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The first thing I want to do is to thank the organisers for inviting me to speak here today; and, particularly, to thank OPEC for giving me the opportunity to speak at this lunch.

Twenty-five years ago it would have been hard to imagine the Secretary General of OPEC and the Executive Director of the IEA sharing the same platform.  OPEC represented the producers’ assertion of sovereignty over their most valuable natural resource.  The IEA was the response of the major oil consuming nations to a perceived threat to their oil supplies.  The relationship was widely perceived as one of confrontation.

Many things have changed in a quarter century.  Of course, OPEC and the IEA still disagree on a number of major issues.  But now we communicate.  We share information.  We listen to each other, and each takes the other’s concerns sincerely. OPEC’s invitation to me to share the platform today aptly symbolises the changes that have taken place.

It is a particular pleasure to speak on the same programme as Rilwanu Lukman, the respected Secretary General of OPEC.  Though he has been called back to national duties in Nigeria, Rilwanu continues to serve OPEC while the search for his successor continues.  I pay tribute to the integrity and leadership he has demonstrated both in Vienna and Abuja.

I have said that OPEC and the IEA do not agree on all issues.  But there is much on which we do agree.  It may be helpful simply to list some of the most important points:

1) We agree on the need to build better mutual understanding and to keep the channels of communication open between us.  

2) We both recognise the world’s need for OPEC oil – and for increasing quantities of it in the years ahead.

3) We both seek oil price stability – although our methodologies differ, a point to which I will return later.

4) Both organisations want that stable price to be at a “reasonable” level.  It should be acceptable to the consumer and yet generate sufficient capital for investment in future supply. It should produce revenues sufficient to maintain economic stability, (and even political stability) in producer economies which are critically dependent on this single commodity.

5) There is a consensus on the importance to consumers and producers alike of a reliable oil supply.  Supply security, we agree, generates consumer confidence.  It is a vital factor in the willingness of many countries to continue basing large areas of their economies on oil.

6) Finally, consumers acknowledge the sovereign right of producer states to determine the appropriate rate of exploitation of their national resource, (so long as no relevant commitments have been made to secure foreign capital inflows).

That is quite an impressive list. But in the same spirit of open-ness in facing the realities, let us acknowledge, too,  the key areas of disagreement.

We do not agree with OPEC’s notion that production control by a cartel is acceptable as a route to price stability.  Nor do we believe that it can be effective in the medium term.  Producers have been successfully exerting concerted control over the level of production for the past 12 months or so.  But that has not produced price stability.  On the contrary, the price of crude oil has tripled since production ceilings were lowered in March 1999.  Even since March this year, when they were raised, the price of WTI has moved over a $7 range: from under $24 on 10 April to well over $30 recently.

Indeed what is the “reasonable” level at which prices should stabilise?  And who is to make that judgement?  The key players find it easier to say what is unreasonable than to indicate exactly where reason lies.  Most consumers agree that $10 per barrel is not sustainable in the long term.  Similarly, most producers regard $30as too high.  But at what level is the current producers’ target set?  Evidently, at  $22-to-$28 for the OPEC barrel.   That corresponds to $24.50-to-$30.50 for a barrel of West Texas Intermediate.  In practice, the WTI price has hovered around $28-to-30 over the past several weeks – right up at the top end of the bracket.  Does anyone really think that consumers’ habits will remain unchanged when the price of the commodity on which they depend is set by collusive action in a cartel in which consumers have no say?  How long can they be expected to accept a price, which is widely regarded as at the very limits of consumer tolerance?

Let us remember that all oil-consuming countries are not rich.  High oil prices hurt developing countries more than others.  The growth in oil demand in the poorer countries has averaged some 5% per annum since 1970 compared to 1% in the developed world.  On average, developing countries use more than twice as much oil as OECD countries to produce one unit of economic output.  The rise in oil prices will add $6 billion to India’s import bill in 2000.  The extra oil bill in China and Thailand will amount to two and a half times their foreign aid receipts.

All right, the producers may say, come along and join us in managing the market.  Give us security of demand, and we will give you security of supply in return. Here, too, we find a fundamental difference of perception.  Governments in consuming countries do not believe that they can determine the right price for oil.  They cannot prescribe a given level of demand.  They have neither the necessary information, nor the necessary powers of control.  Where electricity and gas are concerned, virtually all the consuming countries are changing their domestic market structure in order to leave these decisions to the workings of the competitive market.  The same countries are not going to move in the opposite direction in relation to oil.  They do not think they could make it work.  And they do not believe the oil producers can make it work, either.

Finally, there is the question of oil product taxation, which causes OPEC such anguish.  Certainly the consumer price, including taxes, affects the level of demand (though with a significant time lag).  But the idea that high product taxes somehow rob the producer of his “rent” or birthright is another thing altogether.  Taxing oil products is simply one means, internal to the consumer country, of financing government expenditure at the expense of its citizens.  Eliminating high European taxes on oil products would not release an equivalent flow of funds into the coffers of the producers.  The oil producer does not make more on a barrel of oil converted into gasoline in the USA simply because American gasoline taxes are, roughly speaking, one eighth of those in Europe.

Enough of the differences between us.  I want to finish by reverting to the mutual interest, the mutual dependence, of producers and consumers.  I would like to relate that inter-dependence specifically to today’s circumstances.

Producers acting together are experiencing an exhilarating period of unity and strength.  They have taken it upon themselves to manage the market.  That is an awesome task.  On June 21, major producers will meet once again to decide what level of production will meet market needs at a “reasonable’ price.  They will not have supply and demand data beyond the month of May.  Even data up to that point will still be subject to revision, possibly significant revision.  Nobody knows how demand will develop - though the economic indicators are robust.  Nobody knows what oil stocks exist worldwide.

This is a highly complex market, confused by recent developments. Yet the producers will seek to make a highly significant determination of supply needs, at one particular point of time, presumably with the intention that that decision will be valid for a reasonable period of time. All I can say is that I hope the producers will listen closely to what the markets are saying. $31 Brent is not a signal of an adequately supplied market.

The central point remains.  The best market management is no management at all.  OPEC and other producers would do both the world and themselves an enormous favour by setting the market free to respond, from day to day, to market signals, which will not be read in the same way by all the players.  That is the strength of open markets.

In response to that point, the producers say that when the price signals indicate excess demand, the new “producer mechanism” will increase supply.  But will it?  What do we really know about this mechanism?  We have heard of “understandings” reached in the early hours of March 29.  But nothing authoritative has been published.  No one really knows what authority the president of OPEC can exercise.  Nothing happened when (we understand) the agreed threshold under the March mechanism was reached last week. Reliance on such assurance is cold comfort indeed for those of us who believe in the instantaneous power of open and transparent markets to arrive at the “right” decisions – decisions that Governments should never even attempt to take upon themselves. The risks are too great.  And they are risks, in the longer term, to consumer and producer alike.  
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