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1. The upsurge in prices in 2004-2005 

We all know this kind of graphs, a typical shape of a commodity market under extreme 

stress. Is the oil market under exceptional stress and why is this so? 

 

 
 

1.1. Strong growth in demand 

Demand, today 83,5 mb/d, is strong worldwide and in particular in China, and the 

USA during the past few years. In the International Energy Agency Outlook 2004 

reference case, world oil demand in 2025 is projected to exceed the 2001 level by 

about 44 million b/d totalling 121 mb/d. 
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Oil demand in China is expected to grow at an average annual growth rate of 3,4% 

from 5,2 million b/d in 2002 to 7,9 million b/d in 2010, and to 13,3 million b/d in 

2030. Consequently Chinese oil imports would rise to 6 million b/d in 2010 and to 

over 11 million b/d in 2030. 

 

 

 

 

 

 

 

 

 

 

US is expected to consume 20,54 mb/d of oil in 2005 and slightly more than 21 mb/b 

in 2006. Its net imports are 12,05 mb/d. This worrying situation was recently 

exacerbated by the two devastating hurricanes in the Gulf of Mexico putting out 

1,2 mb/d of oil production from the Gulf of Mexico for some months. The EU-25 is 
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only marginally participating in this growth of demand. During the same period, from 

2005 to 2025, it is expected that oil demand will increase by only 0,6 mb/d, while net 

imports will increase by 2 mb/d.  

 

1.2. Supply issues 

Reserves 

Total proven reserves today are 1213 billion barrels, excluding Canada’s tar sands and 

Venezuela’s bitumen shales. OPEC proven reserves today represent 78% of the above, 

or 946 billion barrels and non-OPEC reserves represent 22% or 267 billion barrels. 

Production 

Today, the world consumes 83,5 mb/d out of which 53,5 mb/d are produced in non-

OPEC countries. Over the past two decades, the growth in non-OPEC oil supply has 

resulted in an OPEC market share substantially under its historic high of 52% in 1973. 

OPEC production over the past two decades varies between 20 and 35% of world 

total. 

Future supply 

Increases in production are expected from both OPEC and non-OPEC producers; 

however, only about 40 per cent of the total increase is expected to come from non-

OPEC areas.  
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Supply up to 2010 

Russia looks at stabilising its oil production. In 2003, for the first time, Russia 

becomes the major oil producer with  8,5 mb/d and the main supplier to the European 

Union replacing Norway, now the second supplier. According to the Russian Minister 

of economy, Russian production of 9,6 mb/d in 2005 should reach a plateau in 2007. 

Exports to Europe should be conditioned by the pipelines capacity, 4 mb/d actually. 

This capacity should be increased by  800.000 b/d Transneft says. But even if Africa, 

central Asia and Russia contribute significantly to global oil requirements, rising 

demand means that the Persian Gulf countries would retain their pre-eminent position. 

Despite the region's vast proven reserves and low operating costs, huge untapped 

deposits in Iraq and Iran, it remains questionable whether the Middle East may be able 

to handle much of the expected increase in worldwide consumption, or whether it will 

provide heavier types of crude.  

 

Foreseeing the vagaries of supply is much harder since the dynamics involved are so 

daunting 

− investment-related uncertainties in both OPEC and non-OPEC regions; 

− political stability concerns in several oil-producing countries; 

− sanctions on Iran, security issues in Iraq, and  

− oil policies of the producing nations'. 

Supply after 2020 

The IEA calculates that non-OPEC supplies should remain stable at roughly 46-47m 

bpd until 2010 before dropping off. To meet demand OPEC will have to increase its 

output to 44 m barrels per day by 2010 and 61,8m by 2020; but can we really expect 

OPEC to doubling its production over a 20-year period? Five OPEC nations in the 

Middle East—Saudi Arabia, the United Arab Emirates, Kuwait, Iran and Iraq—would 

have to boost their output from 1997's total of 19,5m bpd to 30,5m bpd in 2010 and 
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46,7m in 2020. Under this scenario, these countries' contribution to global output 

would climb from 26% in 1997 to 32% in 2010 and 41% in 2020.  

The external dependence 

The oil-consuming countries' dependence on imported (primarily Middle Eastern) oil 

will thus continue to rise. Between 1997 and 2020 North America's reliance on foreign 

oil will jump from 45% to 58%; in Europe the corresponding rise will be from 52% to 

79%, and in the Asia-Pacific region from 89% to 92%. Middle Eastern natural gas 

output should also experience phenomenal growth between 2000 and 2020, soaring 

from 223bn to 524bn cubic meters per year.  

Investments needed 

There are important questions concerning the massive investments needed to offset the 

oilfields' natural decline in productivity and develop new production capacity. 

According to several estimates, investments of at least $300bn will be required in the 

Middle Eastern countries and $1.000bn in the non-OPEC nations over the next 10-

year period in order to respond to the global demand. This huge investment, to be 

made in such a short period, requires political and financial stability. Is this 

foreseeable for the short term? Therefore, the real problem in the global oil demand to 

supply balance is not just the availability of oil resources but price levels and political 

instability in several producers’ regions as well. Middle East will remain the nerve 

centre of the world's oil industry for decades to come. In addition, the way forward 

must involve the development of better financial and other commercial conditions, and 

better Exploration and Production agreements, in order to make possible the huge 

investments required. Investment is now becoming increasingly risky as the remaining 

oil reserves tend to become more and more difficult to extract.  

Spare capacities in the production of oil 

From a high of 8,5 mb/d spare capacity of the OPEC, during spring 2002, today this 

figure is of the order of only 2 mb/d. In addition, this oil is often of poorer quality in 

terms of specific gravity and sulphur content. These sour and heavy crudes are not 

always well accepted by refineries. 
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1.3. Perception of shortage 

During these last years, producers, in both OPEC and non-OPEC regions, mostly 

produce from existing reserves, pushing the depletion of these fields to the highest 

possible level, using new technology. This was the response of the producers to the 

low oil prices of the late 1980s and 1990s. In addition, and this is widely known, a 

substantial part of non-OPEC producing fields are already, or they will soon be, at a 

declining production phase. This has created a historic low of “new reserves 

discovered”, and is fuelling the “peak oil” theories. Indeed, along with high, 

unexpected demand, tight supply, restrained spare capacities and political instability in 

the main reserves provinces, the “peak oil” thesis is also contributing to a high 

instability, properly exploited by the stock markets. Indeed, during these last years oil 

has become the principle reference for stock markets and all sort of financial 

operations. And the non-commercial operators continue to lead the way in determining 

the levels of the two benchmark reference prices, the IPE Brent and the NYMEX.  

 

 

2.  Action to improve the organisation and operation of the oil market 

 

2.1. Towards a reform of the reference pricing system 

Brent (for European buyers) and the WTI (for US buyers) are the benchmark crudes 

for oil contracts. Experts believe the reference prices for oil contracts are determined 

on markets whose representativeness is debatable, whose physical basis is shrinking 

and over which non-commercial operators can exert a decisive influence. One option 

which could be discussed, without constituting a formal suggestion of the Commission 

at this stage, would be to combine data on oil production from Russia, Iraq and the 

Caspian Sea basin, a large part of which arrives in the Mediterranean. This could lead 

to the development of a high-volume, representative benchmark. However, in order to 

ensure that fundamentals play a more important role in price formation, the active 

participation of oil producing countries will be necessary. These additional reforms 

may be 
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− allowing secondary trading and the development of a secondary market in 

major crude oil; 

− and/or initiate primary trading based on recurrent auctions. 

 

Destination clauses in several contracts prohibit the secondary trading. This hinders 

the development of spot markets and therefore the proper, independent from any 

benchmark pricing for these crudes. If secondary trading is allowed, a lot of 

information will be gained for price discovery, and the oil exporting countries will 

gain a much more direct influence on prices through variations in volumes exported, 

in relation with what they have now. If auction-based primary trading is opted for, the 

price determined in such auctions will become the guide to the market, and volatility 

may be fundamentally reduced. Nevertheless, the market would still be very active, 

indeed more active than under the current reference pricing system; producers would 

receive its signals and be able to respond to them. 

 

These issues are some of the topics to be covered in the context of the dialogue which 

the EU has started with the OPEC countries in general and those of the Persian Gulf in 

particular. 

Question: Although the Brent market is marginal in volume terms, will it continue 

to be the price benchmark for the European market? 

Question: What would be the other reference pricing options linked to markets 

involving bigger volumes? 

 

2.2. Twice-monthly or weekly publication of oil stocks data 

Data on stocks are published only on a monthly basis in Europe. The publication of oil 

stocks data in Europe twice a month or weekly would assist the oil market to become 

more transparent. More frequent publication of oil stocks data could also benefit from 

possible synergy between the reports drawn up by EUROILSTOCKS and those 

prepared by the Member States and sent to the Commission. 
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 Question: Will twice-monthly or weekly publication of oil stocks data be sufficient? 

 

2.3. Greater transparency in the activities of non-commercial operators 

In the USA, a government agency, the Commodity Futures Trading Commission 

(CFTC), permanently monitors the activities of various types of commercial and non-

commercial operators on the main US commodity markets, including the various 

NYMEX oil markets (light sweet crude, gasoline, and heating oil), and publishes 

weekly Commitments of Traders Reports on the Internet, giving details of the number 

of long and net positions for each type of operator on each market. At the present time, 

it is not possible to have the same type of information for the markets of the 

International Petroleum Exchange (IPE) in London. However, the activities of the 

IPE's Brent market are particularly important since Brent is used as a benchmark price 

in most contracts between oil-exporting countries and their European customers. 

 

The Commission therefore intends to start considering the advisability of developing a 

Community initiative to realise this same type of transparency on oil markets in 

Europe as on NYMEX and the commodity markets in the USA. 

Question: Will it be sufficient to publish volumes and prices for the transactions of 

non-commercial operators? 

 

3.  Action to support the physical balance on the oil market 

 

3.1. Energy efficiency 

To balance supply and demand, the first priority in terms of action by the Commission 

is to promote energy efficiency in order to contain demand. This is widely explained 

in the recent Green Paper of the Commission on Energy Efficiency, presented in the 

Sustainable Energy Forum last week in Amsterdam as well as its prominent role in the 

forthcoming 7th Framework Programme on Research and Demonstration. But is this 

enough? 
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3.2. Timely investment 

On the supply side, the major challenge as regards oil market stability, concerns the 

production capacity, which must be expanded to cope with expected growth in 

demand. In other words, to avoid major price fluctuations which might disturb the 

functioning of the economy, it must be ensured that investment decisions are taken at 

the appropriate time and level. In this respect, it is essential to create an environment 

that is more favourable to investment, which also means reducing uncertainty. The 

Commission intends to contribute to this objective through the following activities. 

 

3.3. The role of technology 

Innovation and technological breakthroughs are necessary in order to successfully 

confront the global threats in front of us, as the climate change, sustainable 

development and need for the EU to increase its growth rate. Investment and 

innovation are two crucial components in this process. The EU, through its 

Framework Programmes for Research and Demonstration is attributing a prominent 

role on energy technology development. Energy efficiency and smart networks, 

renewable energy sources, clean coal technologies and carbon sequestration are among 

the top priorities for the forthcoming 7th FPRD. 

 

3.4. A European market observation system 

The European Commission is currently setting up an Energy Market Observation 

System (EMOS). To this end, a detailed feasibility study was launched in January 

2005 and the system is due to be implemented in the near future. The study will take 

account of the existence of data systems at the IEA and instruments available in the 

Member States, so as to avoid duplication. As regards oil, one of EMOS’s main aims 

will be to produce better data on possible 5-year and 10-year trends for the following 

three variables 

− non-OPEC and OPEC production and reserve capacity (by country); 

− world demand for oil and products (by world region). 
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These estimates will be produced on the basis of in-depth analyses to be conducted in 

close collaboration with the EU's partner countries as well as international fora as the 

Joint Oil Data Initiative where the European Commission is already participating with 

its Eurostat service. In view of the recent problems of the underestimates made by 

numerous experts of the growth in world oil demand, the work of forecasting demand 

trends will be extremely important. Dialogue with the other main consumer countries, 

including China, will be essential for this part of EMOS's work. For this purpose, the 

Commission has developed efficient simulation tools, the PRIMES and POLES 

models, on the basis of which forecasts will be developed. EMOS's work will also 

involve evaluating proven oil reserves. Recent discussions have revealed uncertainty 

regarding the present situation. EMOS is expected to produce reliable figures on 

reserves for all the EU's partner countries on the basis of harmonised methodologies 

and definitions. 

Question: What would you suggest to ensure that the market observation system 

provides useful information? 

 

3.5. Dialogue between the EU and the producing countries 

In addition to the ongoing dialogue with Russia and Norway and in the framework of 

the Euro-Mediterranean Energy Forum, the aim now is to strengthen the dialogue 

between the EU and the stakeholders who are crucial for balancing the oil market, 

these being the OPEC countries in general and the countries of the Gulf Cooperation 

Council in particular. In this regard, the first EU-OPEC ministerial meeting which 

took place on 9 June 2005 in Brussels has opened up interesting prospects.  

 

Consideration must also be given to developing bilateral dialogues with the principal 

OPEC member countries and to the strengthening of cooperation with the members of 

the Gulf Cooperation Council (GCC), with which a technical dialogue already exists 

in the framework of the Cooperation Agreement between the two parties. The 

importance of these GCC countries will increase further in future. Indeed, the regions 
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in which investment has been concentrated in past decades (North Sea, North 

America, etc.) are now “mature” and therefore inevitably in decline. Several new 

regions (Russia, Caspian Sea, Western Africa, Brazil, etc.) are now being opened, but 

experts believe that non-OPEC production will tend to shrink and that, during the 

decade 2010-2020 OPEC production will have to be increased considerably. 

 

This will require substantial changes in these countries' production and investment 

policies, including as regards foreign investment which becomes an increasingly 

crucial issue. These dialogues with OPEC and the Gulf countries will supplement 

existing initiatives, in particular the EU-Russia and EU-Norway energy dialogues. 

Question: What topics would you suggest for the dialogue with OPEC and the 

Persian Gulf countries? 

 

 

3.6. Dialogue between the consumer countries 

The question of the stability of oil prices is a problem shared by all the consumer 

countries. The EU, which has only limited weight on the oil market, is developing 

close cooperation with the main large consumer countries, in particular the USA, 

China, India and Japan both in the framework of the IEA meetings, as well as 

bilaterally. The problem of demand management is the central theme of these 

discussions. Joint initiatives can be envisaged, for example regarding the energy 

efficiency of vehicles. The European Commission is promoting the dialogue with 

other consuming countries, as well as producers also in the framework of the 

International Energy Forum and its Secretariat in Riyadh. The Commission 

participates at the highest level of the Commissioner in charge of energy in the IEF 

Summits, last year in Amsterdam and April next year in Doha. 

 

Lastly, it should be noted that the Commission is sustaining a permanent dialogue 

through frequent meetings with European and international industry associations as 

Eurogif, the Association of oil and gas service and equipment companies, Europia, the 
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association of European refineries and marketing companies and the Organisation of 

Oil and Gas Producers, the OGP, from which our next speaker, Mr Liermann Norbert 

is coming. 
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