, the Director-General of the
OPEC Fund, Suleiman J Al-Herbish, led a high-

level mission to Burkina Faso in West Africa. In

a demanding four-day visit, he met with several
Cabinet Ministers, toured a number of project sites,

and signed two new loan agreements.
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Burkina Faso is one of the Fund’s oldest partners. In an
association spanning almost three decades, the Fund
has extended a cumulative $142 million in lending to
the country to help finance some 30 operationsin awide
variety of sectors. As a least developed nation, Burkina
Faso is accorded priority status by the Fund, which has
worked closely with successive governments over the
years to address areas of expressed need.

A landlocked country with a population of almost 14
million, it remains one of Africa’s poorest regions, a situ-
ation exacerbated by population growth, lack of natural
resources and communications infrastructure, droughts,
and its essentially subsistence agricultural base (although
cotton is exported).

The country’s GDP, according to figures from the US
Department of State, was $4.5 billion in 2003, with an
annual growth rate of 6.5 per cent.

Collaboration process

Even though the country receives help from International
Monetary Fund debt-relief programmes it still requires
help from the Fund with specific ventures.

For the OPEC Fund, country visits, such as the one
to Burkina Faso, are an important part of the collabora-
tion process and particularly useful at the policy level for
directing the Fund’s future engagement. They also pro-
vide an opportunity to see, first hand, the impact of the
Fund’s work on the ground.

One particularly impressive project toured by the Fund
delegation was the National Public Health Laboratory
(NPHL) in the Burkinabe capital, Ouagadougou. NHPL
is one of the country’s premier health facilities and was
constructed and equipped with Fund co-financing in the
late 1990s. A second loan in 2001 supported an expan-
sion initiative for the provision of additional services.

The Fund delegationwas privileged toreceive aguided
tour of the lab by NHPL Director-General, Daouda Traore.
NHPL staff explained their work as the delegation visited
the different specialized units and witnessed the testing
of various foodstuffs, water and drinks.

As the only referral laboratory of its kind in Burkina
Faso, NHPL isresponsible for executing quality control on
all products likely to affect community health, from food,
vaccines and medical fluids, to cosmetics and pesticides.
It also investigates hygienic conditions in public places,
such as restaurants, and helps control agriculture and
veterinary-related diseases.

Traore explained that, so far in 2005, the lab had
conducted almost 19,000 tests and carried out 225

field inspections in markets and restaurants and at local
producers of milk, oil, water and bread. The laboratory
was also heavily involved in the battle against chol-
era, he said, and was working to identify sources of
contamination.

Other projects visited during the Fund’s mission
included an AIDS clinic (see separate story, page 58), the
ZigaDam, the Ouagadougou-Leo-GhanaBorder Road and
the Ouagadougou University Campus Dormitory Facilities.
On each occasion, the Fund delegation was escorted by
the responsible minister or project director
and briefed thoroughly on the needs that
prompted the various projects as well as the
related goals and outcomes. The Director-
Generalvoiced his appreciation by comment-
ing on “the high level of professionalism and
commitmentdisplayed by everyone involved
in bringing the projects to fruition.”

A further highlight of the mission was
the official handover of emergency food
rations to the Ministry of Agriculture. Inacer-
emony conducted jointly by Al-Herbish and
WFP Country Director, Ms Annalisa Conte,
300 tonnes of cereals were donated to help
relieve food shortages caused by drought

and locust invasion. The food aid Was pro- o1 1,0 pirector-General. Suleiman J
vided under a $1.2m grantapproved by the 4/ jerpish, toured the many specialized

Fund to purchase emergency supplies for  pits of the NHPL, which provides quality
affected communities in Mali, Mauritania  control on a wide range of products,

and Niger, as well as Burkina Faso.

Addressing the assembled onlook-
ers, including Kaboret Ibrahim, Secretary
General of the Ministry of Agriculture,
Al-Herbish acknowledged the many difficulties confront-
ing farmers in developing countries. “Too often, farmers
are atthe mercy of nature and other circumstance beyond
their control,” he said. The OPEC Fund sympathized with
these problems and was working to ease hardships wher-
ever possible, he added.

Continued support

In an end-of-mission communiqué, the Director-General
conveyed his thanks to President Compaore and the
Government for the warm hospitality extended to the
Fund. He concluded by offering his assurance of contin-
ued support to the country: “The OPEC Fund anticipates
many more years of productive co-operation with Burkina
Faso ... the possibilities for future collaboration are wide
and varied,” he said.

including bottled water.
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OPEC Fund Loans and Grants

Burkina Faso gains ground in fight against HIV/AIDS

Director-General inaugurates AIDS clinic in Burkina Faso

ike much of sub-Saharan Africa, Burkina Faso is fight-

ing disease as well as poverty, in particular cholera,

HIV/AIDS and malaria. In the main, it is an uphill battle.

In the case of HIV/AIDS, however, small but significant

victories are giving fresh momentum to the campaign.

Thanks to a high level of political commitment, preva-

lence rates are showing a marked decline.

Key to this success is the support of bilateral and
multilateral bgrtners, of which the OPEC Fund is one.

\-L leasure, therefore, that Suleiman J Al-

d Director-General, accepted an invi-

an AIDS clinicin the Burkinabe capi-

ring his recent official mission to

e Kossodo district, was financed
d/WHO initiative against AIDS in
fschemes currently being imple-
Fund’s HIV/AIDS Special Grant

onation of $567,000 made it possible
to extend andxﬁtéhabilitate the existing premises and
financed the puréﬁ,ase of equipment and medicines as
well as training.

Aids in Sub-Saharan Africa

Local people turned out in force to witness the opening
ceremony, which was performed by Suleiman Al-Herbish
in the presence of Joseph Tiendrebeogo, Permanent
Secretary of the National Council to Fight AIDS, together
with other government officials and representatives of
WHO. -

After unveiling the inauguration plague, Al-Herbish
paid tribute tothe government’s commitment to control-
lingthe spreadofH|\V/AIDS. It was largely due to the gow-
ernment’s ea_lrly response, he noted, that prevalencehad
beencontained at just 2.3 per cent, a level wellFbelow:
the su_biéaharan average of 7.4 per cent. 4 d

BIn sub-Saharan Africa (a region whil_gh' encompasses
"0Ver ten per cent of the world’s population)attheend of
¥ 2003 there were almost 25 miII;oﬁ'bgople (adults and

‘

children) living with an HIV/AIDS, with over 2m dying
from the disease that year.

At the end of 2005, the estimate of the number of
people (adults and children) in the region with the HIV/
AIDS virus was almost 30m, with over 3m new infec-
tions taking place in 2005 alone. Moregver, many sub-
Saharan nations are seeing the AIDS/HIMwvirus develop
as a general epidemic, affecting all sections of society
with equal vigour. IP

The Director-General reiterated the FURd’s pledge
to fight AIDS, which he described as one pf the great-
est constraints to development. “The ten@ency of the
disease to strike young men and womenif their prime
productive years is robbing society of key citizens,” he
said. “With reduced human capacity, the affected coun-
tries’ prospects for increased growth and prosperity are
grim indeed.”

Following aguided tour of the premises, the Director-
General praised the dedication of its staff for “striving
to treat not only the physical side of HIV/AIDS but also
its psychological impact,” and conveyed his best wishes
to the National Council for success with its work.

The new centre will provide an integrated range
of HIV/AIDS-related services, from consultation and
counselling to screening and outpatient care. A
central focusfs the testing of pregnant women to pre-
vent mothér to child transmission. Although small in
size, the;centre is expected to make an important con-
tribution to the government’s 2006—2010 national
strategic plan to fight AIDS, which seeks to consoli-
date progress made to date, reduce the spread of the
disease, and facilitate access to care and anti-retrovi-
ral drug treatment. )

The reasons behind the growth in HIV/AIDS suffer-
ers are complex and long-standing, but poverty (lead-
ing to instability and lack of economig infrastructure) is
aprincipal cause. Placing Burkino Faso withinaregional
CoItext, its HIV/AIDS prevalence rate of 2.3/percentis
below: that Togo at 4.1 per cent, but above thatofiMali
(1.&5 perlgérgt) and Niger (1.2 per cent) .

! i
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The Ziga Dam

lies 40 kilometers from the capital
Ouagadougou, and is still one of the larg-
est projects ever attempted in Burkina
Faso. When completed (scheduled for
September 2006) it will provide drinking
water to almost 800,000 Ouagadougou
and outer region inhabitants. The project
includesthe building of a 200 million cubic
meter dam, eight reservoirs, and a nearby
treatment station.

President Compaore
receives
Fund Director-General

The Fund’s four-day mission to BurkinaFaso concluded
with a courtesy call on President Blaise Compaore, to
provide a briefing on the visitand discuss strategies for
future collaboration. The meeting followed talks earlier
in the day with Prime Minister Ernest Yonli.

The Director-General informed Compaore about
the role and work of the OPEC Fund and conveyed his
satisfaction with the institution’s “decades-long co-
operation with Burkina Faso.” Suleiman Al-Herbish
said ithad been instructive and pleasing to visit Fund-
sponsored projectsin and around Ouagadougou. “We
have been greatly impressed with the standard of
implementation and with the level of professionalism

and commitment among all involved,” he said. The
Director-General assured the President that Burkina
Faso and its needs would remain at the very top of the
Fund’s priorities.

President Comparoe expressed his gratitude to the
Fund forits many contributions to Burkina Faso’s devel-
opment efforts, describing the institution as a “val-
ued partner.” Referring to possibilities for future co-
operation, the Presidenthighlighted the Government’s
desire to pursue development of the private sectorand
suggested several areas of potential collaboration. He
also congratulated the Fund on its forthcoming 30"
Anniversary.

The meeting concluded with both President
Compaore and Al-Herbish agreeing that the Fund’s visit
to Burkina Faso had been a resounding success.
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Sheikh Jaber
Al-Ahmad Al-Jaber
Al-Sabah

1926 — 2006

As this issue of the OPEC Bulletin was
being compiled, it was announced
that Sheikh Jaber Al-Ahmad Al-Jaber
Al-Sabah, the respected 13" Emir of
Kuwait, had died. Our condolences go
to his family and the people of Kuwait.
A40-day period of mourning for Kuwait
was announced uponnews ofthe death.

Sheikh Jaber ruled with decisiveness through nearly
three decades, and ensured Kuwait’s continued in-
dependence and infrastructure and societal moderniza-
tion.

For example, in May 2005 the Emir finally pushed
through legislation giving women in Kuwait the vote,
and UN Secretary-General, Kofi Annan, praised him for
his moves towards political freedom and greater social
justice.

Sheikh Jaber entered public life in 1949, and by the
late 1950s had already helped create Kuwait’s own Kuwait
National Petroleum Company in an attempt to give the
country more control over its energy reserves. He became
Crown Prince in 1966.

Demonstrating a considerable flair for organization
and forward thinking, he also helped establish the Kuwait

Fund for Economic Development, the country’s firstinter-
national aid group, followed by the 1976 creation of the
Fund for Future Generations, into which ten per cent of
Kuwait’s oil revenues are transferred to act as a national
safety net when oil reserves are eventually diminished.

For many, Sheikh Jaber is seen as the leader who
maintained Kuwait’s national unity through many con-
flicts and disturbances via the subtle use of diplomacy,
as well as establishing the standards of public probity
that remain in evidence today.

Sheikh Jaber had been seriously ill for several years,
and suffered a brain haemorrhage in 2001 which limited
his capacity to rule.

Sheikh Jaber was succeeded by Sheikh Sabah Al-
Ahmad Al-Jaber Al-Sabah as the 15" Emir of Kuwait and
was officially sworn in on Sunday, January 29, 2006.



Sheikh Maktoum
bin Rashid

Al-Maktoum

1944 — 2006

It is with great sadness that the OPEC Bulletin reports
the passing of Sheikh Maktoum bin Rashid Al-Maktoum,
the Vice President and Prime Minister of the United Arab
Emirates, and Emir of Dubai.

Sheikh Maktoum served as prime minister for almost
eight years between December 1971 and April 1979, at
which point he was superseded by his father, Sheikh
Rashid bin Saeed Al-Maktoum. He returned to leader-
ship upon his father’s death in October 1990.

He was acclaimed as the brain behind the develop-
ment of the modern day Dubai. He was laid to rest at the
Umm Hurair Cemetery in Bur Dubai, the same location as
his father.

Dubai has seen many changes in the last ten years,
including the expansion of Dubai International Airport,
the establishment of an organization to oversees indus-
trial development, the streamlining of government proce-
dures, the opening of the Dubai Internet City, the launch
of the Dubai Ideas Oasis (a centre for innovation), the
establishment of the Dubai IT Academy, and the setting
up of the Dubai Executive Council, a body whose main
role is to formulate future plans for the emirate.

A 40-day official mourning period was announced
during which flags flew at half-mast following news of
the Sheikh’s death in Australia.

King Abdullah, the Custodian of the Two Holy
Mosques, and Crown Prince Sultan, sent messages of
condolence to UAE President Sheikh Khalifa bin Zayed
Al-Nahayan and Sheikh Mohammed Al-Maktoum upon
news of the death.

“The country has lost a historic leader who devoted
all his life to establishing the UAE and enhancing its

structure and the welfare of its people,” said President
Khalifa. “He was an example of sincere commitment plac-
ing the country’s interest over any other considerations.
His constructive role in leading the UAE to success will
be etched in the memory of the nation.”

A statement from the UAE’s presidency said Sheikh
Maktoum devoted his life to restructuring the UAE via the
well managed but spectacular growth of Dubai.

Educated in England, his good manners, considera-
tion for Muslim and Arab concerns, kindness towards
people, and love of horse racing were well known. He
was part owner of Dubai’s Godolphin racing stables and
owned many thoroughbreds, including a stake in Jeune,
a 1994 Melbourne Cup winner. Despite this interest, he
often liked to maintain a low profile while in government.

Crown Prince Sheikh Mohammed bin Rashid Al-
Maktoum, defense minister of UAE for over 25 years, has
taken over as the ruler of Dubai. He has been heir appar-
ent to the throne of Dubai since 1995. %
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Market Review

Crude oil price movements

OPEC Reference Basket!

The Basket escalated in January to record-
highs after slipping in late December on warmer
weather in North America. The year started
strong following the disruption of Russian
natural gas supplies to Europe. The Basket
surged over seven per cent in the first week
to close $3.68 higher at $55.51/b. Despite
warmer weather in the Western hemisphere,
rising tensions in the geopolitical arena in the
Middle East amid a supply disruption from West
Africa revived market bullishness into the sec-
ond week.

The forecast for warmer weather amid a
healthy rise in distillate stocks in the USA and
weak refining margins in Europe prevented
prices from rallying further. The Basket closed
$1.62 higher for a rally of nearly three per cent
to settle at $57.13/b. The third week continued
on the same ongoing concern over possible sup-
ply disruptions from the Middle East with the
stride capped by the forecast of warmer weather
in the Northern hemisphere amid a widened
sweet/sour spread, continued weak refining
margins, and bearish US petroleum data. The

Basket closed the third week at $58.43/b for a
gain of $1.30, or more than two per cent higher
(see Table A).

The rally sustained into the fourth week in
January on escalating tensions in the Middle
Eastern geopolitical arena at a time when
extremely cold weather also trimmed Russian
oil production for the second week amid con-
tinued production losses from Nigeria. In the
fourth week, the Basket was up $1.69 or 2.8
per cent to settle at $60.12/b. In the final days
of January, the market was inspired by the cold
snap across Europe amid ongoing tensions in
the Middle East. However, assurances from
OPEC Member Countries to keep the supply
flow steady along with low seasonal demand
as US refineries enter the heavy maintenance
season after last September’s hurricanes, pre-
vented the market from a further surge.

Onamonthly basis, the above events helped
the Basket to surge by $5.64 or nearly 11 per
cent to settle at $58.29/b in January, the larg-
est rise since March last year, yet similar to the
previous January'’s rise of nearly 13 per cent to
$40.24/b. In the first decade in February, the
Basket retreated from a late January peak of over
$60/b to average $58.71/b on easing tensions
in the geopolitical arena and ample supply.

PEC Monthly Oil Market Report (MOMR)

he Research Division of the Secretariat,

ysis, additional information, graphs and tables.
nloaded in PDF format from our Web site

OPEC is credited as the source for any usage.

US market

The cash crude market in the USA rose on
concern over possible supply disruptions from
the Middle East amid actual supply losses of
light sweet Nigerian crude. Although the weekly
US petroleum data revealed a comfortable
winter fuel supply amid a forecast for warmer
weather, fear of a supply shortfall sent crude oil
prices to peak once again well over the $60/b
level. In the first week in January, West Texas
Intermediate’s (WTI) weekly average stood
some six per cent higher at $62.58/b. The
WTI/West Texas sour (WTS) spread narrowed
by 48¢ to $4.99/b on fear of lower light sweet
crude supply. The sentiment continued into the
second week as WTT's average surged $1.17 or
nearly two per cent to settle at $63.75/b.

The WTI/WTS spread widened by 48¢ to
$5.47/b. In the third week, escalating tensions
in the Middle East along with the halt of some
production out of Nigeria sent alertness in the
US cash crude market. WTI cash crude surged
$1.62 0r2.5 per cent higher to settle at $65.37/b
withthe WTT/WTS spread wideningto $6.04/b.
Closed transatlantic arbitrage opportunities
continued to support the light sweet market
in the USA amid tight supplies. The WTI/WTS
spread widened 36¢ to $6.40/b as WTI crude

1. Anaverage of Saharan Blend (Algeria), Minas (Indonesia), Iran Heavy (IR Iran), Basra Light (Iraq), Es Sider (SP Libyan AJ), Bonny Light (Nigeria), Qatar Marine

(Qatar), Arab Light (Saudi Arabia), Murban (United Arab Emirates) and BCF-17 (Bachaquero, Venezuela).
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settled inthe fourth week at $66.93/b for a gain
of 2.4 per cent or $1.56. Despite assurance that
OPEC would keep supply flowing at a steady
level, and the forecast for warm weather in the
northernhemisphere duringJanuary amidrising
underground natural gas storage, market jitteri-
ness continued in the geopolitical arena, add-
ing to the fear premium. The WTI/WTS spread
widened in January to $6.26 or nearly $1/b on
fear of light sweet crude supply. WTI's monthly
average was at $65.22/b for a gain of $5.85 or
nearly ten per cent.

European market

The North Sea benchmark Brent/Forties/
Oseberg (BFO) differentials emergedin the New
Year on a firmer note amid healthier refining
margins as traders began snapping remaining
January cargoes. Falling freight rates also added
to the bullish market sentiment in the first week.
However, some cargoes remained unsold into
the second week. Moreover, plentiful stocks
made refiners hesitant to procure further bar-
rels, although improved transatlantic arbitrage
kept a cap on falling differentials.

The weak sentiment continued in the third
week on remaining January cargoes. Moreover,
mild weather in the USA discouraged arbitrage
barrels across the Atlantic. In the fourth week,
the drop in the North Sea differentials opened
arbitrage opportunities. In the final days of
the month, differentials firmed on a cold snap
across Europe amid disrupted Russian sup-
plies due to the cold weather. Dated Brent rose
in January well over ten per cent or $6 over
December to settle at $62.95/b.

Poor refining margins saw a weaker mar-
ket in the Mediterranean. Lingering January
cargoes added to the burden by keeping dif-
ferentials under Brent at a wide level with the
first weekly average at a discount of $4.22/b.
Nevertheless, cheap Urals attracted some buy-
ing interest amid delays for a round-trip voy-
age into the Black Sea. However, concern over
the delay made the grade less attractive amid
continued thin refining margins. In the second
week, Urals averaged $4.02/b below Brent. The
narrowing differential was due to the attrac-
tiveness to move barrels out of the region as a

Table A: Monthly average spot quotations for OPEC’s Reference Basket

and selected crudes including differentials

Dec 05
OPEC Reference Basket 52.65
Arab Light! 52.84
Basrah Light 49.15
BCF-17 42.34
Bonny Light! 57.91
Es Sider 57.14
Iran Heavy 50.88
Kuwait Export 50.83
Marine 54.72
Minas? 54.43
Murban 57.47
Saharan Blend" 57.65
Other crudes
Dubait 53.22
Isthmust 52.77
Tia Juana Light! 49.23
Brent 57.02
West Texas Intermediate 59.36
Differentials
WTI/Brent 2.34
Brent/Dubai 3.80

Jan 06 2004 2005
58.29 40.24 58.29
58.22 38.26 58.22
55.35 38.58 55.35
47.85 na 47.85
63.80 44.01 63.80
61.51 41.75 61.51
56.89 37.51 56.89
56.35 38.55 56.35
59.72 38.44 59.72
63.04 42.55 63.04
62.58 42.08 62.58
63.82 44.39 63.82
58.43 37.78 58.43
58.31 38.89 5831
54.06 35.75 54.06
62.86 44.01 62.86
65.19 46.64 65.19
2.32 2.63 2.32
4.44 6.23 4.44

Note: As of the third week of June 2005, the price is calculated according to the current Basket methodol-
ogy that came into effect as of June 16, 2005. BCF-17 data available as of March 1, 2005.
1. Old Basket components: Arab Light, Bonny Light, Dubai, Isthmus, Minas, Saharan Blend and T ] Light.

na not available

Source: Platt’s, direct communication and Secretariat’s assessments.

batch of late January cargoes began to move.
The third week saw a firmer spread as cargoes
began moving west.

The spread narrowed to $3.07/b below
Dated Brent. Bad weather disrupting supply
boosted market sentiment for Urals differen-
tials to improve into the fourth week with the
Brent/Urals spread at $2.82/b. In the final days
of the month, Urals was under pressure by weak
refining margins and constant shipping delays
which disrupted logistics plans and prompted
refiners tostick to alternative grades. Urals aver-
aged the last three days in January at $3.50/b
below Dated Brent.

Far East market

The Middle Eastern crude emerged on a
healthy note on rising demand from Asia espe-
cially for middle-distillate grades with March
Oman trading at a slight premium to parity.
The sentiment was split in the second week.

While the sour grade was under pressure due
to weaker fuel oil, March Oman traded at a 5¢
discount to the official selling price (OSP). Abu
Dhabi Murban was on offer at an 8¢ premium
compared to a 25¢ premium for February load-
ing. Waning demand for kerosene-rich crude
also pressured the market amid high out-
right prices due to tensions in the geopolitical
arena. Nonetheless, fuel oil prices improved
in the third week on emerging demand and
recovering refining margins which supported
the Middle Eastern crude. March Oman was
trading at stronger levels of a 15-18¢ premium
to MOG. In the fourth week, the Mideast sour
crude saw a double digit premium following a
Chinese buying spree ahead of the New Lunar
Year in Asia. In contrast, Murban was selling
at a discount amid additional supply in April.
A reselling of Oman by Chinese traders pres-
sured the grade to sell from a lower premium
of 3¢ to a discount of 3¢/b to the MOG.
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Market Review
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Asian market

The market in Asia appeared strong as
February cargoes cleared rapidly at strong
premiums. Demand remained healthy for both
heavy and medium to heavy sweet grades.
Malaysia’s Petronas was selling February Luban
atanearly two-year high premium of $2.65/b.1n
the second week, falling freight rates amid the
flow of some West African crude prevented the
premium from rising further. The first cyclone
in Western Australia, which forced producers
to shut in production, helped to keep the bull-
ish momentum intact. Moreover, strong buy-
ing from Indonesia supported the market. In
the third week, the prolonged closure of the
Australian Cossack oil field along with delays on
the Mutineer-Exeter, Griffin and Legendre fields
as well as the disruption in Nigerian crude out-
put boosted sweet grades to firm further with
their strong differentials as Malaysian grades
continued to trade at strong premiums. March
Luban traded at a stronger premium of $3.07/
b to Tapis Asian Petroelum price Index (APPI).
Furthermore, despite the weak naphtha crack-
ing spread, increased demand from Asian elec-
tricity producers for thermal power generation
helped to balance the market.

Product markets and
refinery operations

Unseasonably warm weather in the USA and
its adverse effect on distillate demand have
overshadowed the bullish impacts of a cold

mand for all

distillates is

and it seems

2 short term.

Table B: Selected refined product prices

US Gulf (cargoes)

Naphtha

Premium gasoline (unleaded 93)
Regular gasoline (unleaded 87)
Jet/kerosene

Gasoil (0.05% S)
Fuel oil (1.0% S)

Fuel oil (3.0% S)
Rotterdam (barges fob)

Naphtha

Premium gasoline (unleaded 50 ppm)
Premium gasoline (unleaded 95)
Jet/kerosene

Gasoil/diesel (50 ppm)
Fuel oil (1.0% S)

Fuel oil (3.5% S)

Mediterranean (cargoes)

Naphtha

Premium gasoline (50 ppm)
Jet/kerosene

Gasoil/diesel (50 ppm)

Fuel oil (1.0% S)

Fuel oil (3.5% S)
Singapore (cargoes)

Naphtha

Premium gasoline (unleaded 95)
Regular gasoline (unleaded 92)
Jet/kerosene

Gasoil/diesel (50 ppm)

Fuel oil (180 ¢st 2.0% S)
Fuel oil (380 cst3.5% S)

snap in Europe and Asia and capped the surge
in product prices in those areas. This situation,
along with higher crude oil prices due to rising
geopolitical tensions in the market, has exerted
pressure on refinery margins particularly in the
USA (see Table B).

Refinery margins for the WTI benchmark
in the US Gulf Coast fell by 12¢/b in January
compared to the previous month. In the same
month, despite the cold weatherand huge draws
on distillate stocks in Japan and South Korea,
refinery margins for the Dubai benchmark in
Singapore rose by just 39¢ to $2.93/b. Similarly,
the European refinery margins rebounded
sharply and reached 67¢/b from -33¢/b last

$/b

Change
Nov 05 Dec 05 Jan 06 Jan/Dec
59.84 64.51 69.29 4.78
64.38 71.30 76.63 5.33
61.02 66.03 72.01 5.98
71.23 72.93 76.62 3.69
71.14 72.57 75.30 2.73
52.99 50.51 49.00 -1.51
38.42 41.12 46.01 4.89
62.65 65.20 73.50 8.30
67.03 68.24 76.37 8.13
60.02 61.04 68.13 7.09
69.50 70.00 76.16 6.16
71.05 69.25 73.79 4.54
42.01 41.75 45.19 3.44
37.50 37.54 42.21 4.67
51.20 53.71 59.23 5.52
64.69 67.95 75.71 7.76
67.90 68.15 73.64 5.49
69.80 70.64 74.58 3.94
41.91 43.53 47.98 4.45
35.57 35.02 39.62 4.60
53.19 53.77 58.26 4.49
60.87 61.01 66.78 5.77
59.48 59.89 65.42 5.53
64.78 70.37 77.02 6.65
66.50 69.10 77.61 8.51
43.80 43.68 46.72 3.04
42.91 42.48 45.33 2.85

month. Looking ahead, middle distillate and
gasoline stocks are at comfortable levels. Stocks
for these products are expected to recover in
Asia as freezing weather in the north-east has
dissipated. Additionally, demand forall products
otherthan middle distillates is slow and it seems
that it will not support crude prices in the short
term. However, tighter product specifications
and heavy refinery maintenance in the USAand
Asia could switch the product market sentiment
to bullish and lift crude and product prices.

Lower refinery margins in Europe have
forced refiners to reduce their throughput in
January. The refinery utilization rate in Europe
declined by 4.7 per cent to 86.9 per cent in



Table C: Refinery operations in selected OECD countries

Refinery throughput m b/d Refinery utilization per cent

Nov 05 Dec05 Jan 06 Jan/Dec Nov 05 Dec05 Jan 06 Jan/Dec
USA 14.70 14.86 14.55 -0.31 87.6 88.6 84.9 -3.70
France 1.83 1.79 1.73 -0.06 93.5 91.7 87.4 -4.30
Germany 2.34 2.36R 2.19 -0.17 100.6"7 101.4% 90.2 -11.20
Italy 1.95 1.92 1.88 -0.04 83.9 82.7 81.1 -1.60
UK 1.61 1.60 1.63 0.03 88.0 87.7 86.6 -1.10
Eur-16 12.70R8 12.67% 12.28 -0.39 91.5% 91.3% 86.9 -4.40
Japan 4.21 4.42 4.40 -0.02 89.4 94.1 96.0 1.90

Sources: OPEC statistics, Argus, Euroilstock Inventory Report/IEA.

January from 91.6 per cent in the previous
month. The same trend was followed by US
refiners but at a slower pace. In the USA, the
refinery utilization rate dropped to 84.9 per
cent from 88.6 per cent in December 2005.
Despite the slide in refinery utilization rates in
Europe, Japanese rates extended their upward
movement rising to 96 per cent from 94.1 per
cent last month (see Table C).

US market

Over the last three months, crude, gas and
product markets were mainly driven by low
distillate stocks and the expectation of colder-
than-normal weather in the USA. In the last
couple of weeks, unseasonably warm weather
in the north-east of the USA and its impact
on gas and middle distillate stocks changed
market players’ perception significantly. As a
result, they squared out their long position in
the products futures market, which, in turn,
exerted pressure on product prices. The crack
spread of gasoil against the WTI benchmark
in the US Gulf dropped from $13.44/b in early
January to $9.83/b late in the same month. A
similar trend was followed by jet/kero. In the
middle of last month, some of the market play-
ers shifted their attention to the gasoline mar-
ket developments, but gasoline stock-builds in
the last two weeks have weakened gasoline’s
physical and futures prices and narrowed the
crack spread of gasoline versus WTI crude.
Despite these bearish developments, most mar-
ket analysts are still optimistic about the turn
of market sentiment due to the heavy refinery

maintenance schedule in the next two to three
months and the phasing out of methyl terti-
ary-butyl ether (MTBE) reformulated gasoline,
which may have an adverse impact on gasoline
supply. Furthermore, higher-than-normal winter
temperatures have also further deteriorated the
low-sulphur fuel oil discount against WTI crude
oil, and it has dropped to minus $17.30/b from
minus $14/b in the latter part of December.

European market

Following the freezing weather, slowing
gas and fuel oil supply from Russia and lower
middle distillate arbitrage cargoes from the
Middle East, many market players had expected
European product prices to surge significantly
in January. The bearish developments in the
US market have undermined the European
product market. Gasoline prices rose in mid-
January because of higher exports to the USA,
but they declined later and reduced the gaso-
line crack spread to $11.8/b from $14.30/b in
early January. In the same month, naphtha was
the weakest product category due to sluggish
demand from the petrochemical industry.

Middle distillate prices, which were lifted
by a cold snap, failed to consolidate them-
selves, and the recent sliding of gasoil prices
was mainly attributed to bearish developments
in the US distillate stocks and falling futures
markets. Despite the weakness in gasoil, the
jet fuel market looks promising due to refinery
maintenance and fear of a supply shortage in
the next months. The crack spread of jet/kero
against the Brent benchmarkiis still above $13/b.

R Revised since last issue.

As far as the fuel oil market is concerned,
low-sulphur fuel oil was supported by European
utility company's demand, which switched to
fuel oil from gas due to a cut in Russian natural
gas supply. High-sulphur fuel oil was also sup-
ported by reduced former Soviet Union (FSU)
exports via Baltic and Black Sea ports due to
higher domestic demand in Russia and other
FSU states amid sub-zero temperatures there.

Despite the
in gasoil, the
market looks

due to refine
maintenance
of a supply s

Asian market

The Asian product market lost its strength
in the latter part of January as the freezing
weather in north-east Asia dissipated and arbi-
trage opportunity to the west remained closed.
In that month, due to ample supply from India
and the Middle East as well as the unplanned
shut-down of ethylene units in Taiwan and
Korea, the naphtha crack spread against the
Dubai benchmark fell into negative territory.
The crack spread might be able to recover
in the short term, and as arbitrage cargoes
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returning from the west deteriorated the bear-
ish outlook further. Similarly, the seasonal fall
in gasoline demand eroded the gasoline crack
spread versus Dubai crude oil in January. The
gasoline crack spread slipped from $9.39b in
early January to $4.54/b in early February. Due
to reduced Chinese exports and unplanned
refinery shut-downs, the Asian gasoline mar-
ket sentiment may improve in the next months.
The middle of the barrel complex prices, which
were lifted by cold weather in north-east Asia,
and a draw on kerosene stocks in Japan, have
lost their strength recently. This situation
could weaken further, especially for gasoil, as
Pertaminaslashedits dieselimport for February
by half to parity 3 million barrels (m b) and has
not yet announced its import plans for March.

With regard to the bottom of the barrel com-
ponent, high demand by Japanese utility plants
helped low-sulphur waxy residue prices, but due
to an inflow of more than 2.5 million tonnes of
Western cargoes, high-sulphur fuel oil is under
pressure, andits crack spread versus the Dubai
crude dropped to minus $11.5/b. Heavy refin-
ery maintenance in Asia may provide support
in the second quarter.

The oil futures market

The crude oil futures contract closed the final
days of last yearon a bullish note. Concern over
possible supply disruptions from Nigeria along
with outages of natural gas supply from Russia
into some parts of Europe supported the bull-
ish market sentiment.

pncern in the
al arena amid
y disruptions

Nigeria and
ather halting
sian exports
he contango.

Hence, the Nymex WTI front-month closed
the first weekly period at $63.14/b for a gain of
8.5 per cent. The Commodity Futures Trading
Commission (CFTC) reported that non-commer-
cialshoosted long positions by a hefty 11,200 lots
tonarrow the net short positions to 14,400 lots
fromthe 24,400 the week before, with the open
interest building up by a healthy 31,000 lots.

The bullishness continued into the second
week on rising tensions in the Mideast geopo-
litical arena amid a supply drop from Nigeria
and continuing draws on crude oil stocks in
the USA. The Nymex prompt futures contract
closed the second weekly period at $63.37/b for
amarginal gain of 23¢. Nonetheless, the CFTC's
second weekly period reported that non-com-
mercial funds have increased longs by another
significant volume of 13,000 lots, narrowing
the net short gap to over 700 contracts amid
a hefty rise in open interest which was inflated
by a considerable 43,000 lots.

Inthe third weekly period, Nymex WTI front-
month contracts soared to close at $66.31/bon
rising tensions in the geopolitical arena and
continued draws on crude oil stocks. However,
fund-sell offs for profit-taking inspired by the
forecast for mild US weather kept some balance
in the futures market. The CFTC report showed
non-commercials widened net-shorts by a mar-
ginal 950 to over 1,600 lots. Open interest was
inflated by 16,600 lots to nearly 910,000 con-
tracts.

The stride continued into the fourth week
on rising tensions in the Middle East which
made the Nymex WTI futures contracts surge
to $67.06/b on unseasonably warm weather
in most parts of the USA amid a hefty one-day
drop in natural gas futures of nearly eight per
cent. However, the CFTC reported that non-
commercial contracts increased long positions
while reducing shorts to flip into net long for
the first time since September. Open interest
edged insignificantly lower to 908,000 lots.

In the final weekly period, the Nymex WTI
front-month surged 86¢ to close the last day in
January at $67.92/b. The perception that OPEC
would keep supply flowing at 25-year high lev-
els, amid bearish US weekly data, balanced the
upward trend inspired by tensions in the geopo-

litical arena amid rising fear of supply disrup-
tions from the Middle East and West Africa. The
CFTC reported that non-commercials moved
deeper into net longs reaching nearly 20,000
lots ona moderate rise in the long and a signifi-
cant drop in the short positions. Open interest
climbed further to reach 950,000 after a gain
of nearly 43,000 lots.

In January 2006, concern in the geopoliti-
calarena amid supply disruptions from Nigeria
and cold weather halting some Russian exports
narrowed the contango. The 15/2" month
average in January 2006 narrowed by 14¢ to
65¢/b with the later months narrowing further.
The 1°/6' 12" and 18" month average slipped
by 29¢, 56¢, and 77¢/b, despite healthy crude
oil stocks in the USA at a weekly average of
320m b, or some 27m b over January 2005.
Moreover, the contango remained as US refin-
eries scheduled heavy maintenance in the sec-
ond quarter which had been delayed to boost
supplies to ease disruptions caused by the dev-
astating hurricanes.

The tanker market

After falling for the second consecutive month
to hit a 24-month low in December, OPEC spot
fixtures picked up sharply in the third week of
January to touch a three-year high. Reported
OPEC spot fixtures increased from an aver-
age of 12m b/d in the first half to more than
22m b/d in the second, resulting in a monthly
average of 17.5m b/d, almost 6m b/d or 52 per
cent higher than the previous month. The sig-
nificant jump in OPEC spot fixtures in the third
week contributed largely to the tightness of the
tanker market. Almost 80 per cent or 4.6m b/d
of the growth in OPEC spot fixtures was driven
by the Middle East with eastbound leading the
growth with 3.3m b/d to average 7.2m b/d and
westbound doubling to 2.6m b/d. The surge in
eastbound fixtures is attributed essentially to
Japan, which experienced a severe winter, and
to increasing purchases from China.
Consequently, OPEC’s share of global spot
fixtures moved from 60 per cent in November-
Decemberto 72 percentinJanuary. In contrast,



non-OPEC spot fixtures showed a decline of
700,000 b/d or nine per cent to stand at nearly
6.9m b/d, the lowest levelin the last two years.
Following the significant spike in the OPEC
area, global OPEC and non-OPEC spot fixtures
increased by 5.3m b/d or 28 per cent to aver-
age 24.5m b/d, the highest level since March
2005. Preliminary estimates show that sailings
from the OPEC area increased by 1.1m b/d or
five per cent to 24.16mb/d with the Middle East
accountingfor 17.9m b/d, which corresponds to
a growth of 400,000 b/d or two per cent over
the previous month. Compared to the corre-
sponding month of last year, sailings from the
Middle East were unchanged. Arrivals in the
US Gulf and US East Coasts and the Caribbean
as well as in North-West Europe inched up
by 300,000 b/d or three per cent to average
10.9mb/dand 8.2mb/d, respectively. However,
arrivals at the Euro-Mediterranean region and
Japan continued to fall for the second consec-
utive month to stand at around 4m b/d each,
which corresponds to a drop of 400,000 b/d
and 200,000 b/d, respectively. In the case of
North-West Europe, the size of the decline was
almost equivalent to the increase of the previ-
ous month.

The tanker market weakened significantly
in the first half of the month due to negligible
activity since many charterers were still out
of the market after the New Year holidays. As
a result, there was a plentiful supply, with the
30-day availability of very large crude carriers
(VLCCs) in the Middle East reaching 85 units
in the first two weeks. Freight rates for cargoes
moving from the Middle East plummeted to
Worldscale 90s for eastbound and westhound
long-haul voyages. Nevertheless, an exception-
ally active market in the third week saw freight
rates surge, especially for tankers moving from
the Middle East to the east, to double by the
end of the month from the four-month low hit
on January 12, following a brisk surge in book-
ings before the Chinese New Year as charterers
began to cover early February stems.

Westbound VLCC freightratesalsoimproved
but at alower pace compared to eastbound. On
a monthly basis, VLCC rates on both routes
averaged W132 and W98, respectively, which

corresponds to a drop of 25 and 28 points com-
pared to December 2005 levels. The fall in the
VLCC sector led to reduced profits of Suezmax
and Aframax owners, with Suezmax rates fol-
lowing the same movement and declining by
30 per cent to stand at W170 for tankers trad-
ing between West Africa and the US Gulf Coast
and W164 for transatlantic cargoes. Contrary to
VLCCs, Suezmax rates began to firm almost one
week later as many charterers started to switch
to Suezmax due to the high rates for VLCCs.
However, despite the drop in the VLCC and
Suezmax sector, freight rates remained higher
than the January 2005 levels, especially in the
VLCCs which rose 86 per cent on the Middle
East/eastbound route and 40 per cent on the
Middle East/westhound route.

Similarly, the Aframax sector softened with
rates losing 34 per cent in the Mediterranean
Basin and from there to North-West Europe
to average W187 and W184, respectively, as
Bosporus Strait delays began to ease. Due to
limited activity, the Caribbean and Indonesia/
US West Coast routes saw rates slide by nearly
80and 28 points to hit W271and W242, respec-
tively. In contrast to the VLCC and Suezmax sec-
tors, the sharp decline in Aframax rates made
January 2006 averages lower than those of the
previous year, except for the Indonesia/US East
Coast route.

Contrary to crude oil, the tanker market for
products was very active with rates supported
by cold winter weather rebounding in January
2006. Rates for cargoes of 30,000-50,000 dwt
on the Middle East/east route increased by 26
points to average W363, while on the Singapore/
eastroute, rates gained three points toreach an
all-time high of W394, driven by high demand,
especially from Japan, which experienced very
low temperatures. The strong demand for elec-
tricity substantially increased fuel oil demand
in Asia-Pacific and led to a growth in imports
following a severe winter in north-east Asia.
Tankers moving from the Caribbean and North-
West Europe to the USA enjoyed gains of 67
and 24 points, respectively, to average W375
and W336, thanks to strong imports from the
USA, especially for distillates, which reached
a five-year record of 700,000 b/d. The highest

increase in freight rates was displayed across
the Mediterranean and from there to North-West
Europe on the back of the tightness in tonnage
supply as a result of high demand in combina-
tion with bad weather in the Baltic and delays
in the Bosporus Strait. Rates on both routes
increased by around 100 points to hit all-time
high averages of W410 and W420, respectively.
Compared to January 2005, freight rates for
products were higher, except for tankers trad-
ing between North-West Europe and US East
and Gulf Coasts.

The tanker m
for products
very active

rates suppor
cold winter
rebounding i

World oil demand

Estimate for 2005

World oil demand growth in 2005 has been
revised down by 100,000 b/d to just below 1m
b/d, due to the release of data showing lower
fourth-quarter figures for many regions, which
reveal weaker growth at the end of the year.
This represents a 1.2 per cent y-o-y rise and
a yearly average of 83.1m b/d. As mentioned
before, the source of the revision can be almost
entirely traced back to the lower demand figures
of the last quarter of last year when revisions
to OECD as well as non-OECD regions resulted
in a sizeable 600,000 b/d downward correc-
tion that wiped off all growth for the quarter.
On a regional basis, demand estimates for
OECD North Americaand Western Europe were
lowered by approximately 200,000 b/d each,
while for non-OECD Asia, the Middle East and
China demand estimates were revised down by
approximately 200,000 b/d, 100,000 b/d and
100,000 b/d, respectively.
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According to the latest inventory report
by the EIA, total petroleum deliveries to the
USA fell by 60,000 b/d, or 0.3 per cent, during
2005. Even though there was a marked drop
in product deliveries in the months following
Hurricanes Katrina and Rita, weak demand was
already present in the first half of the year as
product supplies contracted during February,
April, May and July showing below-average
growth rates in January and March of last year.
The latest data shows that demand recov-
ered in December rising an estimated 1.4 per
cent y-o-y; however, very preliminary figures
indicate another contraction of 1.2 per cent in
January 2006.

If the estimated contraction in US demand
for the whole of 2005 materializes, which
would account for more than 80 per cent of
total North American growth, the region could

to the latest

60,000 b/d
during 2005.

actually show a negative demand growth rate
astheincrease in Mexico’s consumption will be
offset by the drop in demand for the USA and
Canada. In Western Europe latest figures show
a y-o-y drop in demand for the final months of
2005, especially in December, despite the harsh
winter temperatures.

With the freezing temperatures, many
waterways used for the transportation of petro-
leum products via barge have been frozen, dis-
rupting the normal flow of supplies and enforc-
ing the use of onsite inventories. Thus, we
estimate that demand should pick up inthe next
months in order to replenish depleted stocks.
Oil demand in China estimated from ‘appar-
ent demand’ for oil — ie production of crude

plus net trade of crude and products, under the
assumption of zero stock changes — indicates
only a marginal 500,000 b/d y-0-y gain with
the latest available data pointing to a contrac-
tion duringthe last three months of 2005. With
production levels fairly stable, the meagre rise
in Chinese demand last year can be traced back
to the trade side. For the first eleven months of
2005, product exports increased, on average
nearly 200,000 b/d, while net crude imports
showed only a marginal 400,000 b/d increase
over 2004.

OECD

Oildemand in OECD countries was revised
down by around 100,000 b/d with respect to
the last assessment and is estimated to have
grown by 200,000 b/d, or 0.3 per cent, to aver-
age 49.7m b/d in 2005. Nonetheless there is
anincreased chance that the region will expe-
rience a contraction in demand for the whole
of 2005 as preliminary data on the USA and
Western Europe, whichis not yet incorporated
in this report, indicates a y-o-y contraction.

According to the latest figures, OECD
inland deliveries of petroleum products for
the period January-November 2005 rose by a
slight 20,000 b/d which translates into a y-o-
y change of 0.1 per cent and a period average
of 45.7m b/d. Not surprisingly, gasoil/diesel
requirements rose by 210,000 b/d, or 1.7 per
cent, during the 11-month period with a large
share of the increase originating in Western
Europe followed by North America. Kerosene
and naphtha requirements grew by 70,000 b/d
or1.8 percentand 30,000 b/d or one per cent
during the period.

Gasoline requirements showed a surprising
decline as the modest rise in North American
consumption of 0.6 per cent was offset by
the continued and sizeable 4.1 per cent fall in
demand in Western Europe. LPG consumption
shrank by 200,000 b/d or 4.1 per cent as high
gas prices encouraged substitution wherever
possible. LPG consumption suffered the big-
gest relative declinein North America, dropping
5.6 per cent; however, consumption also fell a
considerable 4.4 per cent in Western Europe
but rose by one per cent in the OECD Pacific.

Residual fuel oil requirements for the period
January-November fell by 1.3 per cent as the 4.6
per cent rise in consumption in North America
was offset by a 6.4 per cent and 3.1 per cent
drop in Western Europe and OECD Pacific.

Developing countries

Developing countries oil demand s forecast
torise by 700,000 b/d or 3.4 per cent to aver-
age 22.1m b/d for the whole of 2005. Developing
countries contribution to total world oil demand
growth is estimated at approximately three
quarters — higher in relative terms than the 34
per cent share in 2004 but lower compared to
the nearly 1m b/d growth seen in the group last
year. Therefore, itis so essential that the assess-
ment on developing countries captures as much
as possible real demand patterns, despite the
difficulties posed by the reliability, timeliness
and availability of the data.

Preliminary data continues to come in
strong for the first half of the year with first-
quarter y-o-y growth assessed at 900,000 b/d
or 4.3 per cent followed by another 800,000
b/d or 3.7 per cent during the second quar-
ter. Latest third-quarter demand figures, sub-
ject to sizeable revisions, show a deceleration
in growth to 700,000 b/d or three per cent;
however, estimates for the last three months
of the year indicate a considerably lower
growth of 2.5 per cent as preliminary fig-
ures indicate a sizeable lower fourth-quarter
demand in Asia and to a lesser extent in the
Middle East.

Yet, the lion’s share of demand growth in this
group will originate in non-OECD Asia and the
Middle Eastern countries where consumption is
projected torise by 200,000 b/d or 2.6 per cent
and 300,000 b/d or 5.6 per cent, respectively.

In South-East Asia, reductions in subsidies
seem to have slashed consumption in several
countries, and this might be one of the reasons
for the observed drop in demand growth dur-
ing the third and fourth quarter when consump-
tion rose by only 1.6 per cent and 0.6 per cent
y-0-y. Oil demand in Latin America and Africa
is projected to increase by around 100,000
b/d each; however, in relative terms demand
growth in Latin America is estimated at only



2.2 per cent while in Africa consumption will
increase by almost 3.6 per cent.

Other regions

Other regions total oil demand growth is
projected at a mere 80,000 b/d or 0.7 per cent
toaverage 11.3mb/d for the year. Chinese appar-
ent demand growth has heen revised down
many times in a row and now stands at 30,000
b/d or 0.5 per cent for a yearly average of 6.6m
b/d. Accordingto the latest production and trade
data, apparent demand in China seems to have
fallen marginally. The fall can be traced back to
the 5.6 per cent decline in Chinese net imports
during 2005. Disaggregating the datainto crude
and products shows that net petroleum product
imports fell by nearly 40 per cent or 200,000
b/d while crude oil imports decreased by only
1.3 per cent y-0-y.

Ontheother hand, oil production, the other
component of the apparent demand equa-
tion, shows a growth of 4.2 per cent, rising
by 150,000 b/d to 3.63m b/d. FSU's apparent
demand has been revised up slightly for the
fourth quarter following declines of 0.6 per cent
and 3.1 percentinthe second andthird quarters
that offset a promising 8.1 per cent y-o-y rise
during the first quarter of 2005. The upward
revision came on the back of the freezing tem-
peratures that boosted demand for electricity
generation and the switching to fuel oil as an
alternative fuel. Apparent oil demand growth
estimate for Other Europe (a group consisting
of several Central European states) remains
unchanged at 30,000 b/d or 3.5 per cent.

Forecast for 2006

Average world oil demand is projected to
grow by 1.6m b/d or 1.9 per cent to average
84.6m b/d for 2006, marginally lower than the
last assessment. Oil consumption is expected to
risein all major regions with the sole exception
of Other Europe where demand is expected to
contract marginally. North America will contrib-
ute the bulk of consumption growth within the
OECD countries where demand is projected to
rise by 500,000 b/d or slightly less than one
per cent to average 50.1m b/d over the entire
year. Demand for oil in the North American

region is estimated to rise by 350,000 b/d
or 1.4 per cent y-o-y to average 25.8m b/d
accounting for more than three-fourths of the
total OECD growth. The remaining one-fourth
of the growth will originate in Western Europe
and OECD Pacific with estimates indicating
y-0-y demand growth of 0.4 per cent and 0.5
per cent, respectively.

Developing countries demand — slightly
lower than in 2005 but still in line with the
trend of the last decade — is projected to grow
by 600,000 b/d or 2.9 per cent to average
22.8m b/d. Within developing countries, non-
OECD Asia’s oil demand growth of 320,000
b/d or 3.8 per cent will account for half of the
total growth, with the remaining half shared by
Middle East, Latin America and Africa where
forecasts show a y-o-y rise of 2.5 per cent, 2.1
per cent and 2.8 per cent, respectively. China’s
apparentdemand growth of 400,000 b/d or six
per cent will make up about one-fourth of total
world oildemand growthin 2006 and nearly 85
per cent of the projected Other regions’ growth
of 460,000 b/d.

On a quarterly basis, world oil demand
will average 85.4m b/d during the first quarter
of 2006 — higher than the preceding quarter
(83.9m b/d) as well as the following (2Q06)
when demand is projected to see a seasonal
drop of more than 1.9m b/d to 83.4m b/d. As for
the third quarter of 2006, the forecast calls for
a rise of 600,000 b/d with respect to the pre-
vious quarter to average 84m b/d. This should
be followed by another 1.8m b/d increase in
demand in the last quarter of the year with
total demand estimated at 85.8m b/d.

World oil supply
Non-OPEC

Estimate for 2005

Non-OPEC supply in 2005 is expected to
average 50.2m b/d, representing anincrease of
200,000 b/d over 2004. Baseline revisions to
the 2004 and 2005 estimate have resulted in
a slight upward adjustment to the overall level
of non-OPEC supply.

Revisions to the 2004/05 estimate

The full year estimate for 2004 has been
revised up 70,000 b/d as recent historical data
for Malaysia, Argentina, and Oman indicates
that baseline oil supply in these countries was
slightly higher than previously assessed. For
2005, the level of non-OPEC supply has also
been revised up 56,000 b/d due to the impact
of historical revisions as well as actual data for
some countries for 3Q05 and 4Q05. Upward
revisions in Brazil, Colombia, Ecuador, Cuba,
Suriname, Oman, and Kazakhstan have been
partially offset by downward revisions in the
USA, Norway, Denmark, Australia, and Malaysia.
The first, second, and third quarters of 2005
have been revised up by 77,000, 75,000, and
97,000 b/d, respectively, whilst the fourth quar-
ter has been revised down 25,000 b/d.

Forecast for 2006

Non-OPEC oil supply in 2006 is expected
to average 51.5m b/d, an increase of 1.4m b/d
over 2005, and broadly unchanged versus the
last assessment. The impact of historical revi-
sions, unplanned shutdowns during January as
well as minor adjustments to the outlook for
Norway, Australia, India, Malaysia, Argentina,
Brazil, Colombia, Ecuador, and Sudan have
resulted in a negligible revision to the overall
growth forecast. Onaquarterly basis, non-OPEC
supply is expected to average 50.7mb/d, 51.2m

The greatest
uncertainty r
the expected

recovery for
of Mexico prc

b/d, 52.7m b/d and 51.5m b/d, in the first, sec-
ond, third and fourth quarter, respectively, rep-
resenting a downward revision of 131,000 b/d
and 48,000 b/d in the first and second quar-
ters, and an upward revision of 92,000 b/d and
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109,000 b/d in the third and fourth quarters,
respectively. The greatest uncertainty remains
the expected path of recovery for US Gulf of
Mexico (GoM) production.

December 2005 non-OPEC supply is esti-
mated at 50.7m b/d. In January 2006, a total
0f 500,000 b/d of oil production was affected
due to extreme weather conditions in Russia,
technical faults in some fields in Norway and
Kazakhstan, cyclone activity in Australia, and a
brief oil workers’ strike in Argentina. An addi-
tional 400,000 b/d were shut in the US GoM.
These losses, however, are expected to be par-
tially offset by new supplies from other coun-
tries, and most of them will return in February
and March.

OECD

OECD oil supply is expected to average
20.5mb/d, representinganincrease of 170,000
b/d versus the previous year, but slightly lower
versus last month’s report. The outlook for
Norway has been revised down primarily due
to the impact of recent unplanned shut-downs,
whilst the outlook for Australia has been revised
due to recent losses related to cyclone activity.

nal hurricane
s in NGL and
e crude bring

losses closer
550,000 b/d
in January.

USA

US oil supply is expected to average 7.4m
b/din 2006, anincrease of 140,000 b/d versus
2005. GoM losses during the month of January
averaged 390,000 b/d, a slight improvement
from December; at the time of writing shut-in
production was 364,000 b/d. However, addi-
tional hurricane losses in NGL and onshore

crude bring total US losses closer to 550,000
b/d in January. The last production data avail-
able (January) indicates that total US oil sup-
ply averaged 7.2m b/d, or 170,000 b/d higher
than in December 2005. This level is also the
same as our forecast for 1Q06.

The greatest uncertainty/risk remains the
expected path of recovery of US GoM produc-
tion. Production is expected to increase from
1.1m b/d at present to 1.7 1.8m b/d by the end
of 2006 once current shut-in oil is brought
back on stream and new projects start. Our
assumptions for losses in the GoM in 1Q06 and
2Q06 remain unchanged at 300,000 b/d and
200,000 b/d, respectively, as well as 50,000
b/d of permanent losses, but these are likely to
be adjusted in the coming months.

Threeimportant Gulf projects are expected
to start: Thunder Horse (3Q06), Constitution
(3006) and Atlantis (4Q06). Recent announce-
ments by operators suggest that all of these
are on schedule including the restart of Mars
(3Q06), but as always the timing is subject to
revisions in both directions.

Mexico and Canada

Mexican oil supply is expected to average
3.8mb/d in 2006, flat from 2005. The last pro-
duction data available (December) indicates
that Mexican oil supply averaged 3.8m b/d. A
number of reports indicate that a sharp decline
is expected imminently at the Cantarell field,
which produces around 54 per cent of total
Mexican oil supply. Whilst it is true that the
field hasreached aninflection point, its decline,
which actually may have started last year, is
likely to be gradual and on average partly com-
pensated by increases in other fields. In May
last year, the short-term outlook for Mexican
oil supply was downgraded, precisely to reflect
declining production at Cantarellin the foresee-
able future.

The outlook for Canada remains unchanged,
with oil supply expected to average 3.3m b/d
in 2006, representing an increase of 250,000
b/d versus 2005. However, monthly production
levels have been running ahead of forecasts,
which may end up taking the 2006 estimate
slightly higher.

Western Europe

Total oil supply in Western Europe is
expected to average 5.43mb/d in 2006, a drop
of 240,000 b/d versus 2005. Last year was
disappointing for Norwegian production due
to accidents, prolonged shut-downs, deeper
maintenance, and project delays; however,
2006 has not started any differently.

Norwegian oil supply is expected to aver-
age 2.9m b/d this year, a drop of 50,000 b/d
versus 2005. Since the start of 2006, a number
of unplanned shut-downs at several fields have
beenannounced, including the Visund field (35
kb/d — January 19) which is expected to take
until April to be resolved.

The latest shut-downs include Kvitebjorn
field (60,000 b/d — February 9) and Heidrun
(140,000 b/d — February 15) both of which are
expected to be down for a few days. As aresult,
the growth forecast has been revised down a
slight 12,000 b/d based on preliminary esti-
mates. A total of 3m b of oil and condensate
production may be deferred from January to
February.

UK oil supply is expected to average 1.7m
b/d, which represents a drop of 160,000 b/d
versus 2005. The growth forecast was revised
down last month on the basis of observed pro-
duction declines and the potential impact of
reduced investment, particularly in marginal
fields following the recent tax hike. Having said
this, it remains uncertain what the ultimate
impact of the new fiscal system on production
will be this year and next. Danish oil supply is
expected to average 360,000 b/d in 2006, a
drop of 20,000 b/d versus 2005.

Asia Pacific

Qil supply in the Asia Pacific region is
expected to average 580,000 b/d in 2006,
or 10,000 b/d higher than in 2005. Australian
oil supply is expected to average 520,000
b/d, unchanged from last year but a down-
ward revision of 26,000 b/d versus last
month. During January, Australian oil supply
was affected by cyclone activity prompting
the shut-down of Mutineer and Cossack fields
affecting 100,000 b/d of production during
the entire month.



Developing countries

Oil supply in the developing countries (DCs)
is expected to average 13.3m b/d, an increase
of 700,000 b/d over 2005. The outlook for
India, Malaysia, Argentina, and Sudan has been
revised slightly down, the impact of which has
been offset by upward revisions to the outlook
of Brazil, Colombia, and Ecuador.

The most recent monthly production data
forIndia shows an unusual performance follow-
ing the fire at the Bombay High development
hub last year. It is clear that some production
has been recovered, but the data still shows
production averaging significantly less than
expected, the cause of which remains unknown.
As aresult we may have to err on the conserva-
tive side for the outlook for 2006, and so have
revised down the outlook for growth by 18,000
b/d leaving Indian oil supply growth in 2006
broadly unchanged from 2005. Qil supply in
Malaysia averaged 900,000 b/d in 4Q05, or
43,000 b/d lower than expected and this has
resulted in a lower base for 2006.

Malaysian oil supply has remained at
700,000-800,000 b/d for the last ten years; its
performance has been fairly consistent and has
tended to fluctuate according to the timing of
new projects as well as the maintenance at exist-
ingdevelopments,amongothers. Going forward,
oil supply is expected to drop slightly in 2006
versus 2005 and then recuperate in 2007 and
beyond, driven by several deepwater projects,
starting with Kikeh (120,000 b/d in 4Q07).

The outlook for Argentina has been revised
down due to a lower base in 4Q05, the impact
of production losses resulting from the recent
strike, and a higher assumption for the decline
rate in mature fields. Argentina’s oil supply is
now expected to average 710,000 b/d, repre-
senting a drop of 50,000 b/d versus 2005 and
a revision of 20,000 b/d versus last month.
In Sudan, oil supply is expected to average
510,000 b/d, an increase of 170,000 b/d from
2005 but a downward revision of 10,000 b/d.
The revision reflects additional information of
the ramp up of the Adar Yale project in the first
half of 2006. By the end of 2006, total oil pro-
duction should reach 600,000 b/d.

Onthe positive side, Colombian oil produc-

tion has been performing slightly better than
expected for several months as local produc-
ers benefit from reduced fiscal take, marginal
opportunities, and current prices. Oil supply
is now expected to average around 530,000
b/din 2006, unchanged versus 2005. In Brazil,
baseline revision to the 2005 estimate has
led to a positive adjustment of 39,000 b/d
in 2006. Having said this, recent news indi-
cate that the start up of the P 50 (1Q06) plat-
form is now planned for April, slightly later
than previously assumed. However, its ramp
up as well as that of the Jubarte P 34 (1Q06)
and Golfinho (2Q06) fields through the next
six months is still expected to contribute to a
growth rate of 220,000 b/d versus last year,
and possibly more, taking Brazilian supply to
2.21m b/d in 2006.

Other regions

Total FSU oil supply is expected to average
just under 12m b/d, an increase of 400,000
b/dversus 2005. The forecast for Other regions
(Other Europe and China) remains broadly
unchanged, with total oil supply expected to
be 3.7m b/d in 2005 representing an increase
of 60,000 b/d from 2005.

Russia

Russian oil supply is expected to average
9.6m b/d in 2006, an increase of 180,000 b/d
versus 2005 and broadly unchanged from last
month. January data shows that cold weather
reduced Russian output by 180,000 b/d versus
December 2005. As a result, the 1Q06 forecast
has been revised down a slight 20,000 b/d to
9.52m b/d.

The direction of the drop is inline with the
seasonal trend, but the absolute level of the
drop was much higher than expected which
reflects a weaker underlying production base
and lack of momentum compared to previous
years. In prior years, many oil producers were
growing production even under adverse condi-
tions by exporting via rail, or other non-water
channels during the winter period. In January
2006 the situation proved to be different as
only a handful of producers are delivering lim-
ited growth.

Interestingly, there are widely contrasting
views about Russian growth in 2006: based on
the estimated average growth of major Russian
companies and Sakhalin, y-o-y growth could be
higher than four per cent, while the Ministry’s
forecast puts total growth at one to two per
cent, and some think it could be negative. On
the one hand, the government now controls
some 3m b/d of production and their plan is
to maintain modest production growth. On the
other, private Russian companies are benefiting
from the positive price environment, and most
are not short of opportunities and are able to

Russian oil sup
expected to av
9.6m b/d in 20

increase of 18(
versus 2005 a
unchanged fro
month.

make corporate profits. However, the current
fiscal regime for export duties as well as the
sub-soil law are unlikely to improve in 2006
limiting some upstream investments and large
scale developments, as well as developments
that depend on high costs rail exports. Finally,
Yukos and Sibneft are not likely to lose produc-
tion in 2006 — capital investment is expected
to increase in the core remaining assets.

Caspian, China

Azeri oil production is expected to aver-
age 600,000 b/d in 2006, an increase of
180,000 b/d versus 2005. Kazak oil produc-
tion is expected to average 1.28m b/d in 2006,
an increase of 50,000 b/d over last year and
broadly unchanged from the previous month.
January data shows Kazak production averaging
1.2m b/d, down from December levels prima-
rily because lower production at Karachaganak
and Tengiz fields. Elsewhere, oil production in
China is forecast to average 3.7m b/d in 2006,
an increase of 50,000 b/d versus 2005.
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Table E: OPEC crude oil production, based on secondary sources

2004 2005 2Q05 3Q05 4Q05
Algeria 1,228 1,350 1,343 1,366 1,375
Indonesia 968 941 944 933 935
IR Iran 3,920 3,924 3,946 3,937 3,914
Iraq 2,015 1,831 1,841 1,968 1,681
Kuwait 2,344 2,505 2,506 2,527 2,547
SP Libyan A) 1,537 1,642 1,634 1,654 1,665
Nigeria 2,352 2,414 2,423 2,423 2,475
Qatar 7T 795 793 796 805
Saudi Arabia 8,982 9.404 9,456 9,498 9,438
UAE 2,360 2,445 2,398 2,476 2,511
Venezuela 2,576 2,631 2,633 2,611 2,589
OPEC-10 27,043 28,050 28,077 28,222 28,253
Total OPEC 29,058 29,881 29,918 30,189 29,935

Totals may not add, due to independent rounding.

OPEC NGLs and non-conventional oils

The growth forecasts for OPEC NGL pro-
duction in 2005 and 2006 remain unchanged
at200,000 b/d and 330,000 b/d, respectively.
This increase should result in average produc-
tionof 4.3mb/din2005and 4.62mb/din 2006
(see Table D).

OPEC crude oil production

Total OPEC crude oil production averaged
29.7mb/din]January, afallof 170,000 b/d from
last month, according to secondary sources (see
Table E).

FSU net oil exports (crude and products)

In 2005, FSU net oil exports are expected
to average 7.7m b/d, an increase of 430,000
b/d versus 2005. The forecast for 2006 shows
net exports averaging 8.1m b/d, which repre-
sents an increase of 340,000 b/d over 2005
(see Table F).

Rig count

Non-OPEC

Non-OPEC rig count stood at 2,772 rigs in
January, which represents anincrease of 97 rigs
compared to the previous month. Of the total,

265 rigs were operating offshore and 2,507
onshore. In terms of oil and gas split, 840 rigs
were drilling for oil, an increase of seven from
the previous month, while the rest was drill-
ing for gas. Regionally, North America gained
86 rigs and Western Europe gained seven rigs,
while the Middle East, Africa, Latin America and
rest of Asia gained three rigs. The average rig
count in 2005 was 2,479 rigs, one of the high-
est levels in 20 years.

OPEC

OPEC rig count was 304 in January, repre-
sentinganincrease of sixrigs over the previous
month. Gains took place in Saudi Arabia (six)
and UAE (two), which were partially offset by
declines in other OPEC Countries. In terms of
oil and gas split, there were 245 oil rigs oper-
ating in January and the rest was gas rigs.

Qil trade

OECD

Preliminary data shows that crude oil
imports by OECD countries in January increased
by 390,000 b/d or 1.2 per cent over the previ-
ous month to reach 31.7m b/d, but remained
unchanged compared to a year earlier. In the

1,000 b/d

Nov 05 Dec 05 Jan06 Jan/Dec
1,375 1,376 1,372 -4.2
938 932 923 -9.2
3,900 3,910 3,890 -20.0
1,713 1,578 1,546 =31.3
2,543 2,542 2,565 23.5
1,665 1,668 1,667 -1.7
2,496 2,475 2,438 -37.2
808 808 808 0.7
9,458 9,423 9,400 -22.7
2,510 2,514 2,500 -14.2
2,585 2,597 2,543 =53.7
28,278 28,244 28,105 -138.5
29,990 29,822 29,652 -169.8

same period, product imports saw a marginal
growth of 14,000 b/d to hit 10.9m b/d. All
together, crude oil and products increased by
one per centto 42.6mb/d. Exports edged up by
0.4 per cent to 15.4 m/d divided roughly into
equal parts of crude oil and products. Compared
to the previous January, total exports were
almost 900,000 b/d lower.

As aresult, net OECD crude oil net imports
grew by 352,000 b/d or 1.5 per cent over
December to average 24.3m b/d in January,
whilst products remained almost stable at 2.79
b/d. However, compared to the same month last
year, crude oil and product net imports were,
respectively, 590,000 b/d and 160,000 b/d
higher.

For the whole of 2005, OECD crude oil
imports dropped 2.8m b/d or nine per cent to
average 28.3mb/d and products stayed at 9.8m
b/d. With crude exports declining by 1.3m b/d
or 17 per cent and products by 200,000 b/d or
2.5 per cent, total OECD net imports in 2005
fell to 14.3m b/d.

In terms of crude oil suppliers, the Former
Soviet Union (FSU) came out on top in January
with more than 17 per cent, followed by Saudi
Arabia with 16 per cent, compared to a respec-
tive 13.4 per centand 13 per cent in the previous
January. On a yearly basis, Saudi Arabia’s share



stood at 14.4 per cent and FSU's at 15.3 per
cent followed by Norway with 7.2 per cent and
Mexico with 6.8 per cent. Venezuela remained
the main supplier of products with more than
seven per cent inJanuary 2006, followed by the
Netherlands and FSU with 5.4 per cent each.

USA

In January, US crude oil imports fell by
580,000 b/d or 5.7 per cent to average 9.6m
b/d, while products increased by 251,000 b/d or
seven per cent to 3.8m b/d, leading to total oil
imports of 13.4m b/d. Compared to a year ear-
lier, crude oil imports declined by 200,000 b/d
while product imports surged by almost Im b/d
or35percent. With exports of crude oiland prod-
ucts remaining stable at 900,000 b/d, US net
imports fell by 340,000 b/d to 12.6m b/d with
crude oil at 9.6mb/d and products at 2.9m b/d.

For the whole year 2005, crude oil net
imports showed a minor slide of 83,000 b/d
to remain at 10m b/d compared to 2004 and
products moved up by 220,000 or ten per cent
to 2.37m b/d, resulting in total net imports of
12.37m b/d.

Canada with 22 per cent and Mexico with
21 per cent remained the main suppliers of US
crude oil followed by Saudi Arabia with 14 per
cent and Nigeria with 13 per cent. It is worth
noting that Canada’s and Mexico's share went
up from 34 per cent to 43 per cent between
December and January. On ayearly basis, among
the main suppliers, only Canada saw its share
increase to 20 per cent in 2005 from 16 per
cent in 2004, while Mexico, Saudi Arabia and
Nigeria saw their shares stable at 18 per cent,
14 per cent and 13 per cent, respectively.

Japan

Japan's crude oil and product imports
remained almost stable at 4.2m b/d and
900,000 b/d, respectively, in January.
Nevertheless, comparedtoayearearlier,Japan’s
crude oilimports displayed a growth of 150,000
or 3.7 per cent y-o-y. Despite the growth in crude
oil, total oil imports were 45,000 b/d lower
than in the previous year as product imports
declined by 195,000 b/d in one year. With total
oil exports remaining stable at 300,000 b/d,

Table D: OPEC NGL production, 2002-06

m b/d
2002 2003 2004 04/03
3.62 371 4.09 0.38
1Q05 2Q05 3Q05 4Q05
4.22 4.27 4.32 4.37
2005 05/04 2006 06/05
430 0.20 4.62 033

Japan’s oil netimports stayed almost unchanged
at 4.82mb/d inJanuary compared to the previ-
ous month. However, when compared to a year
earlier, Japan’s oil net imports were 250,000
b/d or five per cent lower as a result of a sharp
decline of 400,000 b/d in products.

On average, Japan's crude oil net imports
increased by 80,000 b/d or two per cent in
2005to average 4.1mb/d and products dropped
by 110,000 b/d to 600,000 b/d, leadingto total
net oil imports of 4.70m b/d against 4.73m b/d
in 2004.

Middle Eastern countries remained the
mainsuppliers of Japan’s crude oil in 2005, with
SaudiArabiaaccounting for 28 per cent, UAE for
26 per cent, Iran for 12 per cent, Qatar for nine
per cent, Kuwait for eight per cent and Oman for
five per cent. InDecember 2005, Saudi Arabia’s
share reached 35 per cent. Similarly to crude oil,
UAE and Saudi Arabia remained Japan’s main
product suppliers with 20 per cent and 17 per
cent, respectively, followed by Korea with ten
per cent and USA with eight per cent.

China

In December, China’s crude oil imports
increased by almost 140,000 b/d or 5.5 per
cent to average 2.66m b/d, offsetting the drop
of nearly the same size displayed in November.
When compared to the same month last year,
crude oil imports were 200,000 b/d or seven
per cent lower. Product imports continued to
increase to reach 970,000 b/d, 48,000 b/d
higher than the previous month but 2.5 per cent
lower than a year earlier. China’s exports con-
tinued toincrease, averaging 640,000 b/d with
73 per cent crude oil and 27 per cent products.

Table F: FSU net oil exports m b/d

1Q 2Q 3Q 4Q Year
2002 5.14 584 585 549 558

2003 5.87 6.75 6.72 6.61 6.49
2004 7.17 7.30 7.38 7.37 7.31
2005 7.49 7.73 7.80 7.87 7.72
2006 7.77 8.26 8.21 8.01 8.06

1. Forecast.

As a result, China's total net imports of crude
oil and products together grew by 82,000 b/d
to average 3.0m b/d.

Onayearly basis, China's crude oil imports
growth fell from 35 per cent in 2004 to just 3.5
per cent in 2005, resulting in average imports
of 2.6m b/d. Product imports declined by
almost 13 per cent to average 900,000 b/d as
result of the almost zero growth in the demand
Consequently, China’s net crude oil imports

Middle Easte
countries re
the main supy

Arabia accou
28 per cent.

increased by just 1.4 per cent or 34,000 b/d
to average 2.4m b/d, while products decreased
by 27 per cent or 195,000 b/d to 500,000 b/d
in 2005, resulting in a drop of 5.2 per cent or
160,000 b/d to 2.9m b/d in total net crude oil
and product imports.

In December 2005, Saudi Arabia was the
main supplier of China’s crude oil with 20 per
cent followed by Angola with 16 per cent, Russia
with 13 per cent and Iran with 11 per cent. For
the whole 2005, Saudi Arabia saw its share ris-
ing from 14 per cent in 2004 to almost 18 per
cent in 2005, with the volume climbing by 30
per cent. Most of the countries saw their shares
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increasing, especially Congo, which emerged
as one of the main suppliers with nearly five
per cent of China’s total crude oil imports. In
contrast, Oman’s share fell from more than 13
per cent in 2004 to less than nine per cent in
2005, correspondingto a decline of 31 per cent
involume, leaving the second position of main
supplier to Angola.

India

Afterincreasingby 48,000 b/din November,
India’s crude oil imports continued to increase
by almost the same rate to reach almost 2.0m
b/d in December, while products remained
roughly unchanged at around 200,000 b/d,
which led to total crude and product imports
of 2.2mb/d, two per cent higher than the previ-
ous month. On the export side, India exported
400,000 b/d of products in December, which
was 17,000 b/d lower than the previous month,
making India a net exporter of products. With
net crude oil imports just below 2m b/d and
net product exports of 200,000 b/d, India’s
total net oil imports increased by 58,000 b/d
to 1.7m b/d.

For the whole of 2005, India’s crude oil
imports averaged 2.0m b/d against 1.9m b/d,
which corresponds to an increase of 4.7 per
cent, while product exports fell from almost
200,000 b/dm b/d 150,000 b/d, a drop of 25
per cent. Consequently, total crude and prod-
uct net imports increased by 140,000 b/d to
stand at 1.9m b/d.

aged 2.0m b/d

.9m b/d, which
responds to an
of 4.7 per cent.

Stock movements

USA

The deficit in total commercial oil stocks in
the USA in December turned into a surplus in
January, increasing by 12.6m b or 400,000 b/d
tostand at1,022.2mb. This trend was prompted
by considerable gasoline and middle distillate
stock-builds pushingthe y-o-y surplus to around
seven per cent and eight per cent above the
five-year average. Crude oil stocks registered
a slight decline (see Table G).

Crude oil inventories fell a slight 600,000
b to 321.0m b in January versus the previous
month. This development occurred amid a dip
in refinery throughput, which was offset by
a reduction in crude oil imports. Refineries
operated at a utilization rate of 87 per cent,
a drop of two per cent from December. Crude
oil imports fell from an average 10.1m b/d in
December tojust 9.7m b/d in January on lower
spot arbitrage shipments and a fall in refinery
capacity due to the maintenance. Commercial
crude oil stocks still show a healthy level of
26m b or 8.7 per cent higher than this time in
the previous years and 30m b or 11 per cent
abovethe last five-year average. Days of forward
cover remained almost unchanged at 22 days,
but two days higher when compared to a year
earlier as well as the 2000-2004 average. As
a larger than typical level of refinery capacity
is forecast to be offline in the first quarter of
this year, the outlook for crude stocks contin-
ues to look rosy.

On the product side, the focus of the mar-
ket has changed from heating oil to gasoline as
inventories were below the previous year. But
last week showed a strong stock build adding
around 15m b since the beginning of this year.
In early January, gasoline inventories stood at
worrisome levels indicating a y-o-y deficit of
three per cent, but now have reached 219.0m
b, anincrease of 7.4m b or two per cent above
last year and four per cent more than the last
five-yearaverage. Thisincrease was mainly due
to continued high imports as gasoline produc-
tion fell in line with lower refinery runs. Total
imports were 603,000 b/d inJanuary, up by 23

per cent compared to last year as Europe con-
tinued to send its cargoes across the Atlantic.

Although the picture looked healthy when
considering the absolute level, the forward
cover was below the last five-year average.
Moreover, gasoline yields remained at a high
58 per cent leaving little room for refiners to
switch production from distillate. At the same
time, domestic output is expected to fall in the
coming weeks as spring maintenance is esti-
mated to be heavier than normal. In the com-
ing weeks, gasoline stocks should be carefully
monitored, with a lot depending on the ability
of Europe to supply the US market as well as
any sudden surge in gasoline demand.

Regarding distillate stocks, they remained
at comfortable levels from the previous month.
In fact, distillate inventories are currently at
136.3m b, a surplus of 7.4m b or 15 per cent
above the previous year and ten per cent
higher than the last five-year average. Heating
oil showed an even healthier picture with a
y-0-y surplus of 33 per cent and 19 per cent
above the last five-year average. This coun-
ter-seasonal movement was due to shrinking
demand as a result of the mild winter in the
USA. Warmer-than-normal weather allowed dis-
tillate demand to fall by around 100,000 b/d
from January 2004. The healthy picture is not
likely to change much in the coming weeks as
the winter season is about to end and refiners
will direct their focus on gasoline.

US commercial oil stocks in the week ended
February 3, 2006 witnessed a further build of
2.6m b to stand at 1,025.0m b on the back of
a strong 4.3m b build in gasoline inventories,
while crude oil and middle distillates expe-
rienced a marginal draw of 300,000 b. At
320.7m b, US commercial crude oil stocks
remained well above the upper end of the range
for this time of year by some 30m h. Crude
inputs averaged 14.5m b/d, down 203,000 b/d
from the previous week as some refineries
continues to undergo maintenance. This cor-
responds to a refinery utilization of 85.8 per
cent, a drop of 1.2 per cent. Gasoline invento-
riesjumpedto223.4mb, arise of 6.6mbfroma
yearagoand 13.2mbabove last year's average.
This increase was mainly due to high imports



Table G: US onland commercial petroleum stocks!

Dec 2, 05
Crude oil (excl.SPR) 320.3
Gasoline 202.6
Distillate fuel 130.6
Residual fuel oil 39.6
Jet fuel 42.8
Total 1,025.7
SPR 685.6

1. Atend of month, unless otherwise stated.

2. Latest available data at time of report’s release.

Table H: Western Europe onland commercial petroleum stocks!

Crude oil

Mogas

Naphtha

Middle distillates
Fuel oils

Total products
Overall total

1. Atend of month, and includes Eur-16.

Table I: Japan’s commercial oil stocks!

Crude oil
Gasoline

Middle distillates
Residual fuel oil
Total products
Overall total?

1. Atend of month.
2. Includes crude oil and main products only.

Dec 30, 05

321.6
204.3
128.9
38.3
43.5
1,009.6
684.6

Nov 05

472.5
140.4

26.8
389.3
115.4
645.0

1,144.3

Oct 05

114.0
14.2
49.5
21.2
84.9

198.9

Jan 27, 06

321.0
219.0
136.3
40.9
44.6
1,022.2
683.7

Dec 05

473.7
144.4
24.2
382.6
111.5
638.5
1,136.4

Nov 05

111.0
14.3
47.6
19.9
81.8

192.8

Change
Jan/Dec

-0.6
14.7
7.4
2.6
1.1
12.6
-0.9

Jan 06

482.1
145.2
25.1
381.9
112.2
639.3
1,146.4

Dec 05

104.8
12.2
35.2
18.0
65.4

170.2

Jan 27, 05

288.2
218.7
122.2

413

42.4
967.5
679.0

mb
Change

Jan 06/Dec 05 Jan 05
8.4 466.3

0.8 152.4

0.9 26.5

-0.7 361.8

0.6 108.8

0.7 623.0

10.0 1,115.8

mb

Feb 3, 062

320.7
223.3
136.0
41.2
45.0
1,025.0
683.9

Source: US/DoE-EIA.

Source: Argus, Euroilstock.

Change

Dec 05/Nov 05 Dec 04

-6.2
=24
-12.4
=1.9
-16.4
-22.5

117.5
12.9
40.0
19.5
72.3

189.8

Source: MITI, Japan.
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which reached 1.13m b, 32 per cent above this
time last year. Distillate stocks inched lower to
136.0m b, but are still at a comfortable level of
18 per centand 14 per cent above last year and
the last five-year average. An increase in low-
sulphur distillate fuel (diesel fuel) inventories
was more than compensated by a larger decline
in high-sulphur distillate fuel (heating oil).

Western Europe

Total oil stocks in Eur-16 (EU-15 plus
Norway) experienced a build inJanuary increas-
ing by 10.0m b or 300,000 b/d to stand at
1,146.4mb, reversing the down-trend of the last
two months. This level was 30.6m b or three
per cent higher than that registered a year ago
and nine per cent higher than the last five-year
average. The bulk of this build came from crude
oil which increased by 8.4m b (see Table H).

| 0il stocks in
experienced
|GRLBELUE]RY

ing by 10.0m
0,000 b/d to
1,146.4m b.

Lower refinery runs, which were at 12.3m
b/d or 400,000 b/d below the previous month’s
level, combined with plentiful availability of
crude from Russia and the Middle East, was
behind this build. Refineries were operating at
a utilization rate of 93.7 per cent, up from the
96.7 per cent experienced in December 2005.
Several refineries had slowed runs in recent
weeks after margins slumped compared with
the level registered during the second quarter
of last year. With this build, crude oil stocks
are currently about 16m b or three per cent
higher than this time a year ago and nine per

centabove the last five-year average. This trend
should continue to rise in the coming months
as crude runs are likely to remain lower and
West African production should recover (see
Table H).

On the product side, gasoline stocks rose
a slight 800,000 b to 145.4m b after climbing
by 4.5m b in December 2005, leaving them at
a y-o-y deficit of about 8.0m b. Usually, gaso-
line stocks build at the beginning of the year,
but high exports to the USA have left invento-
ries well below year-ago level. Distillate stocks,
which include heating oil, diesel and jet fuel,
fell only 700,000 b to 381.9m b mainly due
to stronger heating oil demand caused by the
severe cold weather across most of Europe. This
slight draw does not appear bullish as the sur-
plusoverthe same period a year earlier remains
higher at 20.1m b or 5.6 per cent, and ten per
cent higher than the five-year average.

Japan

Oil inventories in Japan witnessed a
stronger drop in December than in the same
month last year, falling by 22.5m b or 800,000
b/d to 170.2m b. This was ten per cent lower
than a year ago and three per cent lower than
the last five-year average. The bulk of this draw
came from middle distillates followed by crude
oil (see Table I).

Total commercial oil inventories continued
to experience a seasonal drop for the second
consecutive month. Crude oil stocks contrib-
uted to this draw decreasing by 6.2m b to stand
at 104.8m b. This corresponds to a significant
y-o-y decline of nearly 11 per cent, and around
two per centless than the 2000-2004 average.
In spite of a boost in imports by ten per cent
and 7.1 per cent on a monthly and y-o-y basis,
crude oil stocks slumped due mainly to higher
refinery runs which inched up by 4.6 per cent
in order to meet the growing demand resulting
fromthe hard winterin northern Asia. The use of
crude for direct burning by Japanese power gen-
erators doubled in December to 190,000 b/d.

Total major product inventories (gasoline,
middle distillates and residual fuel oil) wit-

nessed a substantial draw of nearly 16m b over
November to stand at 65.4m b, a decline of 9.6
per cent relative to December 2004, despite
the fact that the refinery utilization capacity
jumped from 88.2 per cent in October to 93.5
per cent in December. The sharp stock-draw
was driven to stand 12 per cent lower than the
same month last year.

The prolonged severe winter in Japan
boosted the demand for kerosene and heating
fuels. Kerosene stocks were slashed by 32.4
per cent compared to the previous month to
stand at 20.63m b, with sales reaching the
highest levelin 50 years. However, middle dis-
tillates remained about two per cent above the
five-year average. Improved refinery utilization
and higher output were not enough to coun-
terbalance the impact of increased demand.
Gasoline and residual fuel oil showed a more
moderate drop of around 2m b from the pre-
vious month to stand at 12.2m b and 18.0m b,
respectively.

Balance of supply/demand

Estimate for 2005

The demand for OPEC crude in 2005 (a-b)
hasbeenrevised down to28.6mb/d from 28.8m
b/d last month, but still represents an increase
of 600,000 b/d from 2004. In particular, the
required crude for the fourth quarter has been
revised down by 600,000 b/d to 29.5m b/d,
compared with average OPEC production dur-
ing the quarter of 29.9m b/d (see Table )).

Forecast for 2006

For 2006, the demand for OPEC crude is
expected to average 28.5m b/d, representing a
downward revision of 200,000 b/d versus last
month. The new forecast shows that demand for
OPEC crudeis expected at 30.2m b/d in the first
quarter, 27.6m b/d in the second, 27.9m b/d in
the thirdand 28.3m b/d in the fourth, represent-
ing a downward revision of 100,000 b/d in the
second, 300,000 b/d inthe third, and 400,000
b/d in the fourth quarter, respectively. &%



Table J: World crude oil demand/supply balance m b/d

1Q06 2Q06 3Q06 4Q06

World demand 2001 2002
OECD 48.0 48.0
North America 24.0 24.1
Western Europe 153 15.3
Pacific 86 86
Developing countries 19.7 20.2
FSU 3.9 3.7
Other Europe 0.8 038
China 47 50
(a) Total world demand 77777
Non-OPEC supply

OECD 21.8 21.9
North America 14.3 14.5
Western Europe 6.7 6.6
Pacific 0.8 0.8
Developing countries 11.0 11.4
FSuU 85 93
Other Europe 0.2 0.2
China 33 34
Processing gains 1.7 1.7
Total non-OPEC supply 46.5 47.9

OPEC NGLS and non-conventionals 3.6 3.6

(b) Total non-OPEC supply
and OPEC NGLS

OPEC crude supply and balance
OPEC crude oil production* 27.2 253

50.1 516

Total supply 773 769
Balance? 0.2 -08
Stocks

Closing stock level (outside FCPEs)m b
OECD onland commercial 2630 2476
OECD SPR 1288 1347
OECD total 3918 3823
Oil-on-water 830 816
Days of forward consumption in OECD
Commercial onland stocks 55 51
SPR 27 28
Total 82 79
Memo items

FSU net exports 46 56
[(@) — (b)] 27.0 26.2

1. Secondary sources.
2. Stock change and miscellaneous.

2003

48.6
24.5
15.4
8.7
20.4
3.8
0.8
5.6
79.2

21.6
14.6
6.4
0.7
11.5
10.3
0.2
3.4
1.8
48.8
3.7

52.5

27.0
79.5
0.2

2517
1411
3928

883

51
29
79

6.5
26.7

2004

49.5
25.3
15.6
8.5
21.4
3.8
0.9
6.5
82.1

213
14.6
6.1
0.6
12.0
11.2
0.2
3.5
1.8
49.9
4.1

54.0

29.1
83.1
1.0

2558
1450
4008

904

52
29
81

7.3
28.1

1Q05
50.6
25.5
15.6
9.5
21.8
3.9
0.9
6.5
83.7

20.9
14.4
6.0
0.5
12.4
11.4
0.2
3.6
1.9
50.3
4.2

54.6

29.5
84.0
0.3

2546
1462
4009

927

52
30
82

7.5
29.2

2Q05 3Q05

48.7
25.3
153
8.1
22.2
3.7
0.9
6.6
82.1

20.9
14.6
5.7
0.6
12.6
11.5
0.2
3.6
1.9
50.5
4.3

54.8

29.9
84.7
2.7

2626
1494
4120

928

53
30
84

7.7
27.3

493
25.5
15.7
8.1
22.2
3.8
0.9
6.4
82.6

19.8
13.7
55
0.6
12.6
11.6
0.2
3.6
1.8
49.7
4.3

54.0

30.2
84.2
1.6

2642
1494
4136

922

53
30
83

7.8
28.6

4Q05
50.1
25.5
15.7
8.8
22.3
4.0
0.9
6.7
83.9

19.7
13.6
5.6
0.6
12.8
11.9
0.2
3.6
1.9
50.0
44

54.4

29.9
84.3
0.4

2597

1483

4080
956"

51
29
80

7.9
29.5

2005

497
25.5
15.6
8.6
22.1
3.9
0.9
6.5
83.1

20.3
141
5.7
0.6
12.6
11.6
0.2
3.6
1.9
50.1
4.3

54.4

29.9
84.3
13

2597

1483

4080
956*

52
30
81

7.7
28.6

50.9
25.9
15.6
9.4
22.4
4.0
0.9
7.0
853

20.2
141
5.6
0.5
13.0
11.8
0.2
3.6
1.9
50.7
4.5

55.2

7.8
30.2

49.1
25.6
153
8.2
22.7
3.7
0.9
7.0
83.4

20.4
14.4
55
0.6
13.1
11.9
0.2
3.7
1.9
51.2
4.6

55.8

8.3
27.6

49.6
25.7
15.8
8.1
22.8
3.9
0.8
6.8
84.0

20.2
14.5
51
0.6
13.5
121
0.2
3.7
1.9
515
4.7

56.1

8.2
27.9

50.8
26.0
15.9
9.0
23.1
4.1
0.8
6.9
85.8

21.1
15.0
55
0.6
13.7
12.1
0.2
3.7
1.9
52.7
4.8

57.5

8.0
28.3

2006

50.1
25.8
15.6
8.7
22.8
3.9
0.9
6.9
84.6

20.5
14.5
5.4
0.6
133
12.0
0.2
3.7
1.9
51.5
4.6

56.1

8.1
28.5

Note: Totals may not add up due to independent rounding.
* Estimated.

Table | above, prepared by the Secretariat’s Energy Studies Department, shows OPEC’s current forecast of world supply and demand

for oil and natural gas liquids.

The monthly evolution of spot prices for selected OPEC and non-OPEC crudes is presented in Tables One and Two on page 78,
while Graphs One and Two (on page 79) show the evolution on a weekly basis. Tables Three to Eight and the corresponding
graphs on pages 80-81, show the evolution of monthly average spot prices for important products in six major markets. (Data for
Tables 1-8 is provided by courtesy of Platt’s Energy Services).

OPEC bulletin 1-2/06

~
~



Market Review

OPEC bulletin 1-2/06

~
(o]

Table 1: OPEC Reference Basket crude oil prices, 2005-2006 $/b

January
Crude/Member Country Mar Apr May Jun July Aug Sept Oct Nov Dec 1W 2w 3W 4w 5W 5Wav

Arab Light - Saudi Arabia ~ 46.85 48.68 47.09 52.47 53.46 58.24 57.63 54.65 51.55 52.84 55.38 57.10 58.42 60.05 60.15 58.22

Basrah Light - Irag 46.21 4574 4457 50.59 52.24 57.10 55.68 51.39 48.07 49.15 53.00 54.17 55.48 56.81 57.29 55.35
BCF-17 - Venezuela 32.86 32.73 32.39 37.48 44.07 46.15 50.79 47.51 41.33 42.34 46.29 46.34 47.37 49.55 49.73 47.85
Bonny Light - Nigeria 53.15 53.18 50.23 55.93 58.40 65.49 65.60 60.74 57.18 57.91 60.76 62.40 64.12 65.74 65.99 63.80

Es Sider - SP Libyan Al 49.71 49.67 47.90 53.15 55.71 60.27 60.39 58.25 54.92 57.14 58.94 60.34 61.70 63.26 63.29 61.51
Iran Heavy - IR Iran 46.50 46.06 43.25 49.60 51.07 55.69 55.10 51.73 49.28 50.88 53.93 55.84 57.09 58.74 58.87 56.89

Kuwait Export - Kuwait 46.42 47.89 4636 51.15 51.31 55.18 54.60 51.76 49.19 50.83 53.50 55.29 56.53 58.16 58.26 56.35

Marine - Qatar 46.53 48.23 46.66 52.27 53.57 57.49 58.37 55.80 53.17 54.72 56.90 58.72 59.86 61.51 61.62 59.72
Minas - Indonesia 54.30 55.96 50.34 55.01 56.17 61.07 60.27 58.64 53.87 54.43 58.63 62.19 63.19 65.55 65.63 63.04
Murban - UAE 49.90 52.35 51.03 55.16 57.05 61.78 62.68 59.30 56.13 57.47 59.74 61.68 62.73 64.33 64.41 62.58

Saharan Blend - Algeria ~ 52.59 51.98 48.69 54.41 57.30 63.67 63.30 59.48 56.15 57.65 60.96 62.50 64.02 65.77 65.88 63.82

OPEC Reference Basket 49.07 49.63 46.96 52.04 53.13 57.82 57.88 54.63 51.29 52.65 55.51 57.13 58.43 60.12 60.25 58.29

Table 2: Selected OPEC and non-OPEC spot crude oil prices, 2005-2006

January
Crude/Member Country Mar Apr May Jun July Aug Sept Oct Nov Dec 1W 2W 3W  4W  5W  5Wav

Arab Heavy - Saudi Arabia  41.81 43.33 42.21 48.34 4883 52.02 51.57 49.03 47.40 49.16 51.41 53.22 54.43 56.07 56.39 54.30

Brega - SP Libyan A 52.11 51.67 48.36 54.03 56.77 63.72 62.57 58.75 56.01 57.12 61.00 62.37 62.98 64.07 64.80 63.04
Brent — North Sea 52.60 51.87 48.90 54.73 57.47 64.06 62.75 58.75 55.41 57.02 60.80 62.17 62.78 63.87 64.70 62.86
Dubai - UAE 45.60 47.24 45.68 51.37 52.78 56.55 56.41 54.20 51.63 53.22 55.53 57.36 58.55 60.22 60.48 58.43
Ekofisk — North Sea 52.34 51.68 48.85 55.03 57.59 63.92 62.55 59.22 55.76 57.54 60.91 61.89 62.99 64.84 64.99 63.12
Iran Light - IR Iran 48.50 48.42 45.53 52.37 53.86 60.41 58.74 54.38 51.31 53.20 56.07 57.52 59.01 60.48 60.73 58.76
Isthmus - Mexico 47.52 47.13 45.05 51.48 53.85 59.66 59.92 55.64 51.57 52.77 56.34 57.37 58.80 59.73 59.29 5831
Oman -Oman 46.95 48.22 46.70 52.20 53.42 57.46 58.24 55.52 52.78 54.21 56.38 58.18 59.41 61.01 61.40 59.28
Suez Mix - Egypt 44.58 44.81 4311 48.88 51.64 56.01 5591 52.83 49.29 51.59 53.72 55.47 57.28 5838 58.17 56.60

Tia Juana Light! - Venez. ~ 43.50 43.27 41.67 48.19 49.10 54.22 53.87 51.48 48.77 49.23 52.23 53.19 54.51 55.38 54.97 54.06
Urals — Russia 47.92 47.89 46.27 51.87 54.95 58.64 58.23 55.80 52.38 54.63 56.58 58.14 59.71 61.05 60.98 59.29

WTI - North America 54.09 53.09 50.25 56.60 58.66 64.96 65.28 62.67 58.42 59.36 62.58 63.75 65.72 66.93 66.95 65.19

Note: As of June 16, 2005 (ie 3W June), the OPEC Reference Basket has been calculated according to the new methodology as
agreed by the 136" (Extraordinary) Meeting of the Conference.

1. Tia Juana Light spot price = (TJL netback/Isthmus netback) x Isthmus spot price.

Kirkuk ex Ceyhan; Brent for dated cargoes; Urals cif Mediterranean. All others fob loading port.

Sources: The netback values for TJL price calculations are taken from RVM; Platt's Oilgram Price Report; Reuters; Secretariat’s calculations.



Graph 1: Evolution of the OPEC Reference Basket crudes, October 2005 to January 2006
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Graph 2: Evolution of spot prices for selected non-OPEC crudes, October 2005 to January 2006 $/b
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Note: As of June 16, 2005 (ie 3W June), the OPEC Reference Basket has been calculated according to the new methodology as agreed by the
136" (Extraordinary) Meeting of the Conference.
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Graph and Table 3: North European market — spot barges, fob Rotterdam $/b

regular  premium

e e unl 87 e sl e el ol 1% gasoline  gasoline dies_el . fuil oil fuelooil

naphths e prom 50PPM ot kero s fuiel ofl 3.5%5 unleaded  50ppm ultra light jet kero 1%S 3.5%S

95 2005 January 51.32 47.72 52.89 55.54 55.05 26.68 23.54
85 February 54.49 49.69 55.53 58.33 58.05 27.78 25.48
March 62.33 55.94 62.03 69.30 68.81 34.06 30.09

& April 6162 6129 6855 7038 7167 3559 3453
65 \—/ May 54.65 56.14 62.85 64.51 64.90 34.56 33.79
// June 57.23 61.88 69.54 73.02 72.32 35.01 34.86
s / July 6122  67.78 7654 7460 7402 3774  36.71
45 August 69.12 75.37 84.28 80.15 79.78 41.70 39.25
September  74.77 82.32 92.35 83.28 83.78 46.70 41.86

3 October 7156 6881 7764 8154 8127 4694 3998
25 November  62.65 59.58 67.03 71.05 69.50 42.01 37.50
15 December 65.20 60.82 68.24 69.25 70.00 41.75 37.54

Jan  Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan 2006 January 73.50 67.85 76.37 73.79 76.16 45.19 4221
2005 2006

Graph and Table 4: South European market — spot cargoes, fob Italy

premium premium

naphtha 7€M 50PPM s UL 01 1.0%S gasoline gasoline diesel fuel oil fuel oil

premun| 95 me—iese| {0 0il 3.5%5 unl 95 50ppm ultra light 1%S 3.5%S

95 2005 January 41.69 45.72 53.17 58.75 28.69 21.80

85 February 44.26 48.28 56.09 59.29 29.59 24.79

. March 51.34 54.23 62.87 73.26 35.31 29.07

April 51.05 59.51 68.88 71.44 38.31 33.67

65 May 44.97 53.58 61.99 64.90 35.99 32.20

June 46.94 59.95 68.85 73.65 38.33 33.59

> July 50.79 na 72.99 T74.14 41.03 35.08

45 August 58.32 na 83.45 80.97 43.55 37.73

September 62.01 na 88.35 84.73 48.43 41.43

» October 58.43 na 75.86 81.66 4539 39.15

25 November 51.20 na 64.69 69.80 41.91 35.57

15 December 53.71 na 67.95 70.64 43.53 35.02

Jan Feb  Mar Apr May Jun Jul  Aug Sep Oct Nov Dec Jan 2006 January 59.23 na 75.71 74.58 47.98 39.62
2005 2006

Graph and Table 5: US East Coast market — spot cargoes, New York $/b, duties and fees included
regull'ar fuel oil fuel oil
asoline uel o1 uel o1
R ;zgig:g e jg:ts‘f;lm ;Ei z“ﬁgg;/:g L ungleaded 87 gasoil jet kero 0.3%S 2.2%S
95 2005 January 51.67 51.84 55.50 58.76 36.87 27.62
85 February 51.32 51.57 57.00 57.64 40.57 2891
March 60.28 58.57 65.62 66.52 43.66 32.22
& April 61.50 63.04 65.76 66.31 46.23 35.36
65 May 57.38 60.37 62.04 62.05 44.83 36.50
June 63.29 66.13 70.25 70.60 47.52 37.00
55 July 66.58 72.37 69.84 70.32 51.82 36.92
45 August 79.97 83.13 77.86 79.41 58.94 39.44
September  89.92 93.13 85.92 90.26 65.40 44.29
35 October 71.63 72.41 85.13 88.48 64.45 45.28
P November  61.67 61.14 72.03 71.47 56.36 39.73
December 66.97 65.79 72.08 73.56 58.75 41.93
15Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan 2006 January 72.61 71.85 74.01 77.00 55.77 44.99

2005 2006

na not available.
Source: Platts. Prices are average of available days.
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Table and Graph 6: Caribbean market — spot cargoes, fob

P T T e T

2005 January 49.21 53.75 56.75 23.62 22.60 105

February 47.01 55.09 56.83 24.91 24.25 95

March 58.11 64.23 66.41 28.22 27.50 85

April 59.86 6331 66.87 31.36 31.64

May 56.34 58.95 62.57 32.50 3164 s

June 67.54 67.54 7032 33.00 3258 65

July 61.63 68.93 70.60 32.92 32.54 o

August 74.08 76.21 79.54 35.44 33.76

September  83.80 86.35 94.80 40.29 39.47 ®

October 65.85 87.54 101.92 41.28 39.37 35 N
November 58.23 70.47 71.86 35.73 33.49 25 /

December 62.83 71.27 73.56 37.93 37.15 15
2006 January 67.61 73.77 77.25 40.99 40.34 Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan
2005 2006
Table and Graph 7: Singapore market — spot cargoes, fob $/b
premium  premium
gasoline  gasoline diesel fuel oil fuel oil
5 q — M) UN| Q5 —iese| e fuel 0il 180 Cst
unl 95 unl 92  ultra light jet kero 180 Cst 380 Cst Naphiha e prem unl 62 et kero == fuel oil 380 Cot
2005 January 4134 4757 4687 5221 5110 2808 2661 95
February 44.61 54.27 53.70 56.72 54.54 30.35 29.28 85
March 50.74 59.47 58.72 68.34 66.33 34.13 33.61
April 49.85 61.50 60.23 69.39 63.39 38.30 37.75 &
May 44.76 54.46 53.37 63.83 63.39 38.00 37.18 65
June 45.71 59.65 58.38 72.42 68.93 39.34 38.11
July 49.62 6470 6343 7248 7007 4027 3876 2
August 58.17 73.19 72.52 74.92 75.84 42.39 41.35 45
September  61.73 79.40 78.39 80.77 79.16 47.35 46.68
October  57.80  69.10  67.91  77.28 7571 4542 4578 35
November 53.19 60.87 59.48 66.50 64.78 43.80 42.91 25
December 53.77 61.01 59.89 69.10 70.37 43.68 42.48 s
2006 January 58.26 66.78 65.42 77.61 77.02 46.72 45.33 Jan  Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan
2005 2006
Table and Graph 8: Middle East Gulf market — spot cargoes, fob $/b
) . fuel oil
gasoil jet kero 180 Cst Naphtha o jet ker0 e gasoil s fuel 0il 180 Cst
2005 January 44.99 45.60 47.68 25.20 95
February 47.71 50.10 52.24 27.39 85
March 54.66 59.83 63.74 29.44 7
April 53.98 61.36 69.00 34.54
May 47.91 56.45 61.09 34.75 65
June 50.08 65.62 66.98 36.24
July 53.53 66.78 67.66 37.05 =
August 60.39 68.09 73.42 40.05 45
September 65.28 71.78 75.70 44.71
October 62.50 67.97 7133 42.41 »
November 54.78 57.69 60.91 39.00 25
December 56.99 60.23 66.97 37.57 15
2006 January 64.19 64.95 72.85 40.82 Jan  Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan
2005 2006

na not available.
Source: Platts. Prices are average of available days.
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Forthcoming events

11" Asia Upstream 2006, March 8-9, 2006, Singapore. Details: Global
Pacific & Partners, Suite 27, 78 Marylebone High Street, Marylebone, London
W1U 5AP, UK. Tel: + 44 (0)20 7487 3173; fax: + 44 (0)20 7487 5611; e-mail:
info@glopac.com; Web site: www.petro21.com.

Well and reservoir surveillance/management in a $60 oil price world,
March 12-15,2006, Bandar SeriBegawan, Brunei Darussalam. Details: Society
of Petroleum Engineers, Suite B-11-11, Level 11, Block B, Plaza Mont'Kiara, Jalan
Bukit Kiara, Mont'Kiara, 50480 Kuala Lumpur, Malaysia. Tel: +60 3 6201 2330;
fax: +60 3 6201 3220; e-mail: spekl@spe.org; Web site: www.spe.org.

Negotiating upstream oil and gas contracts, March 13-17, 2006, London,
UK. Details: CWC Associates Limited, 3 Tyers Gate, London SE1 3HX, UK. Tel:
+44 (0)20 7089 4163; fax: +44 (0)20 7089 4201; e-mail: bookings@thecwc-
group.com; Web site: www.thecwcgroup.com.

LNG San Antonio 2006, March 15-17, 2006, San Antonio, TX, USA. Details:
CWC Associates Limited, 3 Tyers Gate, London SE1 3HX, UK. Tel: +44 (0)20
7089 4163; fax: +44 (0)20 7089 4201; e-mail: bookings@thecwegroup.com;
Web site: www.thecwcgroup.com.

GIOGIE 2006: 5" Georgian international oil, gas, energy and infrastruc-
ture conference & showcase, March 16-17, 2006, Thilisi, Georgia. Details:
ITE Group Plc, 105 Salusbury Road, London NW6 6RG, UK. Tel: +44 (0)20 7596
5233/5000; fax: +44 (0)20 7596 5106; e-mail: oilgas@ite-exhibitions.com;
Web site: www.gioge.com.

Indian oil & gas conference 2006, March 22-24, 2006, New Delhi, [ndia.
Details: The Conference Connection Administrators Pte, 105 Cecil Street, #07-
02 The Octagon, 069534 Singapore. Tel: +65 6222 0230; fax: +65 6222 0121;
e-mail: info@cconnection.org; Web site: www.cconnection.org.

7t" Middle East geosciences conference and exhibition, March 27-29,
2006, Bahrain. Details: Overseas Exhibition Services, 12" floor, Westminster
Tower, 3 Albert Embankment, London SE1 7SP, UK. Tel: +44 (0)20 7840 2136;
fax:+44 (0)20 7840 2119; e-mail: mep@oesallworld.com; Web site: www.all-
worldexhibitions.com.

0il and gas mini MBA, March 27-April 7, 2006, London, UK. Details: CWC
Associates, 3 Tyers Gate, London SE1 3HX, UK. Tel: +44 (0)20 7089 4200; fax:
+44 (0)20 7089 4201; e-mail: bookings@thecwcegroup.com; Web site: www.
thecwcgroup.com.

Latin independents forum 2006, March 28, 2006, Rio de Janeiro, Brazil.
Details: Global Pacific & Partners, Suite 27, 78 Marylebone High Street,
Marylebone, London W1U 5AP, UK. Tel: + 44 (0)20 7487 3173; fax: + 44 (0)20
7487 5611; e-mail: info@glopac.com; Web site: www.petro21.com.

TUROGE: Caspian and Black Sea oil & gas exhibition and conference 2006,
March 28-30, 2006, Ankara, Turkey. Details: ITE Group Plc, 105 Salusbury
Road, London NW6 6RG, UK. Tel: +44 (0)20 7596 5233/5000; fax: +44 (0)20
7596 5106; e-mail: oilgas@ite-exhibitions.com; Web site: www.turoge.com.

Latin petroleum: strategy briefing, March 29, 2006, Rio de Janeiro,
Brazil. Details: Global Pacific & Partners, Suite 27, 78 Marylebone High Street,
Marylebone, London W1U 5AP, UK. Tel: + 44 (0)20 7487 3173; fax: + 44 (0)20
7487 5611; e-mail: info@glopac.com; Web site: www.petro21.com.

Nigeria oil & gas 2006, April 3-5, 2006, Abuja, Nigeria. Details: CWC
Associates, 3 Tyers Gate, London SE1 3HX, UK. Tel: +44 (0)20 7089 4200; fax:
+44 (0)20 7089 4201; e-mail: dhagan@thecwcgroup.com.

IBC’S oil & gas tax 2006, April 5-6, 2006, London,UK. Details: IBC Energy
Conferences, 69-77 Paul Street, London, EC2A 4LQ, UK. Tel: +44 (0)20 7017
5518; fax: +44 (0)20 7017 4745; e-mail: lindsay.ambrose@informa.com; Web
site: www.ibcenergy.com.

Crude oil marekting & valuation, April 10-11, 2006, Phuket, Thailand,
Conference Connection Administrators Pte, 105 Cecil Street #07-02 The Octagon,
Singapore 069534. Tel: +65 62220230; fax: +65 62220121; e-mail: info@cco-
nnection.org; Web site: www.cconnection.org.

Intelligent Energy 2006, April 11-13, 2006, Amsterdam, The Netherlands,
Spearhead Exhibitions, Oriel House, 26 The Quadrant, Richmond, Surrey, TW9
1DL, UK. Tel: +44 (0)20 8439 8900; fax: +44 (0)20 8439 8901; e-mail: enquir-
ies@spearhead.co.uk; Web site: www.ie2006.com.

5% Asia/China petrochemical feedstock markets, May 15-16, 2006,
Shanghai, China. Details: Centre for Management Technology, 80 Marine Parade
Road #13-02, Parkway Parade Singapore 449269. Tel: +65 6345 7322/6346
9132; fax: +65 6345 5928; e-mail:cynthia@cmtsp.com.sg; Web site: www.
cmtevents.com.

CERI 2006 oil conference: Tight as a drum, April 23-25, 2006, Calgary,
Alberta. Details: Canadian Energy Research Institute, #150, 3512 - 33 Street
NW, Calgary, AB, Canada T2L 2A6. Tel: +1 403 282 1231; fax: +1 403 284 4181;
e-mail: jstaple@ceri.ca; Web site: www.ceri.ca.

African National Oil Companies, April 24,2006, London, UK. Details: Global
Pacific & Partners, Suite 27, 78 Marylebone High Street, Marylebone, London
W1U 5AP, UK. Tel: +44 (0)20 7487 3173; fax: +44 (0)20 7487 5611; e-mail: dun-
can@glopac.com; Web site: www.petro21.com.

African Petroleum Forum 2006, April 25-26, 2006, London, UK. Details:
Global Pacific & Partners, Suite 27, 78 Marylebone High Street, Marylebone,
London W1U 5AP, UK. Tel: +44 (0)20 7487 3173; fax: +44 (0)20 7487 5611; e-
mail: duncan@glopac.com; Web site: www.petro21.com.

11" Asia natural gas, April 25-26, 2006, Singapore. Details: Centre for
Management Technology, 80 Marine Parade Road #13-02, Parkway Parade
Singapore 449269. Tel: +65 6345 7322/6346 9132; fax: +65 6345 5928; e-
mail: cynthia@cmtsp.com.sg; Web site: www.cmtevents.com.

Energy infrastructure security & crisis management, April 25-26, 2006,
London, UK. Details; IQPC, Anchor House, 15-19 Britten Street, London, UK. Tel:
+44(0)20 7368 9301; fax: +44 (0)20 7368 9301; e-mail: enquire@oilandga-
sig.com; Web site: www.Ing-technology.com.

LNG sales contracts, April 26, 2006, Singapore. Details: Centre for
Management Technology, 80 Marine Parade Road #13-02, Parkway Parade
Singapore 449269. Tel: +65 6345 7322/6346 9132; fax: +65 6345 5928; e-
mail:cynthia@cmtsp.com.sg; Web site: www.cmtevents.com.

8" PetroAfricanus Dinner, April 26,2006, London,UK. Details: Global Pacific
& Partners, Suite 27, 78 Marylebone High Street, Marylebone, London W1U 5AP,
UK. Tel: +44(0)20 7487 3173: fax: +44(0)20 7487 5611; e-mail: duncan@glopac.
com; Web site: www.petro21.com.

World LNG technology summit 2006, April 26-27, 2006, Barcelona,
Spain. Contract risk management for power, April 26-27, 2006, London,
UK. Advanced asset acquisition and divestiture in oil & gas 2006, April
26-27, 2006, London, UK. Details: IQPC, Anchor House, 15-19 Britten Street,
London, UK. Tel: +44 (0)20 7368 9301; fax: +44 (0)20 7368 9301; e-mail:
enquire@oilandgasig.com; Web site: www.lng-technology.com.

FPSO training course, April 26-28, 2006, Houston, TX, USA. Details: IBC
Energy Conferences, 69-77 Paul Street, London, EC2A 4LQ, UK. Tel: +44 (0)20
7017 5518; fax: +44 (0)20 7017 4745; e-mail: lindsay.ambrose@informa.com.

Middle East petroleum & gas conference, April 30-May 2, 2006, Abu Dhabi,
UAE. Details: Conference Connection Administrators Pte, 105 Cecil Street #07-
02 The Octagon, Singapore 069534. Tel: +65 62220230; fax: +65 62220121;
e-mail: info@cconnection.org; Web site: www.cconnection.org. -]



Reach decision-makers through OPEC Bulletin

The OPEC Bulletin is distributed on subscription and to a selected readership in the following fields: oil and gas industry; energy and econom-
ics ministries; press and media; consultancy, science and research; service and ancillary industries. Recipients include OPEC Ministers, other
top-level officials and decision-makers in government and business circles, together with policy advisers in key industrial organizations.

The magazine not only conveys the viewpoints of OPEC and its Member Countries but also promotes discussion and dialogue among all
interested parties in the industry. It regularly features articles by officials of the Secretariat and leading industry observers. Each issue includes
a topical OPEC commentary, oil and product market reports, official statements, and the latest energy and non-energy news from Member
Countries and other developing countries.

General terms

Orders are accepted subject to the terms and conditions, current rates and technical data set out in the advertising brochure. These may
be varied without notice by the Publisher (OPEC). In particular, the Publisher reserves the right to refuse or withdraw advertising felt to be
incompatible with the aims, standards or interests of the Organization, without necessarily stating a reason.

Advertising Representatives

North America: Donnelly & Associates, PO Box 851471, Richardson, Texas 75085-1471, USA. Tel: +1 972 437 9557; fax: +1 972 437 9558.
Europe: G Arnold Teesing BV, Molenland 32, 3994 TA Houten, The Netherlands. Tel: +31 30 6340660; fax: +31 30 6590690.
Middle East: Imprint International, Suite 3, 16 Colinette Rd, London SW15 6QQ, UK. Tel: +44 (0)181 785 3775; fax: +44 (0)171 837 2764
Southern Africa: International Media Reps, Pvt Bag X18, Bryanston, 2021 South Africa. Tel: +2711 706 2820; fax: +2711 706 2892.
Orders from Member Countries (and areas not listed below) should be sent directly to OPEC.

Black & white rates (US dollars)

Multiple: 1X 3X 6X 12X
full page 2,300 2,150 2,000 1.850
1/2 (horizontal) 1,500 1,400 1,300 1,200
1/3 (1 column) 800 750 700 650
1/6 (1/2 column) 500 450 400 350
1/9 (1/3 column) 300 275 250 225
Colour surcharge Special position surcharge

Spot colour: 400 per page; 550 per spread. Specific inside page: plus 10 per cent

3 or 4 colours: 950 per page; 1,300 per spread. Inside cover (front or back): plus 35 per cent

The back cover: plus 50 per cent
Discounts
Payment sent within 10 days of invoice date qualifies for two per cent discount. Agency commission of 15 per cent of gross billing

(rate, colour, position, but excluding any charges for process work), if client’s payment received by Publisher within 30 days.

Technical data about OPEC Bulletin

Frequency: Published ten times/year.

Deadlines: Contact Publisher or local advertising representative at the address above.

Language: Advertisement text is acceptable in any OPEC Member Country language, but orders should be placed in English.
Printing/binding: Sheet-fed offset-litho; perfect binding (glued spine).

Page size: 210 mm x 275 mm (8 1/4” x 10 7/.").

Full bleed: +3 mm (Y/,") overlap, live material up to 5 mm (/") from edge.

Text block: 175 mm x 241 mm (6 /" x 9 1/.").

Readership: Estimated to be on circulation to around 6,000 readers in 100 countries.

Material: Originals preferred as film positives (right-reading when emulsion side down). Design and typesetting charged at 15 per

cent of advert cost. Artwork accepted (but deadline advanced by one week). Reversing and artwork processing charged at
cost and billed separately. Printer requires proof or pre-print.

Screen: 60 dots per inch (133dpi) +5 per cent (North America: 133 line screen).

Colour indication: Use Pantone matching scheme, or send proof (otherwise no responsibility can be accepted for colour match).

Proofs: Sent only on request; approval assumed unless corrections received within two weeks of despatch.

Payment: Due upon receipt of invoice/proof of printing, either by direct transfer to the following account number: 2646784 Credi-
tanstalt, Vienna, Austria. Or by banker's cheque, made payable to OPEC. Net 30 days. Payment may also be made by the
following credit cards: Visa, Euro Card/Master Card and Diners” Club. ]
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Order Form
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R

OPEC Bulletin

is published ten times/year and a subscription costs $70. Subscription commences with the current issue (unless otherwise requested) after receipt of

payment.

[ I wish to subscribe to the OPEC Bulletin for a one-year period

OPEC Monthly Oil Market Report

Published monthly, this source of key information about OPEC Member Country output also contains the Secretariat’s analyses of oil and product price
movements, futures markets, the energy supply/demand balance, stock movements and global economic trends. $525 per year for an annual subscription

of 12 issues.

[ I wish to subscribe to the MOMR for a one-year period 1 Please send me a sample copy

OPEC Annual Statistical Bulletin 2004

This 144-page book, including colour graphs and tables, comes with a CD-ROM featuring all the data in the book and more (for Microsoft Windows only).
The book with CD-ROM package costs $85.

O Please send me .......cc.ue.. copies of the OPEC Annual Statistical Bulletin 2004 (book plus CD-ROM)

OPEC Review

contains research papers by international experts on energy, the oil market, economic development and the environment.

Available quarterly only from the commercial publisher.

For details contact: Blackwell Publishing Ltd, 9600 Garsington Road, Oxford OX4 2DQ, UK. Tel: +44 (0)1865 776868; fax: +44 (0)1865 714591;
e-mail: jnlinfo@blackwellpublishers.co.uk; www.blackwellpublishing.com. Subscription rates for 2006: UK/Europe: individual €129, institutional £307;

The Americas: individual $144, institutional $516; Rest of world: individual £86, institutional £307.

Sh]pp]ng address (please print in block letters): InVO]C]ng add F@SS (if different from shipping address):
Name: Name:

Address: Address:

How to pay:

Invoice me 3 Credit card O3 (Visa, Eurocard/MasterCard and Diners Club)

Credit card company: Credit card no: Expiry date:
Holder: Signature:

Please mail this form to:

PR & Information Department or telefax to:

OPEC Secretariat PR & Information Department

Obere Donaustrasse 93, A-1020 Vienna, Austria +43 1214 98 27

All prices include airmail delivery. Windows™ is a trademark of the Microsoft Corporation




OPEC offers a range of publications that reflect its activities. Single copies and subscriptions can be obtained by contacting
this Department, which regular readers should also notify in the event of a change of address:

PR & Information Department, OPEC Secretariat
Obere Donaustrasse 93, A-1020 Vienna, Austria
Tel: +43 1 211 12-0; fax: +43 1 214 98 27; e-mail: prid@opec.org

OPEC Publications

OPEC Bulletin

_ Annual subscription $70
———e e

=

=55 challengig year

OPEC Annual Statistical Annual Report 2004 OPEC Monthly 0Oil Market
Bulletin 2004 Free of charge Report
144-page book with CD ; S * Crude oil and product

prices analysis
» Member Country output
figures B
« Stocks and supply/
demand analysis
Annual subscription $525
(12 issues)

Single issue $85

The CD (for Microsoft

Windows only) contains all

the data in the book and

much more.

« Easy to install and display

+ Easy to manipulate and
query

« Easy to export to spread-
sheets such as Excel

Organization of the Petroleum Exporting Countries

Monthly Oil Market Report OPEC Review
i_.: anuary 2006 (published quarterly) annual
subscription rates for 2006:

il market outlook for the spring quarter

UK/Europe:
individual €129
institutional £307
The Americas:
individual $144
institutional $516
Rest of world:
individual £86
institutional £307
Orders and enquiries:
Blackwell Publishing Journals,
9600 Garsington Road,
Oxford OX4 2DQ, UK.
Tel: +44 (0)1865 776868
Fax: +44 (0)1865 714591
E-mail: jnlinfo@
blackwellpublishers.co.uk
www.blackwellpublishing.com






