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New Challenges 
• The Supply Side 

• US shale oil 

• Other non-conventional oil 

• The Demand Side 
• Competition from electricity and LNG in the transportation sector 

• Energy efficiency 

• Weak economic growth  

• Trading 
• North America self-sufficient 

• Asia main market 



OPEC in Turmoil 
• OPEC is split between the well-off oil exporters and the not-so-well-off ones, 

the first group wanting market share, the other one high prices 

• The Gulf exporters, led by Saudi Arabia, have a long-term interest in 
conventional oil keeping an important share of the world energy market, and 
for themselves to keep a good share of that market 

• The instruments are lower prices, and if needed, larger export volumes 

• In the short term, they have financial resources to tolerate lower oil prices and 
lower revenues, possibly for years 

• As long as oil demand does not rebound, Saudi Arabia decides 

• Many OPEC countries risk instability, but new regimes might prefer to produce 
more oil, not less, if they could (Venezuela is a case in point) 



Oil in Turmoil 
• High prices and advances in horizontal drilling spurred the shale breakthrough, adding 

significantly to the resource base and remaking the economics of petroleum 

• Conventional oil extraction requires heavy capital investment during a brief initial 
period, followed by many years of low variable, lifting costs. Therefore investment is 
conditioned by price expectations, but actual extraction is robust to price changes; 
once investment is made, the capital is “sunk cost” 

• Shale oil does not require heavy initial capital investment, but variable costs are high. 
Therefore, extraction is sensitive to price changes 

• Two different oil industries shape the market. When demand is low, the cost of non-
conventional oil makes the price ceiling; when demand is high, it makes the price 
floor. Recipe for price volatility. For some time, North American shale oil costs will put 
a ceiling on crude oil prices 

• Costs are dynamic; the challenge for the conventional oil exporters is to keep prices at 
a level that will not stimulate large-scale investment in non-conventional crude, unless 
demand should pick up unexpectedly. The challenge for the shale oil producers is to 
cut costs in order to enhance competitiveness. 

 

 

 



New Oil Market Realities 
• Historically, oil supplies have had a low price elasticity due to barriers to entry 

and the cost structure; high initial capital costs, subsequently low variable costs  

• The Gulf has been the swing producer, due to large reserves and low costs; 
their volume and price decisions are discretionary, based on their economic 
and  strategic interests 

• With shale oil, responsive to price changes with comparatively short lead-
times, oil supply to the world market has become much more price elastic 

• The Gulf states are under threat from high-cost conventional oil, non-
conventional oil and renewable energy, all of which have higher total costs than 
conventional oil from the Gulf 

• The core Gulf producers face a trade-off between short-term revenue and long-
term strategic positions, now they choose the latter, investing in capacity 
expansion 

• The alternative is to cut output and lose revenue to defend the short-term 
interests of high-cost oil producers, and then to cut again, and again… 

 



Energy in Turmoil 
• The weight of energy demand is shifting from the North Atlantic region to Asia 

• Energy trade increasingly targets Asia 

• Shale oil changes the basic economics of the petroleum industry 

• Technological breakthroughs multiply supply sources of oil and gas 

• The numbers weaken the sellers, making a buyers’ market for oil and gas 

• Facing competition, OPEC Gulf core goes for market share rather than price 

• Prospects for moderate oil and natural gas prices for many years 

• Energy companies from outside Europe and North America are increasingly 
important in terms of production, turnover and market capitalisation 

• New investment in renewable energy, with high capital costs and low variable 
costs, is under threat from low oil and natural gas prices 

 



Oil Flows in Turmoil 
• North America is becoming self-sufficient in oil; oil flows from the Middle East to 

the United States are diminishing quickly 

• Europe and Japan remain dependent on imports of crude oil and refined 
products, essentially from Russia, the Middle East and North Africa, but with 
slowly declining volumes 

• Asia, especially China and India, are increasingly dependent on oil imports, from… 
anywhere 

• Oil exporters in the Middle East, North Africa, Russia, Africa and Latin America 
are increasingly dependent on the markets of China and India, plus some other 
important Asian countries  

• For the Middle Eastern oil exporters, China is the money machine; Russia is also 
heading for greater dependence on China 

•   



Natural Gas Trade Globalizing 

• Shale technology and gas liquefaction build a world-wide LNG market 

• Regional gas markets are being connected by sea-borne trade 

• Natural gas prices align  

• Multiple sources reduce supply risk 

• North America is becoming a net exporter 

• Europe’s preference is no more natural gas (with a few exceptions), but may 
have no choice if nuclear is to be phased out and coal restricted 

• Russian gas exports target China 

• Iran’s gas exports will largely go east, to China, India and Pakistan 

 



 Financial Implications 
• International oil trade is increasingly a transaction between the Middle East and 

China 

• China’s long-term interest is to conduct trade in yuan, also oil trade 

• China allegedly has plans for an oil exchange in Shanghai, pricing and trading oil 
in yuan 

• Requirements are willing sellers (Iran and Russia), financial operators willing and 
able to take risk (in place), and an independent judiciary to enforce contracts 
(may be?) 

• An alternative is a Chinese oil exchange in Dubai 

• Oil is the world’s most traded commodity; any move into yuan would have 
negative consequences for the US dollar and hence the ability for the United 
States to project power around the world 

• The critical factor is the Saudi choice 

 



Political Implications 
• Even without oil imports, the United States will keep an interest in the Middle 

East and most likely a military presence, despite growing domestic opposition. 
Motives are ability to control oil flows, defend and put pressure on Saudi Arabia, 
making sure that oil will be priced and traded in US dollars, as well as Israel.  

• China readily accepts the United States keeping order in the Gulf, but not 
interfering in business 

• Saudi Arabia under the present regime will keep the alignment with the United 
States, for security reasons and for financial reasons, as China cannot offer the 
same investment possibilities  

• Iran will gain influence, whether sanctions are lifted or not 

• Europe and Russia are likely to remain on the side-lines 

• The risks are that the United States will make another major blunder in the 
Middle East and that a key country will have a violent upheaval, upsetting all 
balances 

 



New Oil Constellations? 

• The historical US-Saudi oil tandem is broken, replaced by a China-Saudi-US 
triangle 

• Will the reorientation of oil exports to China affect Saudi foreign, security and 
financial policies? 

• Will the greater weight of the Middle East in economic relations influence 
China’s foreign policy, eventually also security policy toward the region? 

• Will the US and China develop complementary or competitive interests in the 
Middle East, especially in relation to Saudi Arabia? 

• How will the eventual re-entry of Iran into the world economy and the Gulf 
political arena influence power relations and the oil market? 

• How will Iraq develop and with what oil market effects? 




