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JOHN DEFTERIOS

THE FUTURE OF OPEC: “WE HAVE ENOUGH RESERVES TO SATISFY WORLD DEMAND."
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because at this time their production is
still low. I don’t know when they will be
on stream with additional production.
We have to see how their production
profile develops and then I am sure

OPEC will accommodate them.

With the exception of Saudi Arabia and
the UAE, you are aware of the criticism
that OPEC countries are not taking the
profits from this current level and re-
investing into future capacity. Is that a

fair criticism?

No, it is not. We are investing. We are, as
you know investing about $155 billion,
and we have about 140 projects underway
so we are definitely investing. We are
adding new projects, we are investing,
but the problem is that the consumers
are asking for security of supply and we
are asking for security of demand.
Security of demand will let us invest in
the future because it’s a considerable
amount of money to be investing. We
don’t know if between now and 2020
OPEC demand will be 29 million barrels
a day or 41 million barrels a day. This

«

‘We are certain that our proven

reserves are more than
a trillion barrels.

You can count on this.”

Abdalla El Badri
OPEC Secretary General

The new building in Vienna was officially opened on
17 March 2010 at the 156th meeting of OPEC.

difference between the low growth and
the high growth scenarios will cost us
about $250 billion. So, we really need
security of demand so that we can invest.
At this time though, we are investing to

add more supply to the market.

The International Energy Agency puts low
demand for OPEC crude at 41 million
barrels and as high as 53 million barrels a
day by 2030 (from 29 million today). Is
OPEC behind the curve in preparing for

such demand?
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You know the demand will depend on
low growth or high growth. We are
looking for transparency to identify any
reliable data so we can invest, but our

demand is growing from now until 2030.

Can we trust the figures coming out of
OPEC countries today? We are looking
at more than a trillion barrels of proven

reserves. Is that accurate?

A trillion plus, the reserve figure is very,
very accurate. We know the numbers, we
put these numbers into our data, and we
distribute them. We are certain that our
proven reserves are more than a trillion

barrels. You can count on this.

What is the key role of OPEC with those

sizable reserves?

The reserves will be enough for the fore-
seeable future. We have enough reserves
to satisfy world demand, and we are
investing. We are discovering new oil,
and OPEC is now a more mature organi-
zation. We are talking to a lot of our

partners. We are engaging in ongoing

dialog with the International Energy
Agency, we are talking to the IMF, and we

are talking to Russia.

The US claims that sanctions are starting
to erode Iran’s capability to export crude.
When will it be the right time to lift

sanctions?

I have no idea, but I can tell you that
sanctions do not work, they only make
things difficult. Sanctions will nothinder
Iran from producing oil and gas or from
developing some of their fields. I am
talking from experience. Embargoes do
not work. I think the best way is to find a
solution because that part of the world
really doesn’t need any more problems.
They have enough problems. The time

has come to live in peace. =

OPEC member states produce
around 40 percent of the
world’s oil and hold more than
three-quarters of the world’s oil
reserves.






Review of the Discussions

THE STERN STEWART INSITUTE
REVIEW OF THE ANNUAL SUMMIT

held at the Annual Summit of The Stern Stewart Institute

at Schloss Elmau in September 2010

What Experts Postulate
to Drive Business and Safeguard

Global Growth

“Shaping and safeguarding future business —
Applying lessons from the meltdown” was the motto of
this year’s summit of The Stern Stewart Institute. More
than 100 selected top managers, politicians and academics

gathered at Schloss Elmau from 9-12 September.

They actively participated in at times contentious
panel discussions and tough talks and shared their views
on hot topics and future economic developments. Which
topics generated the most intense discussions? Which so-
lutions to urgent questions did most of the participants
agree on? And what are the most probable future scenarios
for the development of current world economic imbal-

ances?

“As of today I do not expect major European
sovereign defaults in the next year or two.

I do expect a lot of political tension in some
governments that may falter in this time.
But new elections will generate new leaders.’

Richard T. McCormack,

Executive Vice Chairman, Bank of America Merrill Lynch
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THE STERN STEWART INSITUTE
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1. World economy

Optimistic world economic outlooks —
but how sustainable are they?

The world economy has picked up and the out-
look seems rather optimistic. As the results of the polls
taken during the discussions show, almost 30 percent of
the respondents think the global economy will improve
in the next 12 months while only 19 percent suspect that it
will worsen. The crisis and the years preceding it, however,
left public and private households encumbered with debts
and aggravated world economic imbalances making future

perspectives uncertain.

A global perspective is needed to rebalance
world economy

The questions, possible solutions and estimates
discussed vary according to perspectives. The best growth
rate estimates for the average GDP from 2011 to 2015 are
also clearly positive — although on a more moderate level
with 7.5 percent for China, 1.9 percent for the US and 1.9
percent for the EU. While the US advocates appreciating
the renminbi, the Chinese oppose this: Growth rates of
8 to 9 percent are deemed vital to guarantee economic
stability and fend off unemployment, e.g., due to masses

of migrants looking for jobs.

The Chinese are not only perceived as being
willing to fight for survival, but also willing to develop
their economy upward. It is only a matter of time before
China will be a serious competitor in the automotive and
high tech markets. Given these circumstances, the debate

on currency policies takes on a new dimension.

Short-term economic development estimate is optimistic:
Global economy will...

29% GET BETTER

45% STAY ABOUT THE SAME

19% GET WORSE

10% 20% 30% 40% 50%

Average 2011-2015 GDP growth estimates in the US, the EU and in China

10%

M 8%

8%

A 7.5%

M: MEDIAN OF 6%
ALL ANSWERS

A: ARITHMETIC 49

MEAN °

M 2% M 2%
A 1.9% A 1.9%

RANGE 2%
OF ALL
ANSWERS

us EU CHINA

Editor's note

The charts shown on this and the following pages are the results of the
polls held during the discussions

Missing percentages n/a

Regardless of the solution economies choose, it
will affect world economy and security. In particular, this
applies for the energy markets experiencing a fundamen-
tal transformation, as the availability of resources will
widely determine future growth perspectives not only of
businesses, but also economies. The majority agree that
renewable energy is the best choice, a fact which is demon-
strated by the remarkable investments made by companies
in this sector. But the cheap oil and gas prices slow down
the transition to renewables. As governments rediscover
nuclear power to stave off an energy cost explosion and
reduce the dependency on oil, the threat of protectionism

becomes more and more real.



“If we cannot control the credit expansion we

)

have no way of safeguarding the economy.’

Xiang Songzuo,
Deputy Director and Senior Fellow,

Renmin University of China

Major risks to security and global economy in the next 3 years
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2. Strategic entrepreneurship

Rethinking growth strategies

Saturated and highly competitive markets and at
the same time the dependency on the good will of govern-
ments and industries to provide necessary resources and
conditions for development and production processes will

shape future growth strategies.

Tried and tested business models have to be criti-
cally analyzed. Diversification as a sustainable strategy
for companies is generally mistrusted: this is the route an
investor should follow, not an entrepreneur. Depending
on the industry, diversification might be part of a success-
ful growth strategy, provided that one diversifies around
the core competences of the enterprise. In contrast,
service and customer relationship management, e. g., in

the pharmaceutical industry, is pivotal in gaining a com-

petitive advantage.

THE STERN STEWART INSITUTE
REVIEW OF THE ANNUAL SUMMIT

Confident about business prospects in
respective industry

23% VERY CONFIDENT

60% CONFIDENT

5% UNSURE

12% NOT SO CONFIDENT

10% 20% 30% 40% 50% 60%

Major strategic risks for business models
in the next 12 months

ECONOMIC DOWNTURN
23%

REGULATORY PRESSURE
22%

A INTEREST RATES
10%

RAW MATERIAL PRICES
9%

DECLINE IN DEMAND
8%

5% 10% 15% 20% 25%

“A balance sheet is as efficient as you are able
to manage complexity. The more you can
simplify your balance sheet, the easier it is to
convince your stakeholders.”

Klaus Rosenfeld,
Chief Financial Officer,
Schaeffler Holding
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Funding — the neglected side of growth

The most decisive driver for growth that can be
influenced in the manufacturing industries is technology
and innovation; both of these pay off. But who pays for the
increasing number of R&D expansions? When industries
cannot get customers to pay the competitive advantage,

they find alternative partners to outsource R&D.

But access to government funding, in particular,
is limited to large and multinational companies which is a
highly competitive environment. An innovation strategy
that considers the interests of company stakeholders is
growing in importance also when reflecting on funding

concepts.

The general rule for funding strategies that
addresses classic investors and financial institutions is
questioned: Shouldn’t leverage that is cheap and abun-
dant rather be omitted than favored? To collaborate
successfully with the investor, transparency is a prerequi-
site. Even a highly sophisticated formula approach does
not solve the funding issue. Instead, it is the way in
which entrepreneurs deal with complexity and engage

with their counterparts that determines the outcome

of the negotiations.

Best equation for an
optimal capital structure
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“The main problem is that we put

shareholder value and corporate governance

in two different boxes.”

Dr. Wolfgang Colberg,
Chief Financial Officer,

Evonik Industries



3. Good governance and
leadership

Governance in the spotlight

Good governance is a multifaceted topic. Facing
future management and political challenges, a change in
attitudes, strategies and actions seems absolutely neces-
sary. As a result, the effectiveness of management boards,
shareholder value concepts, regulation on a national and
on an international level, particularly as regards the

financial systems, is put to test.

While there is widespread agreement that the
qualification of board members is essential to improve
board control, the question of how effectively board con-
trol can be implemented led to controversial discussions.
A board member must not only be willing to decide, he or
she must also have the ability to reach the right decision. It
is essential to hold in-depth talks with the executives and
ask crucial questions. The extent to which integrity and

independent thinking are essential for a board member to

be successful remains to be seen.

THE STERN STEWART INSITUTE
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Shortcomings in accountability and communication
between management board and operational
executives in most western companies do exist

9% AGREE

19% UNSURE

11% DO NOT AGREE

15% 30% 45% 60% 75%

Prerequisites to improve
board control are

COMPETENT BOARD MEMBERS
50%

TRANSPARENCY / ACCOUNTABILITY
34%

OTHER (TIME, INDEPENDENCE, REPORTING)
16%

10% 20% 30% 40% 50%

“An independent board member will not be
impressed by the complexity of risk models
that management might present.”

Anton Affentranger,
Chairman,

Implenia
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Points that make “management for value” work

Shareholder Value and Corporate
Governance — two sides of one medal?

2.4 sTRONG
Many question whether shareholder value and . LEADERSHIP
. . >$Q, 3.1 ETHICAL BEHAVIOR
corporate governance are incompatible performance KN
G\\n‘% 3.2 RIGHT INCENTIVES
cultures. Ultimately, what is good for the company is good ms\® 35 STRICT TARGETS
for the shareholder. With this in mind, there is obviously 3.7 CAPITAL DISCIPLINE

44 8uDG SC
a problem at the management level rather than at the BORGET DISCIFAINE
47 SCENARIO PLANNING

organizational level. A return to value based thinking is
8 . 5 4 3 2 1

needed not only in financial and strategic terms when o vEny

. . IMPORTANT IMPORTANT
pursuing long-term goals, but also with regard to com-

pany culture. Driving values like integrity, independence,

respect and modesty can help prevent expensive sanctions  Proposed regulatory and legal framework reduces threat of
and corrective actions to non compliant, value destructive another financial crisis like the one in 2007-08

behavior.

SIGNIFICANTLY REDUCES RISKS
. . 0%
Consistent value management in a broader under-

3 . . . MODESTLY REDUCES RISKS
standing goes beyond the organization. The banking sector oo

in particular, is globally interconnected like no other in-
DOES NOTHING TO REDUCE RISKS

dustry, and, here again, the fundamental question arises 4%

whether good governance can be enforced by regulation. INCREASES RISKS
4%

But there seems to be no way around global standards.

10% 20% 30% 40% 50% 60%

Setting up an appropriate obligatory capital basis for

financial institutions will be a first step.

“Failures have a lot to do with the culture
in companies and less with results and key
performance indicators.”

Stephan Gemkow,
Chief Financial Officer,
Deutsche Lufthansa




Nevertheless, good governance without rules does
work;, also on a private level. Warren Buffet and Bill Gates
are prime examples. Their private philanthropic initiatives
address the root problems of needy regions and social
groups. Imitators are likely to follow this path and more

and more private development projects will supplement

those of the public sector.
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Role of governments and central banks is to keep budget deficit down (B)
instead of boosting ecanomy (A)

B: 81%

A:
16%
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