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The Qrrent Char ecterigicsd the Asian O Mr ke

Wi | e the econonnc/ financia crisi s in sone Asi an counr
tries hes hed a seriauss inpect onthe reg o' s erergy narket,
the AssiaRacific dl narket needs to be assessed wthin the
coted o lover al picesinthe ineraiod narke ad
continued deregd aion pdicies in sone key courtries.

Whdieetha lorr dl picess aelikdytopeal fa
qute soe tine Rditicd evets can psh w the price
temporarily, bu the curent paetid oversydy wll bring
the price dom to the levd were the price o Bet wil
fluctuete wthin a band of U812 00-15. Q0 per barrd for a
lesst the net five years. Qr hese-case prgectionind caes
thet the yearly avrage o dl pricesinred terms util 2000
wll nat exceed the 199697 levd s.

Wile the weak Asian oil denand adds dowward
pressreonal prices, therded |lomer Asian denand grovth
is actudly very small conpered wth the patertid ¢ aod
oversupdy. Lover ol pricesdsoneen|over inport billsfor
nany Asi ancoutries; thishes particu arly hd ped the bd ance
o paynents of the countries hanpered by the economnc/
firadd aisis, wth the exogtion o the g dl eqorting
coutries: Indoesia ad Mlaysia The loer ol prices
dapen the inpect o the curecy dgreciadioninthecrisis
coutries onthar donestic retal prices. Hwvever, autting
thevdue o acurecyinhdf, fa exaqple does at dod e
the consuner price it nerdy doud es the “landed’” (or GFH
prices. Snce supdyingthe donestic narket dsoertals aher
costs adtaxes inlaocd terns, innast cases domastic prices
change by I ess than the QF change. These phenonena are
exenplifiedinTdde 1, wichshoms retal gesdinepricesin
key Asian coutries, especidly the aes thet are affected by
the aids

Table 1 shoss changes in average gasdine prices be
tween June 1997 and June 1998, provi ding a conpari son of
thesititios bahdringadpia tothecrisis. Tddeldso
provides @tober 1998 prices for further conperison Inter-
rnetiod narket prices inthe AsiaRxific regon ae regre
seted by the Sngapore spat (FB) prices, wich had
declined earlier by 2/mobetveen June 1997 and June 1998.
Despite lover pricesintheinternational narket—hence GF
prices (inBddlars) indl coutries over the sane peri od—
donastic prices (inlocd curredies) in coutries eqerienc-
ing curency dereciaion had incressed, wth the exception
o Jgen  This means that in nost coutries, curency
dpedaiondfects aenrethendfse bythededineinal
picess inthe inemdioad narke. Hvever, it isdea tha
hed theinternetiond narket prices nat dedined, donestical
prices in those coutries voud have been noch higher,
resuting in a nore negative inpact on their respective

* Ferei dun Fesharaki and Wghyavan Rrawraat nadj a are wth the
Eost-ViEst Genter inFondulu, Hvaii were Fesharaki is Drec-
tor o the Bergy Rogyam The atide is regrinted framthe
Eost-Vest Center’s Energy Advisory, Nunber 222, Decentoer,
1998

econon es.
Tdhe 1l
Qonparison of Gasoline Frices: Donestic Retail and
International Mrket

Change
Jun-98/

Jun-97  Jun-98 Jun-97 Qt-98

Bangkok, Bit/liter 959 1237 29% 1109
Thai | and Baht / US$ 24 0 68% B3I
BH gal I on 15 116 -23% 10

Bjing Yuar/ t on 3000 3000 0% 2883
Ghi na Yuan/ US$ 830 830 0% 828
BH gal I on 101 100 0% 098

Jdarta Rpavliter 700 1000 43% 1000
| ndonesi a Rupi ab/ US$ 2450 14500 492% 7600
B¥ gal I on 108 026 -76% 050

kKida Rrggt/liter 110 110 0% 110
Lanpur, Rnggit/Uss 252 412 63% 38
Ml aysi a WBHgdlon 16 10l -39% 110
Mini | g, Rdliter 104 11. 69 7% 1176
The Peso/ Us 2% 2 62% 40
Filipgnes (WBFgdlon 199 106 -34% 111
S, Va/liter 824 1088 32% 1215
Korea won/ US$ 885 1380 56% 1328
BH gal I on 3 298 -15% 346

Tokyo, Yavliter 100 & -14% R
Japan Yen/ US$ 115 138 20% 116
B¥ gal I on 329 2% -28% 300

9 ngapare, WBHbarrel 2370 1720 -27% 15.27
FOB WBHgdlon 05 04 -27% 036

The current changes in donestic product prices—-hence
changes i n each country’' s oil denand and suppl y—+ay stem
fromthe curency dgreciaion add loxer al prices. Bt in
sone key coutries, this phenoneon is inextricady en
tagedwthregd @iovderegd ationpdicies. Rgdaion (o
deregd aion) has a profound inpact on donestic product
prices, hence its inpect on the coutry's al denand ad
product bd aces, ad on petrdeumtrades. In Jgen for
exape redl prices far gasdine have been dgressed as
shom in Tade 1, becasse of the liberdizaion o product
inport pdicies, despitethe coutry s curency dgreci aion
apirst the lSddla. Othe aher had vhere prices are
regd aed, such as inlndonesia ad Ging price changes (by
oerment fia) aent necessaily rddedtoinerdiod
narket prices.

Inplicatiasfor Key Qountries

Qing to the severity o the ecooomd/finacid crisis,
ve dassify the dfected cautries ina
* Syios crisis coutries: Indoesig, Theilad, ad Suth

Kor ea
* Qossfire coutriess Masia the Filipires, adto a

lesser edert Srggore

Japen hes its om prd onged ecoonc crisis, ad its
recoveryiscrudd, inorder to support the econonne reboud
o aher cautriesincisis. Qber key coutries in Asia nay
nat bedrectlyinecoomc arisisbu have certany gattenthe




spillover intheformaf | over -t han-expect ed econoninc grow h

Tre later indude Qing, Inda ad Ta ven

Thefdlonng paragrgphs d scuss the current situation o
al the coutries nartioned dove, especidlyintens o the
ingicaias fa thar respective al indstries.

| NDONESI A

Aangd | these coutries, Indonesiahes beenhit hardest
by the economic crisis.  The cautry hes to overcone its
pditicd imstadlity first; economc recovery can be eqected
aly ater thepditicd pddes aeresdved For 1998 the
overd | GPinlndonesiais expectedto shrink si gnificantly—
by as nuch as 15% Newel ections are pl anned for My 1999,
bu it remins to be seen vither the coutry can dect a
leg tinate | eader and hence stabl e govermert.

Util recertly, Indonesid s curency hed I ost as noch as
8% its v ue since Juy 1997, wi ch ves shortly before
the crisis begn Athouh it hes streghered lady,
Indnesid s curecy still fluctuetes wady, mrraring the
deve gnent of domesticpditicd evats. Inflaioninthefirst
haf o 1998 reached 6% casing inerest raes to soar.
Fices o basic goods have a |east doud ed, conpared wth
the preaiss priad

In nany industries, production hes cone to a hdt,
casing nassive lay-dffs of verkers. Dssatisfied |ndone
sas have taken ther frustratios to the stregts ad caused
ridsinsed dties

Inpact on the Indonesia @1 Sector
* Lless-thanexpected petrd eum export revenues in this

perticuarly dfficdt tine hanper the goverment budget.
THs poss tobe avery sigificat fada, srceit limts
the govermarnt’ s aility to “fud’ pdides that can buffer
the economic woes.

* In My 1998 donestic petroeum product prices were
rased by an average o 3inthe locd curecy, bu in
5 dla tens the prices vere still noch lover then
ineraiod narket prices. This hes resuted in nassive
gover et subsi d es.

e Denand for ol wil decline by aout 6-8%in 1998 whi ch
wil cut prodet impots (lagdy mdded illaes) inhdf,
conpered Wth the 1997 levd .

* Fcoomcdly soud pdicies dctae that reforns nost
catine in ade to atract noch-needed farei gn i nvest -
net. Ths wil indudke cotined dregdaion o the
petrd eumi ndustry, especid |y the dowstreamadl sectar.
The goverment announced that it recently submitted a
draft of anewlawconcerning the gpening of downstream
Qqeraias to incresse coptition in the provision o
petrdeumprodcts, induwdng retaling fa rewrefines.

e Uder the newarrangenants, eech of Rertaning s refiner-
ies vaud be a sgqarate pdfit cete, ths naking it
pesdetofamajdn vatuefa echrefirgy. It isqite
deax tha Rertamma wil nat be dde to udatake ay
exqpansion prograns wthot infusion of fareign capitd
fronpatetid patnes.

* Qe dxstade to gpening the domestic narket is price
regdaion The goverment hes arouceditsinetionto
renove the susidy, but it wlil face fierce gogosition from
a nare ponerfu perlianent and ather pressure (specid -
ineest) goys. Indeed inthe lage term Indonesia
nests to nove to narket prices; hut it is hard to see how

this can be acconplished Wth the curency's vd ue so
Oepressed

Rertanina is striving to becone nare independent and
pradfessiad, bu thecranggrues adregd aios wll be
achdlege inths regard Gsh-strapped Rrtanma nay
nat be ad e to nai nta n enough nonentumto prove thet it
is detocopete inthe ystreeamsectar. (Rertamrd s
EP accouts for a nere 5 percet o Indonesid s tad
crude ol production) Neverthedess, Rertamna nay
becone nare aggressive in wshing to take over expired
catrads.

THAI LAND AND SOUTH KOREA

Thai land and South Korea shared the synptons of the

crisis: Wt begen as a specd aive atack on the locd
curency reveal ed the weak fundanenta s in the econony,
i.e, the fimdd sectar, wich resuted frominprudert
rgod expasion of delt financing Bith coutries are now
payi ng the price wth economc contraction in 1998

In overcomng the crisis, Theiland and Korea are onthe

rigt track, but the rde o the INF ad aher inerreiod
firadd irgtitios is cuwdd to thar recory. These
coutries need to sdve ther det prddems ad restare
cofidenceinthair firancid narkets. Econonnc recovery for
Korea and Thailand i s expected around 2000.

Inpact on the Thai and Ka ean Ol Stor:

Theiland s ol sectar vas conpl ety deregd ated i n 1994,
weress Kreaves inastate o trasitionwenthe crisis
ht. Dregdaioninkreais nowdficddly coplee ad
“new entry” has been dloved since 1 @tober 198,
MssominTddel, loer dl picesintheinerdaiod
narket hel ped danpen the effect of currency depreci ati on
inbathcoutries. Lover crudke al prices have d so hel ped
inprove the coutries’ ba ance o paynarts.

The refinng fadilities that cane on streemin Tha lad
during 19951997 slashed diesd inports and provided a
sizddesupdus o eqortadegpthaadgesdine Bythe
mdd e of 1997, the refinng systemvas ruming a high
throughput rates. Thetunling denand in late 1997, wth
slugg sh denand persisting wp to the presert, hes nade
Teilad a i desd eqoter ad a g eqoter o
products overdl.

Qrerd| Thai ail denand in 1997 vas 5. 8%bel owthe | evel
d the previas year. The curet estinate far 198 is
anather denand reduction of as noch as 8% Bven after
the econony rebounds, ve foresee that Tha ol denand
wll mt regginits 197 led util dter 2000

Suth Korea has a nassive anout of tvwo-vay trade of
petrd eumprodcts. This is partly becase nay of the
p amed secodery fedilitiesverenat bult inpece wththe
@ expansi on; noch product output fromthe refineries
does not neet current Korean specs. Ol denand in 1997
overd! ves still up by dnest 100 kb'd (ar 4 3% over the
year befare hut it is estinated that denand cod d tunll e
by dnost 206thi s year.

Mst Suth korean refiners have catinedtoruna farly
high throughput rates (Hanvha, wiich wil be acquired by
Hundai, being the exception), but ve have recently seen
lorer rus in Krean refireries. Hwvever, refinery rus

(continued on page 6)
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have not dropped as nuch as denand, and exparts for the
year gpear tobe wp sigificatly. Rdimrery data shoms
that equrts far the first 7 narths in 198 ae averag g
around 840 ki d, whi chi's 40%hi gher than the sane period
in 1997.

e TresitwininkKrenrdinngisvdaile nare cutbecks
in throughput nay be comng, especiadly since wesk
rfinngnargmrs intheinerdiod narke podcelittle
incative to eqat. Gventhis situaion ve nay exqect
refinery uilization to be driven by donestic denand
Aeretly, the rdaivdy high donestic product prices
have nade donestic gperations profitable.  Hovever, once
nargns inpove in the inernational narket, Korean
refinersmay rinfla-ou againadfloodthe eqort narket,
wichintunwll case axthe daeiaaioninnrgrs.

e Ifwion o faeo cxitd is proaved as ae o the
sduias to the ecoome aiss. Inthe dl seda, ths
neans increased foreign owership.  Both the Suth
Korean and the Thai goverments have been trying to
encorage ad fecilitaetrough futher deregdaion
neesuresforeign capita infusion, indudng rdaxing
owership requi renants.

* |nThaland, the goverment—throughbaththeretiond al
conpany (PTT) and the Mnistry of Hnance-has ex-
pessaditsinetiontosd| somed its refinery-omership
saes. PITissjedt tosocdled “fest-trak privaiza
timadisreqiredtosd] soe d its sdaesindl o its
susidaies, iduingsoe inthejan vetues. Hw
e, itisqitedea that the hd d ng conpery wil remain
fuly under goverment owership.

* |Indeed, the curent econonmic turnail hes brought about
ineestingpropesd s tha wil likdy change refinery om
eshipinThaland The govermant’s shares i n Bangchek
aefa sde Wptoacatanled; & lesst PIT s patianwil |
be dvested There are proposds to svgp SdI’s ad
Glteds sharesinTha Ol wth sone reductions of PIT s
shares (of egqual va ues) inthe Ryong Rfinery Qonpany
() ad Sa Rtrdeum (SR, respectivey. There
dta, the danis to hae Te Ol listed on the stack
exchange o Thei land (1), wth up to 159%d its shares
avdlade to the pdic. Ufatuetdy, heavily ingted
Tha Ol adthetvorefineries (RCad SR) arelosing
narey, naki ng shere va uetions dfficut.

* Futher, BExon has proposed to buy back the 12 Sost ake
hel d by the Nni stry of H nance to gai n conpl ete owership
o the BBso Ta refinery. Inthe meatine, jan gera
tios ad shering o fadilities have taen dace aag
ne ghboring refineries to reduce operatiod costs and
nounti ng | osses. RRCand SRChave decided tointegrate
thegraios o thetworefingies. BsoadTa Ol hae
engaged in simlar arrangenents.

* WWlethe curet size o Krean refireries vaud likdy
have prevented newentrant s frompenetrati ng t he donesti c
narke, thefinandd cisssmay povidetheinpetus fa the
easond fadogn patidpianinthedl indstry. $
far, honever, this has not heppened  Hanvha, whi ch vias
wfo sdefa qutesoetine adreportedy atractedthe
atertion o some fareign conpanies, wll likdy end wp
bei ng taken by Hunda —a though the ded ves still nat

fird ssd thewitigd thsregot. NMmthdess, fadm
inestas nay eter the Kreen retal narket. If they do
they could drasticaly reduce narketing narg rs.

e /fsfo refinery investnents, nany proposd s renainonthe
books for refinery comstruction o exparsion in Thai | and,
ad sone of the sponsars damthet thar das fa gass
rads fadlities ae sill firm despte the presat firaad
cisis. Adnttedy, inthe ned decade there will be room
fa futhe caedty, bu becase o the presat situation
ve aeskepicd o dl das fa newcaedty in Tha lad

* Inthe gea hesteto build @MJcaecity in Kreainthe
190s, sone of the dowstreemunits that woud have
acconpani ed themwvere deferred; it nowlooks as though
it nay besonetine befaethese addtiod uits aehult
(if ever). Athough Korean refining nowvhes ngj or crack-
ing ad tregtirg fadlities, desUfuizaion cgedties ill
lag behind AJ cgpecity by a sigificat nawrgn Ths
neans thet nat dl o korean refings auput can negt
Korean specs—at least, not wthout a very jud cioss ad
expensi ve sd ection and Hendng of crudes and conden
stes

MAL AYSS A AND THE PHI LI PPl NES

A though Ml aysi a and t he Phi | i ppi nes have experi enced
curexy dgrecidions, ther ecooomes are mt suffering as
bedy as Thailand s and Suth Koreal's. Hwvever, wile the

Fhilipoines has naintained nore of a busi ness-as-usua

atitude, Mlaysia hes pushed for a fixed-exchagerae

regne to couter specdaion The latter neas narket

inervetiontha night extensively drawdom the country' s

fodgnreserves. Aso it remains tobe seenwat the i npect

onpaetid faegncagptd investnent into Miaysia ngt
be Methdess, asthdr curaexdes stailize bah cortries
can start recovering ecoomcd ly. Thisis likdy to hgopen
befare the tun o the catury.

Inpact on the Ml aysian and Fhilippine Ol Setor:

* MSsamg dl eqatingoautry, loser al prices cotribued
negatively to Mlaysias trade balance ad to the
govermant’staxrecapts. Lo al prices d somentha
revenues fromLNGexport s decrease, since the LNGprice
istiedtodl. B/ootrast, lover al prices saddimroe
the Fhilipd ne trade bd ace

* InMilaysia the conbinetiond curency degrec ai on and
al-price decresse hes | eft domestic dl prices the sane as
before under the autonatic pricing nechanism wichis
nonitored by the Mnistry of Donestic Trade and G
suner Afairs (MDICH).

o Msfa the Filipgires, thefiradd aisscadd m hae
coe & avose tine fa its dl imdstry. Theloss in
purchesing porer of thepesoput Fhilipdrerefinersinthe
uenviadepositiondf havingtora se domestic fud prices
todfsa risrmgoauk csts (inlocd auraxy), inthe face
d pdic paet. Fotuddy, saggrmg dl picss inthe
internati onal narket sonewnat danpened the effect of the
curency dereciaion (see Tade 1).

* Aind pressure frompublic urest, in Novenber 1997 the
Pilipone Sprene Gurt ndlified the deregd aion | aw
uder wiich ful decotrd had just been inplenerted in
Felruary 1997, Ater noch pditica posturing and bick-
ering, anewderegu ati onlawnat fundanenta |y different
fromthe ori g nal ~was passed by the Fhili ppi ne congress




and signed by Fresident Ranos in February 1998,

* Miaysian al denand vas set to slovdom, evenin the
asece o aninerryxtion in economc gonh, since per
capitaadl denand ves dready rdaivdy high Bssed on
dovd grentsto dete al deandis likdy tobe “flattid
through 20000 befare it recosers, dthough a aloer rae
thenthat o the early 1990s.

e Fhlippreal denand growt h vas reasonabl y vi gorous but
ustade even befae the curency crisis. Wile the
economc slondown will undoubtedy have a negative
efect on al denad goh in the short run, a nassive
easion in redud gs wse in the pver secta wil
actudly cu al denarnd (nostly fud dl, ad to a noch
lessar eteat gesail) inthe ner fuue Athough 1997
denand vas up by a heal thy 8. 7% t he econonic sl ondown
wll evetud ly resut inaredctionindenad goth It
isestinatedthat al denand wll decresse by 6%in 1998

* Masais vy ative in podet tradng in fact, the
openess of the narket nakes the situation sonewnat
confusing, ad no two conpanies agree on the product
kdavefa agvenyear. Inthepest, thetdd prodct trace
hes wsudl |y been about bal anced, wth Mlaysia usud |y
long on ngohtha and LSRR but short ingesding desd,
and F5FO Recently, inports have overtaken exports, and
thsstwtionhes prsstedinthefirst Ff o 198 Wh
the startyp of Midall, daedtobe onstreamsom this
sitution wll catany chage

* Rfinryeqasiasinthe Filipanesinthe early to md
1990s heve been suffid et tokespsupdy gererdlyinline
wth denand  The Fhlipoines is in asuprisingy good
stade o bdare a pesat, dthoh thee is a strag
under | yi ng tendency, conmon t o narny nei ghbori ng cour+
tries, fao desd tomwe into dfidt.

¢ Athough bath coutries have had sone plans far new
cecity additiaons, gven the curet situation these nay
likdy be postpoed o even cacded Theseinparticd a
induke the grass-roas refineri es praposed by newp ayers
atsidetheedistingrefinrs in Mlaysia as ve | as sone
eqasias by the edsting refiners in bath coutries. A
excetiontothisisthe Rtraes 0 k' d codesate spitter
inkKerteh whichwll be gang aheed as g ared

e (npetition in the donestic dowstreamoil narkets of
bath coutriesis simlar: etrenched ngjars ad ae stae
ol conparyineach Nether stateo | conpany-Ml aysia s
Retrones and the Fillippines's NGOG through its subsid-
iary Retronrecessarily receives specid trestnent from
the govermert. In fact, Retrones hes becone a najor
daye ineraiodly, becase it hes gained eqerieace
fromfierce conpetition & hone.

S| NGAPORE AND TAI VAN

Econonic per f or nance has been noch better in 9 ngapore
ad Taventhanin nost ather coutries inthe reg on during
the crisis. Athough currency derec ati on and st ack narket
fluctueti as have acourred in bath cauntries, they aepdein
conparison wth the plunges in exchange rates and stock
narkets experienced by their BEast and Southeast Asian
ne ghbors.  Econonne efficiency ad financid dscipine are
good expl anetions for the better perfarnance in S ngapore
and Ta van.

Indeed, Wile nany novpant to the falues o “the

Asian vay,” S ngapore and Tai van exenpl i fy that prudence
isinerently requred in governance and busi ness ded i ngs,
espddly inandng paetid odluwsive practi ces.

Inpact on the 9 ngapor e ad Taiwen @l Setar:

e dngapore's ol narket, vhere ngjors have been en
trenched far decadkes, is nore cheracterized by itsrdein
caering tothe inport requirenents of ather Asian counr
tries. Wile Tavais al indstry isinthe begmmng o
gadd |y dimnating a nongpdy (hed by the state al
conpary, (RQ, S ngapore has always been an “open’
nar ket .

* Snggoreis rauwdly a ngjor exqorter, weress Ta van
hes been a et importer (dbat rdaivdy small) o prod
wts. Wilesigificat eqpasionin Sngpareis ulikdy
becase o the limted avaldility o sites, Tavais
donestic ol narket wll soon have a newpl ayer—+or nosa
Rastics Grporaion, wichwll bringasigificat caec
ity addtion /As aresdt Taven, wll soon becone an
inportat et exporter.  Mre importatly, owng to its
denard slate, Taiven will have a sigificat eqotade
sudws o mdde dstillaes fa nary years to cone

¢ The sl owng economc groth in bath countries wil bring
ot astagetion o al deand Snggpresislikdy to
be flatish util the yer 2000 weress Tavais wil
actudly decdine in 1998 (by about 1520 kb'd) befare
reboundi ng sonewhat in 2000.

e Athough Snggpares refiners respod rgady to take
advatae d vatever guortunities aise inrecet years
S nggpore hes becone an overd | costat factor in the
narket. Thealy newfeatureinthelast fewyears hes been
astrirkagei nret rgthaequorts, asaresut o Srggore' s
i ncreasi ng petrochenncal napht ha denand (and i ncr eased
bednyd gesding). Nrethdess, Snggpareis cged e
o comsistently exporting i nportant product s-hest note
Hy mdde dstillaes (inthe rage d 450-500 kb/'d).

e Snggoreeqpotedasnchas L1 nillionkb/d of products
in1997. CGrretly, product exorts are dow to about 850
kb/d becase of a reduction in refinery rus-as lowas
60% in August 1998-due to weak refining nargins.
Snggpare is cgble o maintanng epots o soe 1
mllion b/d util 2005, dthough vesk narg ns nay cause
less refirery rus, hece loer product equorts.

JAPAN

The varl d's second largest econony is strugging wth
severe prod ens. I ndeed, Japen does nat red |y bl og onthe
list o “crisis coutries’ exogt for the fact thet its prdd es
aetiedtothe ahers ad ae de tonotud berking d fficu -
ties. Jgpan hes experi enced nat an econonmic “pluge’ but a
log periad of rdaive ecoomc stagetion, wichis ma a
strange thing in a nature econony.

Aso the Jgpanese curecy hes nt odlgosed it hes
sagoed quite a hit-the curecy is varth less then the
uredistic levds seenin 1994/% hut still dnost twee as
nuch as in 1985, Athough Japan wil naot deepen the Asian
econoe crisis, it catany canat hdp mch a this no
nent

Inpact on the Japanese Ol Sctor:
e \lile loval prices dp lover Jgoan's ol (ad LNG
(continued on page 8)
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inport bills, it isthederegdaionprocess that hes d aged
the Jgparese d | i rolstry.

o Jyaislogpaeteddl refinngaddstributioninds
try hes been in sad finendd shgpe far nary years
dereg ai onand the comsequent dropingesdine pri ces put
nary rfingsinothered Thegerad finadd cisisis
likdy toresdt inanne o refiny berkrytcies ad
Ner ger's.

e Jgmis by fa the lagest rdine inthe regan wth a
cgedty o rerly 5mllionbd Jgenisdsoae d the
hgest-cost refiners inthe varld ad ae d the largest
product inporters.  Japa's inports are, hovever, domn-
reted by LRGand ngphtha rather then traditiond “spec”
products.

* /s anature econony, radical change in energy denand
shoudd nat be eqpected Huctuation of ol denand from
year toyesr is cased nare by the severity of the dinate
such as wnter heating needs and sunner hydro avail dal -
ity,. The nost likdy oklok as a resut o ecomomc
stagetion is sone mnor cotractios ingesal adadp
inngohthauwse DCeandin 1998 is expected to decline by
soe 125 kidd but wil sligtly rebound in 2000,

* RIl dregddiond the Jgoanese dl narket hes cased a
severe dgression in the refinng i ndustry (wi ch d reedy
faced high d&x ad low prfitadlity). Ths situaion
perticd arly hanpers the nany rd aivdy smaller refiner-
ies. W are execting refinery dosures tatd i ng sone 30
Kod ret.

e Dfar inl19B Jgaeserefinaies have ket thar through
pu supisindy higt bu nay edsting refiners are
begming to lok toverd ratiodizaion ad incressed
inparts o prodets.

e The ful deregdaion o the Japarese ol narket nay
atully gve incetives to rew(faegn) dayes to ete
theretal narket, since inports by nonrefiners nay have
a conpeti ti ve advant age (conpared wth havi ng a refinery
to verry au).

CHI NA AND | NDI A

Aracidly, Inda axd Ginma can be described as “per-
tidly oot coutries & best. Becase thdr curaxies ae
nt inergiodly covertide Inda ad Qima ae less
afected by the curecy crisis.  These tvo cautries have
their om pradens to varry about, and their econonic
gonh nay be lover then equected Bt nether islikdyto
experi ence an econonic cd | gpse over the next three to five
year's.

Treregod finacid crisis, hovever, cadd casse the
trade bal ances to deteriarate inthese tvo coutries@ind s
inparticdar. Despite sone economc pressure to devd Le,
Gimhes nminandthevdue d its curexy, adtheefae
wll be less conpetitive in exporting nanufact ured goods.

Athathidaismdt inafiredd aids it gill faesits
ogong cgatd castrans. Mviosly, the recet nud ear
i nci dents d nni shed the chances of atracting naore fore gn
cgutd. Wdlesaxctionsresutingfromthe nud ear tests nay
nake little dfference, the incidents have nade inestas

nore vary of putting their naney into the econony.

Inpact on the Ghinese and Indian @l Sector:

Wile bah coutries still eploy price regdaios, do
nestic dl pricssinindaae veay dffaet franthese in
Gina  Indan prices have dvays been cheracterized by
heavy susid es. By cotrast, Ginaves settingits dones-
tic dl pices nch higer then the inermaiad narket
led, util recatly, but hes ronvtragt itspicssintolire
wth the inerretiod narket.

Ginds al denand gewrapdy in bath 1996 and 1997,
wth respective incresses of 7.26ad 9.2 Hwvever,
ve estinate that denand grothin 1998 wll sl owdom to
about 4% partly onrngtothe spllover effects of the Asian
aiss

Indas ol denand renains strong  Denand in 1996 vas
up a nast 9%f romt he previ ous year, but 1997 gronth vas
w “‘oly’ Foover 196 Thsis, hovever, likdy to be
nrearesut o the price refarmprocess thet vas initiaed
in 1997 than a consequence of Asid s economic woes. | n
any case, todete 1998 gypears to be showng a sigii fi cat
reboud the yer as a wde is cureatly prgetted to
regster 7-8%gonh over 1997 levd s of denand

CGim ad Inda ae the tvwo mjo inporters that ae
conng to domnete the Asia-Pecific narket, though in
terns o sher vdue, Jgenis lager thenether. CGima
renairs heavily dficit indl products aher thengesdine
Benthsisdecgtive threisemyreesntobdieetha
nst of QGirds ngt gasdine eqats codd essily be
absorbed donestica ly, if the product vere nade avai | ad e
inthe ceters of denand Indeed, geogaphy pays angjor
rdeinthetracke ptters o the coutry, as does the desire
to cagpure faegn exchage Mreover, despte rgaid
denand goth rates in the recent pest, brougt about by
brisk economc perfornance, Gina's ol denand per
cgitais gill rdaivdy vay law

Athough Ginas denand Wil renain vigorous, and
inpots wil sill be sujett to varias inevetias, the
refarns to fdlowinternatiod narket prices shodd hep
Ginanveinsync wththeregon Nngthd ess, despite
ango refinery-buldng canpai gn, inports wil cotinue
torise gedly.

Idasimots aenresatedtorrd mdd ed still aes,
wich wudly accout for 80-8% d Indds product
inports, as opposed to 040 of Qinds. [espite
slowng denand goth in India inports wil cotinue to
naut, owng to the lagd g refinery capeci ty exparsi on
Rfinery costruction gdas in Inda have dwvays been
over-anhi ti ous and continueto | ag behind thei r amnounced
schedu es. Horever, recat devd opnerts indcate thet a
nassive addtion of refinng capecity wil actud ly nateri-
dizevithnafevyears. It iseptedthat, by 2000 Inda
wll add as noch as 720 Ko/d o refinng cgpecity to the
curet led. Rliave an Indan privae copey, wil
have the largest (380 ki d) newcapecity, weress the rest
are expasions ad rewp ats oved (Wd ly, partly, o
injan vetues) by the stade dl copanies.
Thaeaeahe prgetsstill onthe bods far Ind g nastly
indvingpatetid fadgipartrers. It remairs to be sen
wethe lor dl pices Wil hut Indds dawes far
refirery jant vetues indving patetid Ndd e Esstern
coutries suchas Kimait, Qan, and Swud Aabia These




cautriesaefedinglessvedthy & lowval prices ad nay
ke imdrectly ceterred by the US sartiams.

¢ Thenoves by the ngj ars and ather forei gni ndependent ol
copariestoCimadIndasofa aeprinarily drected
tovard “snaller” but nore feasible investnents such as
LRGtermmd s ad | ube bendng, rather then taki ng pert
inthe costrution o gassraas refingies. (Tad isan
ecgtion, wthitsindvenart inthe Ddian refinry in
Gim) Theseinestrerts wil, toacertanedent, secure
sone exposlre and presence in the narket.

Regiad Rcdue

e ThreAsianfinadd crisis hes degpered beyord theinitid
pred ctios o nost ecoomsts. It does have a negati ve
inpect on ol denand, especialy 1998 denand, whichis
predicted to be 300-380 Kod | ess then the previ os yeer.
Hwvever, the regond ol denand woul d have been even
lover, hed dl prices mt dedined

* |tisgyaet tha loer dl derad wll nateridizeinthe
coutries eqpariexing economc crisis (see Hgre D). In
198 the six crisis-affected coutriesHoesia, Tha -
land, South Korea, Milaysia, the Philippines, and
S ngapore-g us Jgpan wil | cd | ectivey cortribute as nach
s 60 K/dtothedpinregad dl denand /As FHgre
1 shovs, sone of the lost ol denand goth wil be
recapt red by 2000.

Figure 1. Oil Demand in Crisis-Affected Countries (kb/d)
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e Athogh soe o the crisis coutries wil see futher
redctios inal denand next year, theregonas awde
islikdy to resune positive goth in 1999 ad by 2000
there wll be anewpesk. Bsen wth the 1998-1999 sl unp,
govth shou d average nearl y 2%anmnud |y over the periaod
19620000 Wth the recoveries o the carisis countries,
derand gothshoddaganincresseinthefirst hdf o the
next decade, ad ar best-case prgection parnts to 3 5%
per avmum Hgure 2 shoms AsiaPcificregonal denand
by prodct, rgresating ar best-case faecast far the
fuue Asthefigre shog, thee wll be aninterrytion
inthe regois denand goth far 15 to 2 years befare
gonh resunes.

e Thedoinadl denad in the AsiaRxific regon wil
prdoudy afect the product narket, especidly since
capeci ty exparsi s inrecent years vere carried ot uncer
the assunption of steady denand growth.

e The gt product deficit in Asia wil be smller then

10,000

5,000

atidpaed thuslessen ngproduct inports fromthe Ndd e
BEsst. Eqortad e vd unes fromthe Mdd e BEsst are hi gher
then ever, but Asianinparts have suk toalowlevd mt
seen for nany years. Qrsequertly, penty of Md East
products wil be flowng to the Mdterranean ad the
Alatic Bsin
Fgure 2. Asia-Pacific Oil Demand by Product, 1985-2010
(kb/d)
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Inthe ed refinngnargns wil dctae prodct sydies
ad dlocatios. Ween narg s turn saur, refiners wil
dashcaukrus. Thsisegpaddlytruefa cortries wth
prodct surp uses.

Athough the Asia-Recific reg on hes severd inportat al
pradoes, theregais al denard drerfs its dl opu.
Today, denand is around 19 million bYd, but productionis
aly oot 7.5 mllionbd W bdieve there wil be o
drastic change inregod crude productiot it nay go Wp
fao awileadthen either rechapaeu o ddire

Table 2

AsiaPacific Ol Inport Dependence
(mllion berrd's pr day)

1996 1997 1998 2000 2002 2005

Qal Denand* 186 193 187 198 212 2836
Ol Roduction? 74 76 78 83 83 80
Nt Inports n2 17 10 115 129 156
Q1| Depencence 60% 61% 58% 58% 61% 66%

1 Qude rus pdus drect crude use pus et product i nportss.
2 Qude (includ ng condensate) output plus norefinery LRG

The conti ned effect of the sl unpin denand pl us conti nued
incresses inAsia-Pcific crude, condersate, and ges- besed
LFRGproduction is quite renarkabl e, Lower denand pl us
hge atpt dus spare refinng cgpecity wil push the
regons ol inport dependence dom (see Tadle 2).

fs shominTadde 2 theregons ol inport dependence
ves ashighas 61% n 1997, hu gventhe curet situation,
Oeperdence i s expected tofd | to58%inthe years betveen
1998 and 20000 Hwever, the prgected rebound in al
denand goth after 2000 wll, ufortuetdy, reversethis
tenporary trend




