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New U.S. President

Kool Reagan woa o landsiida vitlory in the U.S, presk

deetiat election, galolap far mora voles than hed boen sxpacied.
Tha Upited States 4 about to make s great shift to the right.

Tha Amcrican penph 2em to have dacided o make
brta}. Witk tha stapasus Curter Mmigdsimabion évea at e ik
of danger. The' tlection of & president who is so Selbnitely
conservalive hay pot oftea bappendd in the pasy,- and R will
h;\‘e enormous pepercuntions throughout the world,

11 would paihips te couiléous for 1t to eonline ourselves
to extending our felicitatiens 1o the pror presidect of a frizadly
toublzy, ®0d 10 A5y that %6 have high bopss I him, W0 we
chould prefer to voica ovr mugmup tad make son: requists
of him.~ Amoog the Fapintss: people these is contidermble
bt whether Reggm ix quatified to ba the Jeader of the Westera
Vedmp apd 10 have the euebonry o pxen the buttoa = lavazh
" ouclsar wEApOnL. .

¢+ Tha pridchul conatin !s the" n.!.l‘mt«! 0! kttgm\ yicws o
Tortign ind econnonle affairs, and bl pbvious Tack of Enowledge.
Tha politlcad vlews ibat bo expressed during th shssion cwn:

T S (B )

paign woft femisrkable for their suparficlality and Jocobereiiée. -
Hs wai particularly lilogicAl o  calling simullaneoualy for a tax:

radowoamd{osnlwmln
"1t uavad et

military expendituse,,

IoZlation and unemp'loyment and ia the Aeld of foreizn offare
- The spobd: ‘Concerd Ty that! Reegsn b excestively oo
M‘nnhvt a5d Inwird-leeking The' problemns of e dree world

‘Bragad wia clectid a9 hecwuts kup:hdm'.
were mpgorted by the peopls Bul beduns Presldenl Carter waa - .
sbandoned becawse of his {aluris—peititvlarly b dealing with

catnat b solved by constivitive poficfes. R mistrual:of |

detenta, 06 hit teadeociss ko fevor tade pmtnc&mhm. [
- dpposo spteding oa. welfere and o belttle the voicms of the
Third Wotld sod the yv'mxﬁ gm:r:uob—nll thuu go l;llsul
lhe curreaty of the Bmed. !,

‘lbelhlrdmm-mis&ng-nl hawkishness. Hn-dm::!. .

hhn?d.unbenuuf:dlnhﬂwwwhnmmmbmd

thoss who are ¥ery bawkish. *Thers t much Iafk of saking &' ',

itrwnger Lins toward the Soviet Upioa,'wed, for easmple, recego-

tiating 1be secind D .S.Soviet Strategic ‘Army Limit2tbon Tremy

(SALT ). And the Resgan adminierason i certeln 10 icresss |

Toititry eapeadinee.  Relricos bataces e Uaitnd Sule and
the So¥iet Unien we extremely podr we 3 In Respan's victory
makes 0 rtasation of letilen cezn oosb untikely than before

We ahould D:: to nu.ke rhe foﬂuwm] rquah of 1bt tiew
giaident: -0 L

© {1} He should rn!izc ILJ.! Ee h Bﬂhm}!lls wilh Waching-
% and forta 8 fzam of Caperizneed pnd u—xl;hu:dm He
sbt.-.dd net rely oo 3 *Californin n-m..

e should ‘ihin' Be 'cxreful atout asting ubhru‘i]y o hiz
owa atharity. He shénld pay heed to the oplnions o1 pitinbers
Mm;r&mﬂ:lﬂmmhemﬂmmummpm
* black ing whlic terma, -

: 2 H=ihouldnotln4mp:mmahmwllnm

:* back egwn by meam of force. ' Neithes should he edopt Bale.

tglemin) poticin T @plemary sbhouid br weedecied fiom o w

Soup-term ptspective,sod should be Sesigned wmhmam
]ial.‘:w!dhﬂ:gmtbe)(bﬂh&w.hpwb!

R ) ) Helhou]dleep[ndmmuﬂ'\!hmom

£23 1Xe Iolp ecowunt their views. Presifenl Caster mallabertly

. Mni:kemmmmlmmmmm

the blowiew Oiymgics, aed subisquenty tsked fm elfiey for

(Al eoopdshcios, Thinkind of thing shouH eof happen rgale

* The patichy of the wotld are becomisg sate dependent ca

oo thothar than eyer before, and arbitrdty sclom on the part

* of the Unjted smu wil] ooty oy misttust and work W (hc

dsadﬂuu_qe of #b¢ United States| - .
7 The Uniled, Suates vider Resgan’ i likely to put much
fofe prejsure: on Japan over defepss) . Afthough Reagan

Bkdly W wasl to maintain (e special relationshig ‘with Japaa,
Carler's Neaiblé and inderstanding appmlcb. which i rymbo.v:—

od by the attitode of Mike M the Am

ln pru. is likely 1o be chanz!r] Yery muth.

Taz

Government must ascertaly the ml:u'mm of rhe:

Rmm n!:mmsﬂmm: rod pzepnt T3 copt With hie rew policies.
Ard Tapan must remain i elose contadt with - the Wenem
Eviropian countries gad China and give vice that will prevent
the Eoited Stales from beccing isolated. -

. Neither, can J-pm afford o be Wcrr.t:! nboul. Amer-

jean joflaton mnd enisgy policied Reagan's' prescriptions are

Lkely fo crkauinge lnmmn. A for eoergy, be By na réal

policy at oft

w . Reagaa's e:onomlc mn.nkmg oj pe.iri to be bawed on the
clivieal " theory medoidiag W whick scvm'-;mul “sheuld
muwcq: o Lille a3 peasible, ‘enterprises’ shoald' bé given free
vl dand the forces of the market should be aliswwed to comtral

thingr . Thus, Reigen has pldeed to tpduce jooome tan-and

oty itdoduce & sty of faxation bt e prefectatisl trdaks

. roent W ealberprisss, He stem 19 papect that caterprises will

dcvdop new wureed of enefgy withdut assistance froos the State.

- I the dilfertrie betweea the 6couinic performancer of Japsn

. und the Uoiled Slated ©3 oae of the factors i 1hé scopdmic fric-
oo betwern 1b¢ iWo countriss, Rexpan’s policy of tiying 19 1é-
vu:lun :aﬁm: enlzrpnu B weklome. - But il the United States
i @ defepsd and mskes

3 sizzble fax r(datuun. m State's’ deflcits will burgebn, Aed

IF ey davelopmiat of Sew roergy boutces is left 10 private enter-
P.‘ﬂe.lkﬂ‘ﬂﬁudmjn thar ik will dead o tbe adopgion of

Aoinlzdy

pﬂiﬂu mainly on s sell-interest. ngluu tocurh inflation .
ride p

. A.mrr‘-u‘l nftation b ls teiog ™ upm‘\:d 1w Japin wad other’

. orunifies In the woeld, and the inu!:qu:(:y of the U8 energy

policy ks Teflected In the roaclsy of petroledm prices. - Resgan

abould reafizs that these pwbkm canoot bo solvwd by kaving

everylking 1. privale enlerprisc und tbe forcts of the marker

m!umd»mm—\r.wn of e US. mmny]m in jner-
g v i and ool in &

c! past jbms end edopting an llhlndu of conzrouuuou toward

wthey eoan

- N:v!nbﬂﬂ!, why L§1] that ln n dcmo.m:y so maluce a1 The
United States '8 presideatief election takes place in whick the
viciory of ptither cagdidate can be weicomad? . .

.- After kro¥iog af the live of more han 10 WS prasifenty
Hinee Gedrge Weihingion, ooe )Kholar 3 w3l 10 bive 12maried
1hat Darwin’s theory of evolution chvlously doein't apply-to
peesidents - When one tbinks of ‘mich presidenls as Daight
Eisenborwer, Iohn P, Kenpedy, Lymdan Johntoo, Richard Nixea,
Qerald Foody Jimmy Carter and Reagan, one cacool belp but
sy thai the sepotation of TLS, presidents has been dmpp.ng in
the world fof many yean.
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Rengan s\léclory
: Ouase'vallvu Repub:lcln
eandldsle’ Rosgan “beak
. moderate] cenirish Deriteraild
dondidate Caiter L Tucsday's
U.S. prestaential election. lis-

" landstide victory (ndicales thal,

thy. Uklied Stales Is, eolnrlu
lumshar[ﬂy lul.herlm

The Dkl of d distinedy HEM- .
s

1‘\3! TTiEan, BT

pcmaps e musl mlnpnh)_

everd ihis year {n view of
impacton Infercationa! pellt

. frankty bolhour conctin snd
tnfifal hmpresston oo the,. o
casic of the eloclion'of 8§ Bew,
presidént 1ol riendly naison.
There Is considerable
masin.ssamon.,meupmcsc

to. whethes': Reagan!

snuahle as tha Jéader of me |

West, e man whisz imger
rests 6n the b bembntix -
sFiest. he’ ‘appears 19 Psskss

oily ama'wr{ch Yncstedge and

vimas o politics;” difismacy

and! ctonomics. | The pulitical’
oot - 'ess:d Uy hum

durlng ke mmpa]g,a sn.mcd
tniohetent tlapleap. - o¢

Speobd,; he | Is fab oot
‘eriented loward .

Lervative,
Somestk aflzlrs al the expense
of olper bssucs. 1Ll g0 agalast
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'}zgagnri, Hew 1h.5. Prepident

* Ihetimes |lhehas:p'ejmhccd
View of delente, Leans, Lward
. proecitonism, stands "agatnst,
sécial welfare and :.ughts the
+ Views of the Third \\or)q nd

v yuainger gehéra
" Tmisd. he s o hawkish His
- “aitvistrs 2re atss hawklsh, ood
théy yoice tough views dgatnst
the  Saviel | Unilon, Such, s
ea:lmg tar reneg&iaﬂnn af
SALT 1l fls. sdmisistegtion
will Increase military speading

" Thereloce. we would 1e to
. mke x-foilowing-proposals, -
First he wodd he welt advised -
to . appoint . wodl exp\.rlmccd
broad-miaded " persons©. to
Cabinel ang ulhericypﬁls.
Sceoid, be shoitd aveld batk

mhady tonlmaaum wihire |

Easierndamg! and jaq -
Esoiationist™ view. la" ovder o
pmmnlo 1o.1gr:|me djphmncy
Tor workd peace.
X Thind, v hope that be wilt
‘matatale elos:” > peatact “with
Amarican allies and eod Thelr
. views. 1t wil be & big minus if
the U scls ca Ws owa and
JJases the confidencé of oiher
 counteivs. — Asah) Shinbun
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The organization, never

as powerful as it looked, may

crumble in the 1980s.

_ by WILLIAM M. BROWN and HERMAN KAHN

'ihe Orgamzatmn of Petroleem Export-
ing Counlries is often’ depicted as one of

the most effective cartels in hislory, able -

to manipulate oil prices almost at will. Ev-
eryonc knoivs, of course, that there are
tensions within OPEC, and that different
members have different objectives. Nev-
- ertheless, the prevailing view is that the

13 member nations have enough interests
in commen to ensure that-they will ul--

timately. stick together and continue o
jack up prices. The OPEC meeting in Al-
giers earlier this month seemed to re-
inforce this view: Despite some powerful
initial resistance from the Saudi delegates,
the organization decided once again to
raise the ceiling on prices. These prices
were about 500% higher in real terms than
they had been in mid-1973. .

Our view of OPEC differs substantially
from the prevailing one. Despite that 500%
increase, we do not believe that OPEC
has been an effective cartel. The record
shows, we believe, that it has been a price
follower more than a price feader.

Furthermore, there are reasons to be-
lieve that in the 19805 the worldwide
supply-demand balarice may not be as fa-
vorable to OPEC as is often assumed. In-
deed, it is likely that in the not too distant
future we will be witiessing major oit
gluts, tumbling OPEC prices, and sharply
reduced OPEC .shipments. We estimate
that within a year shipments will fall by
seme four million barrels a day (to around
25 million barrels). And as the decade
draws to a close, demand for OPEC ail is
still apt to be fatling.

Brown is director of evergl sludies af Hie Hudsan
tastitate. Kol founder of the irstitute, is now its
director of research, This article has been adapled
from their forthcoming paper, " An Energy Pe l‘:pu’-
e for the 1980s and 19905

‘ot that  Rve-year period,
" QPEC eduntry

- counts from the official prices in order to

OPLC was cerlainly not a pnce leade
in the five-year period from January, 1974
10 December 1978, During those years. of-

ficial OPEC prices declined in real terms:
Ih constant dollars the decline was about: -
25%, in D-marks it was aboutl 40%, in

ven about 50%. Morcover, during -much
almost  every
offered  substantial dis-

increase its own exports.
The cartel didn’t do it

in shnﬁ_, OPEC’s real income’ was:slip-
ping badly during 1974-78-—hardiy what

“ong would expeat of an effective cartel )
The slippage ended late in 1978, kit hot
because Of any action by the carfel. Whadt

happened was that purchases by oilim-
porting -countries (to avoid a possible
turn-of-the-year price increase) combined

with the outbreak of riots.in Irar (which,

cut production sharply) to bring discount-
iny to a sudden end,

Even the renewed price. explosmn last
year was not the result of OPEC policy.
The explosion was brought about by the
trouble in Iran and magnified by the im-
porting countries, which went on a buy-
ing binge and increased their petraleum
stockpites during the year by an cstimal-

-ed 500 million bairels. The binge, intend-

ed by its initiators to hedge against the

threat of further production dgla)’s'énd_

consequent higher prices, ended up en-

. suring that prices wosld rise. Qil prices

on the spot market rose far above. the of;
ficial contract prices negatiated by QPEC
members, credting pressure to raise of-
ficial prices. Most OPEC -members; -and
the Saudis in parhmlal, kept trying 1o re-
strain prices last year by underselling the
spot smarkel.

—100-—

Su'the price. prlnsmn of the pasl vear

: was not a triumph of OPEC pimmmb but
“an unanticipated and in some measure un-
Jwelcome event that the organization was
slow to cumprchgnd, slow to conte to

grips with,'and unable to dedl with on a
unified basis. indeed, a somewhat similar

© analysis mlght be made af the ariginal’
. fourfold price increades of 1973-74. Then,

too, OPEC was generally given credit for
forcing the rest of the world to swallow
huge’increases; But in retrospect it is clear

'-thal in 1973:74, as in 1979-80, supplics

were never reduced below the level of nor-
mal demand. In both periods, a surge of
panicky buying by consumers—and a few
speculators—created an'extra demand.

" In both periods, the ‘official price hikes

were triggered ‘by ‘ihe behiavior of spo
’ prlces, which. kept racing abead of con-
" tract prices, conveying a powerful més-
~ sage:to OPEC members about the real

value of their oil. The. persisience with
which spot- price exceeded the “cartel

. price” in both periods is a dead giveavay

that soaring demand, not the cartel’s mus-

" cle, has been the prime mover of prices.

In search of stability

I our view, OPEC is a loosely orga-
nized group of countries in which Saudi
‘Arabia, with occasional - assistance from

- Kuwait and the Emirates, attempts to fur-
nish’ price’ leadership. When the market

is strong,the price leaders tend to raise

“production in an:effort to restrain prices;

when the market is weak] the Saudis tend
to cut production: rather than give dis-
counts. -To osersm\phl’y somewhat, " the
Saudis have not cast themselves as ad-
versaries of market ‘forces but as mman-

_agers whose own interests lie with secure

markets and long-term price stability.

EFORTUNE sy 74, 1980 67



Why OPEC’s Prices Should Fall

Increase in wo:idwide demand
for oil and gas

Maximum

" Minimum

e 1984

s Van:d
ot QPEC o

= .l 1 Hmllml” -

Mm;mlm )

Maximum

" Imgrease in non-OPEC 5upplles

The message. ol those barmls s Ihat OPI:C‘ oil rev enues can’t grow. very

much during the 1980s and might shrink sensationally. As that shrink-
ing middle layer indicates, at present pncec OPEC oil shlpments could’ .

be closé 16 vanishing By 1990 This “mininium shipments' situation is

eae in which {3), worldwide demand for-oil and gas holds at the modest - .
2% growth rate of recent years—v. thh seems hkel)', (b) non-OPEC sup— :

plies grow-at’a 7% rate--which is emlrely poss:ble, and {c) real pnces
don’t drop. If derviand for OPEC oil was ma]ly falling that fast, of course,
prices would comé dewn too. OPEC’s maximitm sh1pments are indi-

* . catéd by the heights of the barrels. For the organization to hit those max-
¢ imums, worldwide demand for oil anid gas would unexpectedly have to

rise at a 3% t‘ale and nDn~0P!:C supphes grow Dnlv al a 5% rate,

R:ght now. thﬂxe is a \\'ldospread beliel
that the years'of Saudi leadership are com-

'ing to an end-—that OFEC will come fo

be dominateéd by ks Thawks.” We believe
that the opposite will be happening—that

‘the Saudis wiil reassen their Ieadershlp
The reason is the coming oil giut Tha pe- .

riod when most-OPEC members will be
hungry for cash, and desperate to sell ail
the gil they. can, any, producer with sur-

plus cash and an ability 1o cit butput has

tremendous bargaiiting power. The Saudis
are cleaily the only imajor producer with
such leverage. . -

But even if OPEC dld come lo be dom—

inated by the hawks, it would have trou--

ble functioning as an effective cartel: Any
new leadership would still -‘have to’deal
with the problem that OPEC's members
are sovereign, goverarcents with widely
differing ‘political needs, These needs will
always Iake priority over.those of the or-
ganization, Mo OPEC leadership will be
able to dictate price and production:sched-
ules to individual rivembers.

A guardedly optimistic 'view about fu-

68 FORTUNE s 74 195

ture oil, supp]les and prices seeras at Eeas*
as rational as a guardedly pessimistic one.

Forecasts of long-term oil supplies have’
been wildly .wrong for a century: There
has been a chronic tendency to see “short- -

falls” that didw't miaterialiee

- +The US. government has been- pessi-

mistic about the prospects for-finding oil

in- this: country: In . 1885, the US. Geo- .

fogical Survey. said that there was litlle

.- of no chance of fihding oilin California;

in 1891, . comparable : statements weére
made about Kansas and Texas. In 1939,

. the Interior Dep'lnment said we had only
_enough oil ‘to last another 13 ‘years. .In

1949, Interior: said ‘that the .end “of the
us. oil supply was almost in sight.

B Movmg duwn al Exxon

In micre.recent years, the oil compamcs’ g
forecasts of detuand have alsG tended 1o

overslate shortfalls—by overestimating

demand. A 1973 Exxon projection put the
non-Communist world’s energy demand

for 1985 at the equivalént of 163 million

. barrels a day of eil. Two years later, that
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. was reduced to- 130 ml]]mn barre]s 1n

1977, and again last year, the forecast was
further reduced, 1o 118 million barrels.
Many present forecasts, including gur

..owh, may lurn out to need as much re-
. vision; serious difficulties are inherent in

all such projections of supply and demand.

Nevertheless, the information now avail-

able does not appear_to justify the wide-
spread gloom about our. ability -to deal
with. OPEC. Barring wars, insurreciions,
orreplays of the franian debacle in other
countries, there .is no reason e precl

- endléss increases in'oil prices.

In developing a forecast of the supply-
derand balance, - we focus on prospects -
for natural gas as-well as oil. Gas-and oil

. .can. be substituted. for each other 10 a
- large degree- in -heating, 'electric -power,
“and industrial ‘boilers, so we find it use-
-l {6 combine the two when dﬂalmg with
“energy. issues. ‘

In:the US. gas sullable for ise a5 a
fuel will be . obtained .from several dif-
ferent sources. Conventional sources, in-
cluding offshore deposits, are generally



expected to pluduce abuul al\uthel 1 000
tef (trillion cubie feet)—enuugh te last
about 50 yéars at_ewfrent’ rates - of "con-
sumption, but. not enough for substamlal
incieases in production. Based on'the his-
tonical tendency, o underestlmate futire
discoveries; howeyer, there i is a significant
possibility that available gas will tuin out
to be two or three times as great as an-
ticipated in'the standafd forecast. I so,
natural-gas production in the LS. WI“ be
increasing for décades.

: Natural gas is also bemg sought i :n ava-

riety of wiconventional places,. where it

is known to be available in huge quan- :

titics but is hard té. exlract Sonie gas is
now. being produced from the ‘difficult
“light " sand” ‘formations of the Rocky
Mountains and elsewhere. Enormous
amounts ‘come frozen, in a loose associ-

ation with-ice in crystalline foring; these:

crystals, ar clathrates, are found at mod-
crate deplhs below the acean foor in cold-
er regmns Widely dnspersed and at fow

pressures, a'lot of gas is available in'shale.

and coat deposits. The potential for these
“unconventional sources is huge. ranging
from a'few hundred cf for.gas from coal

deposits- to millions of tef for the ¢lath-

rates. Somi of these processes shill re-
‘quire a fair amount of devélopiment before
commercial production is possible. On the
‘other hand,- there are now substantial
. commercial prospects for non-nakiural gas
manufactured from coal and various
ovganic materials. ’
; From conventional ‘sources ‘alone, we
) beheve, it is consérvative to project a
- waorldwide growth of natural-gas produc-
;jn of some 4% or 5%-—about the rate
at prevalled durmg the 1970s.- This im-

- plies that by 1990 world supplies of gas .

will be the equivalent of inore than 40 mil-
lion barrels per day of oil (vs. around 28
milliun barrels today). During :this cen-
tury, gas supplies wilt probably provide

* the largest single alterfative to OPEC oil.
In_focusing:on {uture price prospects,
two other sources of supply must be'con-
sidered: oil produced by :tl’i_e Communist

countries and non-OPEC oil from the rest -

of the world..Our best estimate of Com-

munist production during”the 1980s is
for annual growth of 29 to 4%, We as-
sunie that Suviet pmduntmn ‘will be es-
senttally flat but that the Chinese, now
making ' a. major e.xpau-;mn effort, will
have growth at 2:10% rate. "

Oil fron other NOROPEC cnuntr:es will
play a somewhat Ialgel vale' {i reducing

OPEC slnpmenta duringthe 1980s. The
* anmnual pmductmn incieases . Sor'the lirst
halt of-the decade cani be estinated fairly_
lch)sely, ‘ince "in this” permd we are 5~
_sentially talking -abiut_planned develop:

nient of ficlds already diséovered: Mexico
should increase production by “a mini-
muin of 250,000 barrels a day and a max-
imum of some 400,000 bairels. In the
Einited Kingdom, the rangé is 350,000 1o
450,000 barrels. For the non-OPEC free
world as a whole, estiniated growth rang-
es from a shade over one million barrels
a day ta-1.83 inillion barels. These fig-
ures iEPlebE‘lll gmwth of 5% to 7% a year.

The records are being broken ;:

Whiat abmlt_ the second half of the dec-
ade? For this period, we chn no longer

-rely on the development of known oil

fields. We must project the amount of pro-

- ducible 0il thal will be discovered during

the next few years. However; there are
some solid reasons for making the pro-
jections Optimistic.

“The main reason 'is' that the 1979 80
rise in oil:prices has already: given major
impetus to the search for new supplies.
The exploration budgets of .the major oil

. companies are at all-time highs. The num-

ber of active seismic crews is growing rap-
idly; in the U.S. it reached a-22-year. high
in 1979 and is 'ill“ rlsmb The number of

active dnilmg Tigs s expeued to set a

new vecord cach year. -

The technology available 0 searnhers
for @il has recently undcrgone major im-
provemenits, the most significant resulting

“fram’ the ‘applicatiom of high-speed coin-

" puters to the processing of seismic data.
“This technology has'apparently made pos- .
‘sible several exciting new discoveries, in-
cliding the Overthrust Belt in the 'US,

Exploration will be further aided by such
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. For-QPEC oil by 1990°-at. least,

advances as self- C(minnud seismic instru-
ments that can be dropped from bedi-
copters. into relatively inaccessible areas,
with ithe” |eqm|Ld data then transmitted
by telemetry. -

Against this backglound, il seems. rea-
sunabte enough’ o, dssutiie that present

'pnce levels would lewe nan-QPEC Erec-

wordd oil” pmduct N ine the late 19805

J growing at the sathe 5% to 7% rate thiat is
- foreseen Iur the earlier. part of the decade.
“This waould, |mply 3. growth ui such pro-

ductmn to & level of 30 wiillion di éven 40
million Darrels a day by 1991’.? cumpared

~ with about 20 million at present.

Cnmbmmg this hgme with our pm-'
jections tor Cormmunist oil supplies ancl
worldwide gas supp]ms gives us total non-
QPEC supplies that are the equwalem of
around 100 million barrels a day by 1990,
cun.pated with around 60 willion baivels
now. fheee pr()]t’\lll)ns lmply ma](ir prub-
teins for I OPEC . in the ‘years. ahead. I
worldwide demand for oil and gas con-
tintes to: géoww at ihe 2% average annual
rate that has prevailed since 1973, OPEC
shipments will ‘decline steadily. Even if
supplies grow ()nly at the lower end of
our projected ranges, the organization’s’
exports would shrink each year by abom
3% (a miltivn lmnels a da\')

A tife to cut pnces

-And if supplleb grnw at our maximum
rates, thére would be virtualiy no demand
there
would be no demand at present prices. In
reality, of course,. OPEC would be cut-
ting prices in this situation. OPEC as an
organization would plainty come. under
severc strains, and it seems possible that

“these could. reduce mhemveness and dls-

cipline still further. :
We believe that the US. shouid be fur-

: ti-ermg this pmcess—-and hedging against

the possibility that demand for imported

* oil will be stronger thai expecled by im-
“plementing- energy policies - designed {0

encourage cofiservation and Toster. pro-

“duction. But even w:thnul sitch policies,

the illusion of a strong OPEC cartel is apt
ey be crumbling in the vears ahead, €l
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- power for oil prices from now on?

ABSTRACT s _
The O:éanizatidn of_Petfoiedm‘Efpoffing Countries (OPEC) is often
depicted as one of theAmeet‘effectiﬁeieaf;elsIin history, aele:to
Manipulate oil prices almost at will. And the oil prices were

about - 500% higher in.real terms_théh:théy had béen in mid-1973.

However OPEC was certainly ﬁot a priee-leeder in the five—yeer
period from January 19?4.to December 1978; During those years,
offieiel OPEC prices declined in real terms. In comstant dollars
the decline was about 25%, in D-marks it was about 40%, in Yen

about 50Z.

The elippege seemed to be eﬁded:iﬁl1978 but not because of any
action by the cartel, what happened was that purchases by oil-
importing countries (to avoid p0551ble turnqof the—year price
increase) comb1ned with: the outbreak of rlots in Iran {whiech cUt
productLon sharply) to bring dlscounting to a sudden end

The forecast for demand have tended to overstate shortfalls, but
many present forecast may turn out to need as much revision;
serious difficulties are 1nherent in all such prOJectlonS of

" supply and demand.

Gas and oil can be substltuted for each other to a large degree in
heating, electric power, and 1ndustr1al b011ers, and in the U.S.
for examp]e, gas suitable for use as’ fuel will be obtained to last
about 50 years at current rates of consumptlon, moreover the ex~
ploration budget of the magor 011 companies are at all-time highs.
So that the illusion of 'a strpﬁg OEEC:eaftel is apt to be crubiing

in the year ahead.

Clue WORD.
Price Cartel
Natural gas
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Prolonged
slump in
oil demand
forecast

By Ray Dafter, Enérgy Editer .

OIL COMPANIES face a severe
and prolonged siuinp in demand
for their products, accarding lo
naw Government figures. '

- Consumplion of oil _products,
ranging from petrol to heavy
fuel oil, fell by 145 per cent,
fram 43.7m * tohnes: 1o . 37, 4m
tonnes, in the Arst.Six months

* of thls year-against the Jmuury
June period of 1979, .

The fall'in _demand, arlslng :
from the recession and from con-
‘sarvation riveasures,’ was _felt

““more sharply in the il sector
than in eny other fuel and power
industries, . said-. provisional
statistics published. yesterdly by
the Energy Department,

- The. overail drop In anergy
consumpiion was 8.1 per cent,
from 112.1m taonnes of ofl egui..
vafent (190.6m tonnes of coal
equivalent) to 108.1fn (178.3m).

" Coal demand feil by only 44
per cent, from €7.7m tonnes to
G4.7m - tonnes, owlng to -an
increasing emphesis. on  coal.
burning in eleetricity power
stations,

Netural gas eansumption fell
hy 2.8 and nuclear. and hydro-
dleetricity output by 54 per
cent.

There is no sign of the trend
being helted. If anything, the
drop-in overall energy demand
is accelerating. ‘In. the April-
June period -total enérgy’ con-
sumption:was 9.2 per cent lowee
then. . in  the corresponding
quaner last yopr. :

Gil demand -was down 181
per cent and :consumption™%7 -
coal and-matural gas hetweén'
8 and 7 per zent.- -

Tha Rgures confitm !hat the
UK has reached oil: seii-suﬂi-_
clencv :

In Map and June- North "Sei
praditetlon exceeded UK use of
oil- products. - May's production -
rate, 6.83m tonnes, wag 237,600
tontnes greater than the: oll cone
sumption level.: Qutput in June,
8.5m toanes, exceeded demand-
by 440,009 tonnes.

. But. the self-sufficiency Wi
achieved anly because of lower
 demand. /Narth Sea_preduction

in the  April-Jine quarler was

1.3 per cent lower than in the
same, 1hree manths pf 1879,

~ 'The fall in Indigenpus pmduc
flon was largely dusg to main-
tenance work on eame Nerth
Sea platforms.
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PAGE

ABSTRACTED BY
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011 Demand in U.K., forecasted prolonged slump

ARSTRACT

0il companies in the U,K. face a severe and prolonged slump in demand

for their products, due to the recession and conservation policy.

The percentage of decrease in demand of energy and;energy'sectors_in

1980 against the same period in 1979 were as follows:

| ST , s N Nuciear &
. Energy . .011 Coa} _Natgral-gas Hydro
First sik months | 8.1% 16.5% | &.4% - 2.8% . 5.4%
“April ~ June 9.2% | 13.1% | e-7%-| . 6-7% -

At the same time North Sea production exceeded UK use of oil products by

increasing values.

~ production - production~demand
May 1980 6.83'm tomnes ' o 237,000-t0nnes
June 1980 6.5 m tonnes ' 440,000 tonnes

The figures confirm that thie UK has reached oil self-sufficiency,

because of the lower demand only.

CLUE WORD

1 - Energy demand

2 - Energy conservation
3 - 0il coﬁsumption

4 -

North sea oil production
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CHART M {cont)

INDUSTRIAL OUTPUT, FORFIGN TRADE AND CURRENT BALANCE
iN THE SEVEN MAJOR OECD CGOUNTRIES
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