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Overview of Presentation

® Why does oil matter?
¥ Why do most economists argue the case for cheaper oil?

W Medium term price forecast

¥ The probabilities and the risks




Full reports:
“The Case for Cheaper OIl” - 2006

“Low Oil Prices: be careful what you wish for” - 2005

“The Economic Impact of High Oil Prices” - 2004

and our monthly oil and gas index. Available at:

Website: http://www.rbs.com/economics

Contact us: economics@rbs.co.uk



“What do | detest about Moses? For 40 years he leads us through a desert,
and where does he take us? The only place in the Middle East that does
NOT have oil.” Marleen Golda Meir (Israeli Prime Minister, 1970)

“QOil prices have fallen lately. We include this news for the benefit of petrol
stations, which otherwise wouldn't learn of it for six months”. William D.
Tammeus

“The oil price is likely to stay at about $10 to $12 a barrel at least in the
foreseeable future”. The late Donald Dewar, First Minister,1999.

"It's hard to identify any single commodity that has ever maintained a very
high price over a very long period of time," Lee R Raymond, Exxon Mobil

Corioration, 2005
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Why it matters. High oil prices hit specific sectors and countries

Companies’ ability to mitigate exposure to oil-price hikes depends on:

W Energy intensity in production processes - cost implications will be greatest for sectors such as
utilities, transport services and agriculture.

B Whether they are consumer-facing, particularly where spending is discretionary - in the short
run, as household spending slows in response to the drag on incomes from higher energy prices, the
hardest-hit sectors would include retailing, electronics, automotive and travel services.

B Whether competitive pressures are strong and/or demand is cyclically weak - firms will be less
able to pass on energy-cost increases in sectors such as manufacturing, where global competitive
pressures are strong.

W Whether tight labour market conditions exist - companies may face additional cost pressure
where employees try to ‘catch up' real income losses via wage negotiations. Catch-up is most likely
to take place when the workforce has specific, high-level skills, or when wider labour market
conditions are tight.
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Futures Market expects prices to stay above $60 — but is this just a reaction of the spot price?
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Is the market responding to the price signal? Inventories
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Baseline Forecast and an under-investment scenario
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A probability distribution reveals substantial upside risks to the forecast
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The case for cheaper oll

W We prefer to stress a lower medium term price target with upside
risk rather than a high price with more downside risk

M Prices are stuck in a channel between $56-66 per barrel with no
Imminent sign of a break

M Two I1ssues matter for the medium term:

® The fundamental economics of the price signal still work but this could be an elongated
commodity cycle

® The big call relates to investment made now for the next decade. Globalization has shifted
the demand curve. Is that a one-time move upwards or have the emerging economies
increased the sustainable growth rate of the global economy at the same time? That
would require a substantially higher investment response between now and 2010



Full reports:
“The Case for Cheaper OIl” - 2006

“Low Oil Prices: be careful what you wish for” - 2005

“The Economic Impact of High Oil Prices” - 2004

and our monthly oil and gas index. Available at:

Website: http://www.rbs.com/economics

Contact us: economics@rbs.co.uk
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Disclaimer

This material is published by The Royal Bank of Scotland plc (“RBS”) which is authorised and regulated by the Financial Services
Authority for the conduct of regulated activities in the UK. It has been prepared for information purposes only and does not
constitute a solicitation or an offer to buy or sell any securities, related investments, other financial instruments or related
derivatives (“Securities”). It should not be reproduced or disclosed to any other person, without our prior consent.

This material is not intended for distribution in any jurisdiction in which its distribution would be prohibited.

Whilst this information is believed to be reliable, it has not been independently verified by RBS and RBS makes no representation,
express or implied, nor does it accept any responsibility or liability of any kind, with regard to the accuracy or completeness of this
information. Unless otherwise stated, any views, opinions, forecasts, valuations, or estimates contained in this material are those
solely of the RBS Group’s Group Economics Department, as of the date of publication of this material and are subject to change
without notice. Recipients of this material should make their own independent evaluation of this information and make such other
investigations as they consider necessary (including obtaining independent financial advice), before acting in reliance on this
information.

This material should not be regarded as providing any specific advice. RBS accepts no obligation to provide any advice or
recommendations in respect of the information contained in this material and accepts no fiduciary duties to the recipient in relation
to this information.



