HE Dr Rilwanu Lukman

Secretary General, 

Organization of the Petroleum Exporting Countries (OPEC)

Ladies and Gentleman, Distinguished guests,

I would first like to thank the Canadian Organizing Committee for the 16th World Petroleum Congress for inviting me to speak at this luncheon. The Congress has grown to be one of the most innovative and prestigious energy forums, covering so many of the important issues that impact on our ever-changing oil industry today. In my address this afternoon, I will be touching on a number of areas of our business, including the outlook for world oil, taxation, and the environment.

First, I would like to turn your attention to our Organization’s longstanding aim in the oil industry - cooperation, which has grown to become synonymous with the word OPEC. In fact, ‘Cooperation and Stability’ is the slogan coined especially for our 40th Anniversary this year. Cooperation has been the key to our success over the past couple of years, and in keeping with the climate of interdependence and globalisation the new Millennium promises to bring, its continued development will be vital for the future of the industry.

Next week, we will be convening an Extraordinary Meeting of the OPEC Conference in Vienna, where we will be studying the effects of decisions we made in March. I am sure cooperation will again form the cornerstone of any action we take. But, today’s market and higher level of prices is certainly very different to the one we were looking at just two years ago, when a combination of largely unforeseen factors threatened to bring the industry to its knees. Stocks were high, demand was low and prices set off on a big dipper ride that took them precariously close to single digit values. No area of the industry escaped the potentially devastating effects of this collapse. In 1998 alone, OPEC producers lost around 56 billion dollars in petroleum export revenues, threatening essential development programmes. Oil companies saw profits slump alarmingly, leading to investment plans being scrapped or shelved, while consumers, once thought to be the benefactors of lower prices, discovered that uncertainty over security of supply and huge redundancies in their own retracted industries, posed a real threat to their economies. If we just look at Canada’s neighbour, the United States, as an example, its own high-cost domestic oil industry had to shut in many producing wells during this period, resulting in huge lay-offs. Years of knowledge and expertise also came under threat as the fabric of the industry unravelled.

It was a testing time for all concerned, but, as in the past, valuable lessons were learned — chief of which is that low oil prices are not in anyone’s interest. Due to the timely action of OPEC and its non-OPEC colleagues, the crisis was overcome. Production was cut in successive amounts, until prices were restored to reasonable levels, with the added aim of making the market less volatile. Within the organization, there was renewed vigour, while OPEC cooperation with non-OPEC producers moved onto a new and higher plane. In March this year, the Organization was again called to arms — this time to prevent prices from rising too far, thus hurting the economies of the consuming importing countries. This necessitated an increase in production. Once again, cooperation was the key.

It would appear that more players in the global oil sector are now coming around to a way of thinking - that the management of the oil market has to be a shared responsibility. We have always professed  that the only way forward is through concerted joint action, where all facets of the industry - producers, consumers, companies, and indeed governments — are pulling in the same direction. And to manage any business effectively, one must have one’s finger on the pulse. I believe that is exactly what OPEC has been doing, especially over the last 18 months or so. The Organization is now responding more quickly than ever to the market’s needs. It is a responsibility we have never shirked. But, again, it is important to stress that OPEC is only one part of the oil jigsaw, albeit an essential one.

Taxation

I would now like to turn your attention to the very topical issue of oil taxation, which has had, and continues to have, a profound impact on the industry, especially the end-user. Over the last few months, oil producers — particularly OPEC — have come in for some stinging criticism from consumers about the high price they are paying for their oil products. All the blame has been heaped on the producers, who have been made the scapegoat for inflated gasoline rates. Well, I would like to put the record straight and dispel the theory that oil producers are directly responsible for higher gasoline or heating oil prices. Of course, there is a link between crude prices and the price paid at the pumps, but the main reason for the inflated price is purely and simply taxation by the consuming countries. Our Secretariat in Vienna recently conducted a study on consuming country taxation levels, which clearly shows just how much smaller the return per barrel is for the producer, compared with the government of the country in which the oil products are being consumed.

One of regions with the highest levels of taxation is the European Union, where some 68 per cent of the final price is tax, with 16 per cent going to refiners and marketers, and the other 16 per cent to oil exporters. In fact, the governments of some industrialized countries make from taxes at least three times what oil exporters get from the sale of the raw crude.

Motorists have certainly noticed that when crude oil prices fall, the price of gasoline doesn’t drop by a corresponding amount, as one might expect. That is because when the price of crude declines, some of the industrialized countries take the opportunity to increase taxes on gasoline, thus maintaining prices at the same level, or even higher. Take the United Kingdom, for example. UK prices for crude, which were a little above 17 dollars a barrel in 1995, rose to 21 dollars a barrel in 1996, then slumped to just over 12 dollars a barrel in 1998, before rising again in 1999 to~ around 17 dollars a barrel. You might expect that, if there were a direct link between crude and product prices, gasoline prices would have followed these fluctuations in crude prices. Not at all. Just look at the composite barrel prices in the UK and you see that, in fact, they rose constantly over the period - from 109 dollars a barrel in 1995 to 127 dollars in 1997 and further to a little over 141 dollars a barrel in 1999. The explanation is simple - every year, the UK Government systematically increased its taxation take on the refined barrel from just over 64 dollars a barrel in 1995 to 80 dollars in 1997 and then even higher to 96 dollars a barrel in 1999.

So, when we talk about those responsible for higher prices at the pump, whose court is the ball really in?

The Environment

Of great importance to OPEC and its revenue generation in the new Millennium is the environmental debate and so-called green taxation. I want to stress from the outset that OPEC Member Countries are deeply concerned about the state of the environment and the need to preserve it for future generations. That is why the Organization has been heavily involved at every stage of the negotiations on climate change. Make no mistake, OPEC fully supports all reasonable measures taken to provide a better environment for the world’s growing population. However, any action taken must be on the basis of fairness and equity. It is now common knowledge that one of the main thrusts of the global warming debate is to cut fossil fuel use. As I outlined earlier, taxes in some areas already comprise a large portion of the price of oil products. Add the threat of further taxes and you will have double taxation on oil — this time applied in the name of a cleaner environment. Under the Kyoto protocol, oil producers stand to lose billions of dollars each year in revenues, losses, as developing economies highly reliant on oil, they can ill afford. Legislators justify this move as caring for the planet, but most of the taxes proposed are clearly designed to simply increase fiscal revenues and are in no way intended to help care for the planet we inhabit, just swell national coffers. As a group of fossil fuel exporters, OPEC stands to lose more than most from any proposal that threatens to cut oil consumption. That is why it has taken a principled stand on the need for compensation for such revenue losses — which could amount to 20 billion dollars annually from 2000 to 2020 - a right that the United Nations Climate Change Convention has recognized. What is disconcerting to us, is that while oil is taking the brunt of the flak in the green debate, coal, a known higher polluter, is being subsidized by governments. This, we feel, is unfair. It is one thing to care for mankind’s future, but not at the expense of the very group of countries that supply the oil required for fuelling the growth and prosperity of the world we live in.

Outlook for Oil

Looking briefly at the future of oil, we are, of course, confident that it does belong to OPEC. The organization holds about 77 per cent of the world’s proven crude oil reserves and produces more than 40 per cent of global crude oil. At the current rate of output, OPEC crude oil reserves, standing at around 800 billion barrels, are expected to last for about 80 years. Compare this with non-OPEC production and we see that their reserves - in the range of 240 billion barrels — could be depleted in less than 20 years. Moreover, non-OPEC oil producers are currently operating at full capacity. They only hold some 23 per cent of the world’s proven crude oil reserves, yet account for 60 per cent of global production.

According to our own OPEC World Energy Model (OWEM), which has just been updated, world oil demand will rise from around 73 million b/d in 1998 to some 76 million b/d this year. Over the following decade, the world’s thirst for oil should rise by a further 14 million b/d to over 90 million b/d, and will reach an estimated 103 million b/d in 2020. These projections are in tandem with a global economy that is slated to see expansion of 3.5 per cent annually in 1998-2000, 3.4 per cent a year between 2000-2010, and 3.3 per cent a year in 2010-2020. With non-OPEC oil production in the first two decades of the 21st century forecast to most likely remain relatively stable at around 49 million b/d, OPEC Member Countries should take the lion’s share of incremental demand.

With projected global demand rising, and the Organization being the only true and reliable incremental supplier, OPEC will need to expand its oil production capacity. The scale of investments OPEC Member Countries will need to make for the future is enormous, running into tens of billions of dollars over the next few decades. For this, they will require a reasonable level of income and a fair share of petroleum revenues. That is why a fair and stable price for crude oil is so important to Member Countries. But, in just looking back over the last three years, we see that the price of the OPEC Basket stood at 24.34 dollars a barrel in January 1997, 9.44 dollars in December 1998, and 29.11 dollars a barrel in March this year. This type of price swing is totally unacceptable to all. No one can budget in such an uncertain environment. That is why, at our most recent meeting, we agreed on the need to closely monitor the market, to enable us to better align prices to supply and demand changes, hopefully minimizing fluctuations in the market in the process.

In Conclusion

All OPEC’s decisions and actions function under a number of clauses contained in Article 2 of the Organization’s Statute, which pledges support for price stability, security of supply and demand, providing fair returns for investors, and safeguarding Member Country interests. These clauses will continue to form the integral part of any decision taken in the future.

But I have to stress that there is a spirit of cooperation and dedication to these founding principles within OPEC right now, which, given the right conditions and support, can further strengthen the oil industry and bring prosperity and good fortune to all the actors involved, right down to the end-user.

To my mind, it is about time that OPEC was recognized for what it is - a responsible, mature Organization, that is sensitive to the needs of both producers and consumers.

After the testing times of the past, OPEC, at 40, possesses a strong will to succeed. Mistakes have been heeded, and valuable lessons have been learned. In the last two years, the Organization has responded to both low and high oil prices. This in itself shoots down the theory of many of our detractors who say Member Countries are operating a cartel. Nothing could be further from the truth. A cartel is out for all it can get - and OPEC Member Countries could not be accused of looking to benefit solely when they boosted production in April. That was intended to bring prices down, along with potential revenues. What has been made clear again is that when the chips are down, it is OPEC that the world looks to for a solution. But OPEC cannot be expected to shoulder the burden of market stability alone, and I cannot stress enough just how much importance our Member Countries place on maintaining and developing already strong ties with several non-OPEC producers. But our outstretched hand does not end there. Producer/consumer cooperation is another essential ingredient for a healthy oil industry in the 21st century. One feels that if this past year’s progress between OPEC and non-OPEC relations can be mirrored in OPEC ties with consuming nations, our future well-being will be assured.

Let us hope that the new Millennium will see the changing face of oil change for the better, with all players able to prosper in a market that reflects fairness and stability, and is free of price volatility. OPEC will continue to pursue the road of cooperation. It is the only strategy we know that can bear fruit and guarantee oil’s future in what is becoming an increasingly demanding environment. As our motto says, Cooperation and Stability - it’s the key to a better future.

Thank you.

