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Annual growth in oll demand, 2005-2030

iy OECD countries, currently accounting for close o
» 60% of world oil demand, see a further growth of 4
mi'd by 2030, neaching 53 mbid. Developing
countries account for most of the rise in the refarence
case, with consumption doubling from 28 mb/id to 58
mbd. Aslan developing countries account for an
increasa of 20 mbid, which represanis mone than
two-thirds of the growth in all developing countries.
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World ofl supply, 2005-2030
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Inter-regional oil trade should increase by 13 mb/d to
aimost 53 mbid of oll expors in 2020. Both crude and 2
products exports will inCrease appreciably, with
products exports growing faster than crude oil 1
exports, Comespondingly, the reference case cullook -
calls for a total tanker fleet requirement in 2020 of
460 million dwt. This companes 1o 360 milllon dwt as o BFEC HGLS + nos-conventiorsl
of the and of 2006. —
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ENERGY
E Putting a Price on Energy

SECRETARIAT International Pricing Mechanisms for Oil and Gas

The Energy Charter Treaty
The Enangy Charter Treaty provides a mulSiaternl framework for enengy coopemtion that is unigue under intemational
lavw, It is dasigned bo promote enangy Secwily through the oparation of mong open and compatiSive enangy markats, PUTTING A PRICE ON

ENERGY

whille respecting the principies of sustainable development and sovaralgnty over Nangy NESOUNCES,

A core princple of the Energy Charer is ‘market-ofented prica formation’ for the enesgy sactor, within the framework
of soversign Aghls ol gy resounces. But this begs the guestion: how can Bess o slements be combinsd and
v @ they reflectad in the formaion of ol and gas prices in intemational rade’

Owarall Conclusions Website: hip/lwww.encharter.org

This report leoks at the pricing mechanisms for ol and gas by also using approaches of some mone specialised parts
of economic theory, mainky transaction cosl theory dealing with differant pricing and conirect mechaniam of open
maroets, ong-larm conracts and werical inegration, the theosry of Bnits resowrces 88 nefiecied in Holeling and
Ricardian rent and the principal-agent theory, They sugpest the following analysis:

The fransaclsn oosl theory suggeats that the combination of maroebplaces, long-lerm contracts and warical
inlegration dopends on bechnology, markel streclure and regulaBion, and thal il will change o refiecl wir
development. Gaclogy and geography provide the overall context, but the impadt of endewments changes with the
devalopment of technology, as well ot of markets and regulations. An important demant in ofder lo understand
diflerences in prcing mechanisms is that there are two aclors on e supply sde. the meeource oaner, usually
mpreseniad by a natonal gowemmaend, which takes decisions determining the depletion of s resounces, and the
producing company. which takes the decision lo invest,

il has alrsady baen traded intematicnally for mons than & cantury, and trada in ol has davalcped all the faatunes of a global commaodity market. Howaver, natural
gas has not (yet) followad suit, and whether and how a global gas markel might emenge is a holly debated topic in intemational enengy.

‘Whal we see instead, in the case of natural gas, are sirong variakions in the pricing mechanisms for intermational gas trede Info different regional and national
markats. This shudy axamines possible reasons for these differences, starting with the physical properties of natural gas and the distribution of gas reserves, and
confinuing with a detalled considaralion of the mechanisms that have emangad to detanrmine gas prices In North America, in the UK and in Continental Ewrope. |t also
axamines the rebe of hyuefied natural gas n providing a knk bateaan different markets.

The aim of this study is to encourage an informed debade about international ofl and gas pricing, which sell is a key 1o understanding many cument developments on
infermational anergy markets, Tha stedy, available on the Enengy Charter's website, does nol recofmmend a paficular model for national energy markets or for
international commarcial arangaments, However, and particulardy wiwia gas is raded thiough pipalines. i underines thal the inlemational gas irade depands on
long-term decisions that are taken along the entire enengy chain, This in lum strengthens the significance of the Energy Charter as an instrument for inbernational
enangy cooparation, since the Chaner establishes binding discplines protecting these |ong-lerm imdaestmend and innde decisions.




