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tight oil production in the united states seen as a major force driving 
the global oil market out of balance has appeared more resilient to 
withstand adverse price movements, despite the earlier projections. 
about 9% of shale oil output has gone from the market since March 
2015 to present. Currently, average breakeven price floats around 
$50/bbl to $60/bbl for main liquid hydrocarbon production projects 
in tight rocks. at higher crude prices, us oil production is likely to 
grow fast thus suppressing the prices.

Russia builds up its crude oil production despite low prices and 
Western sanctions. from 2015 Russia has been mastering a new wave 
of greenfield projects showing steady growth in liquid hydrocarbon 
output. Passing over January production level (10.95 mbd) does not 
seem unlikely for 2016.

Russia’s bigger crude oil supply into the world oil market is also 
due to its falling refining volumes. Higher crude exports (up by 0.3 
mbd) have adverse pressure on prices and undermine agreements 
on production freezes.

OPEC is the only player likely to show significant growth in liquid 
hydrocarbon production in 2016 (by 0.5 mbd in our opinion).

Production freeze initiatives are unlikely to eliminate the existing 
imbalance in 2016 as it may only shrink by some 0.5 mbd mainly due 
to globaldemand hikes and us supply declines.

OPeC should resume using output quotas to rebalance the market, 
in particular, make more dramatic steps than merely committing 
to current output levels. Current oversupply can be eliminated if 
production is cut by 0.5 mbd, including iran. if iran rejects the idea, 
all other OPeC member countries (above all, saudi arabia) should 
cut their output by 0.8 mbd.

if the meeting in doha takes place, any of its outcomes will eventually 
trigger crude oil price declines, since it does not remove oversupply 
from the global market in 2016.

If OPEC finds itself unable to resolve internal problems and agree on 
output cuts with no outside suppliers support, the very existence of 
OPeC as a cartel is questionable. What if we will see the oil market 
without OPeC in the very near future?

summAry
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Just one year and a half after the beginning of the low oil price 
cycle triggered by soaring oil production, key crude suppliers have 
shown concern over developing regulation tools in global oil supply. 
Everybody is focused on the upcoming meeting of the oil-exporting 
countries to be held in doha on april 17, 2016.

key issue of the forthcoming event is whether major suppliers agree 
on freezing oil production and how efficient their decision will be to 
achieve world oil balance.

Heated by expectations for producers’ agreement, oil prices 
exceeded $40/bbl,which looked like a credit of trust issued by the 
non-transparent global market to major oil exporters. Reports on 
the global oil supply/demand balance appear with a significant time 
lag, and statistics is normally subject to retroactive revisions. in the 
absence of reliable intelligence on world’s oil inventory levels, the 
market has only to respond to signals sent by major players.

OPeC quotas were the only mechanism to regulate oil supply until 
recently. however, at the end of 2014 OPeC decided to succumb to 
market forces, and not reduce production but instead even increase 
it in 2015. Perhaps such unconventional behavior of the regulator 
is due to changing upstream investment cycle paradigm that was 
most clearly demonstrated in the united states as a result of the 
shale revolution.

We will try to answer the following questions in this study:

 � What are real chances for oil production to change in the united 
states, Russia and OPeC?

 � What are scenarios of world crude oil balance after the meeting 
of major supplliers?

IntroduCtIon
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shale revolution in north america has become one of the key 
drivers of global oil market imbalance. tight-rock liquid hydrocarbon 
production in the US grew 3.5 times over the last 5 years to exceed 
5.3 mbd in 2015.  tight crude oil accounted for 85.5% or nearly half 
of the total crude oil produced in the united states (see fig. 1). Many 
experts expected tight oil production to react immediately to the oil 
price drop due to some specific features of tight oil projects:

 � the 1.5-year average well decline rate is very high and ranges 
from 75 to 85%;

 � spud-to-completion time for an average well is normally about 
few weeks, thus proving high production sensitivity to oil price 
changes.

 

Source: EIA, Baker Hughes, VYGON Consulting

Fig. 1. US oil rig count and crude oil production 
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however, us tight oil production in 2015 has appeared more resilient 
to withstand adverse price movements than was earlier projected 
– as it only started to decline 9 months after the oil price slump in 
June 2014. average new well productivity in 2015 (wells drilled over 
the last month) slowed down to 300,000 b/d (vs 390,000 b/d in 2014) 
and ceased to offset declining legacy oil production (wells started to 
operate in last year). as a result, some 0.4 mbd of oil production was 
gone by february 2016.

usA: steAdfAst 
shAle oIl soldIer
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Source: EIA, VYGON Consulting

Fig. 2. New well productivity and changes in total tight oil production in the US
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Most significant factors that may impact US shale oil production 
include:

 � declining rig count;

 � changes in new well productivity;

 � less sweet-spot drilling options for new wells;

 � CaPeX and OPeX cuts;

 � growing debt burden due to exhausted corporate hedge and 
credit tools;

 � us federal Reserve rate hike.

number of oil rigs as of the end of 2015 dropped by more than 60% 
to 537 units while rig count reduction for conventional fields is 15% 
higher than for the tight oil plays. this indicator is directly following 
the oil price trend with a 3 to 6-month lag, however it is unable to 
drive production changes alone as besides new wells drilling some 
drilled uncompleted wells (duC) are commissioned (duC count 
dropped from 4,600 in Oct 2014 to 4,000 in dec 2015).
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Major shale oil producers such as Continental Resources inc., devon 
energy Corp. and Marathon Oil Corp. decided to cut production by 
10% this year from 2015 levels, particularly suspending completion 
of previously drilled wells. therefore, oil producers will be able to 
add quickly the backlogged DUCs without extra drilling costs when 
oil prices get better.

Production changes are affected by new wells productivity (that 
reflects technology improvements  in drilling and dominance of sweet 
spots). for instance, eagle ford as a relatively new play had until 
recently high well productivity, while Bakken showed lower growth 
rates slowing down to 1% in 2015 (fig. 3).

the result is likely to be gradual depletion of sweet spot areas in 
mature formations, potentially speeding up tight oil production 
decline. For example, 89% of Bakken mid-2015 total crude oil output 
came from four out of fifteen counties, which indicates high drilling 
concentration on sweet spots. according to Post Carbon, production 
in Bakken will flatten out as soon as in 2017. The same metrics for 
eagle ford was 52% of total production originating in 3 out of 31 
counties. thus, high uncertainty is still present about changes in well 
productivity in the medium term.
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Source: Hughes J. David, Bakken Reality Check, октябрь 2015, Eagle Ford Reality Check, Dec 2015, VYGON Consulting

Fig. 3. Average new well productivity in Bakken and Eagle Ford over the first 6 months of operation
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According to the financial reports filed by the five largest US oil 
companies, their average capital expenditures decreased 20 % in 
2015, which was largely due to falling drilling rates as well as revised 
contract terms and conditions with oil service companies. the federal 
Reserve reports that oil producing companies have cut their service 
costs by 30% on most projects1.  

Today concerns are growing over the further financial stability of oil 
producers. shale oil operators are mostly represented by medium-
sized and small producers who are facing problems in keeping up 
positive cash flows if one takes into account the above-mentioned 
factors. The above top five oil companies generated negative free 
cash flow in 2015 (Fig. 4) while they were losing about 12 dollars on 
each produced barrel of crude or 40% of the average selling price of 
hydrocarbons in 2015.

1  Federal Reserve says oil service costs down 30 percent, Fuel fix from Houston 
chronicle, 4.06.2015, http://fuelfix.com/blog/2015/06/04/federal-reserve-says-oil-service-
costs-down-30-percent/#33048101=0 
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Source: Unaudited corporate reports, VYGON Consulting

Fig. 4. Free cash flow (FCF) of top five US shale oil companies per barrel of oil equivalent in 2015, $/boe
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What makes things even worse is that new players entered the 
market in the period of the shale oil boom with almost 100% debt 
capital and experienced financial difficulties even at the oil price of 
$100/bbl. according to haynes and Boone, 59 out of 2,000 oil and gas 
companies in North America filed for bankruptcy as of 3 April 2016, 
with progressing number of cases from month to month. The first 
three months of 2016 saw 17 cases with a total of 42 over the entire 
2015. in contrast, average annual number of bankruptcies totaled 30 
in the recession years of 2008-2009. although most of the petitioners 
are small companies producing less than 20,000 b/d, their cumulative 
secured and unsecured debt  amounted to $19 billion. therefore, we 
will see progressive bankruptcy cases of us oil producers if oil prices 
remain at the current level.

Notably, many companies have used several financial instruments in 
mid-2014 when oil prices began to decline, and that allowed them to 
delay insolvency procedures for about a year. firstly, they concluded 
hedge contracts thereby freezing the price of oil in the range from 
$76/bbl to $95/bbl.

normally, these contracts covered about 40-50% of production, and 
thus, hedging gains averaged 28-42% of eBitda depending on the 
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company and terms of the agreement2. according to Reuters3, only 5 
out of 30 major companies were able to extend their hedges for future 
oil production. for instance, Continental Resources, with 60% of its 
output come from Bakken, has already suspended drilling activity 
in this region. unlike many others, the company signed no hedge 
contracts in 2015 or in 2016 just delaying well completion and instead 
waiting for oil prices to rebound. as a result, the company had a net 
loss of $357 million last year for the first time.

secondly, oil companies used the following rescue tools:

 � additional stocks issue to raise investors funds in a relatively 
short period of time;

 � available bank loans;

 � private debt offering in high-yield bond market.

all the above tools have almost worked themselves out by now. 
fed’s current policy has curbed raising debt money for oil companies 
greatly. in december 2015, the federal Reserve raised the key rate by 
0.25 point up to 0.5% for the first time in the last decade. This would 
probably make falling liquidity of high yield bonds even worse, not 
to mention that the companies lose any chances to find inexpensive 
loans. as a result, investors started to withdraw funds from risky 
assets: as reported by the federal Reserve Bank of dallas, the 2015 
e&P investments dropped by half over previous year while debts of 
oil and gas companies are readily traded below par. 

according to Rystad energy estimates, average break-even price 
for Bakken, eagle ford, Permian, Midland, delaware and niobrara 
projects has dropped 35% since 2011 to $50/bbl in 2015 (fig. 5). 
however, many companies have to continue producing oil at a loss 
in the current environment just to get some minimum cash flow to 
service previous debts while building up the new ones.

2 Gerard Wynn, andrew Grant ”u.s. shale Oil and Gas Going over the hedge?”, Carbon 
tracker, may 2015.
3  With oil hedges rolling off, u.s. shale producers face stiff test,14.12.2015,  
http://www.reuters.com/article/us-usa-oil-hedging-iduskBn0tX0f420151214
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* for Bakken, Eagle Ford, Permian, Midland, Delaware and Niobrara plays 

Source: Rystad Energy, VYGON Consulting

Fig. 5. Average breakeven price for US tight oil production projects*
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Current us tight-rock production of liquid hydrocarbons (as of 
february 2016) is 5 mbd4. if oil prices remain below $40/bbl, oil 
production will drop to 4.5 mbd in late 2016, according to iea medium-
term oil report, which seems to be more optimistic, compared to 
PiRa projections (see fig. 6).

PiRa believes that a price of $60/bbl will be necessary to stabilize 
tight oil production at current level. if oil prices even rise above, us 
tight oil production will be increasing.

 

Source: PIRA 2015, VYGON Consulting

Fig. 6. US tight oil production (actual / forecast) sensitivity to WTI oil price 
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4  eia drilling productivity report, March 2016. 
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despite the drop in oil prices and continuing sanctions in respect 
of Russian oil sector, production of liquid hydrocarbons in Russia 
demonstrated another rally in 2015 (+1.5% over 2014), reaching 
10.77 mbd5. Russian crude oil production rose up 0.3%, which is in 
line with the growth rate of the last three years. the year 2015 has 
been marked by record-high levels of stabilized gas condensate 
production (0.72 mbd), which accounts for about 80% of incremental 
Russian production of liquid hydrocarbons.

 

Source: Russian Ministry of Energy, VYGON Consulting

Fig. 7. Crude oil and gas condensate contribution to total production of liquid hydrocarbons in Russia 
in 2015 as compared with 2014, mbd
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key contribution to condensate incremental production was secured 
by Arcticgas (joint venture of NOVATEK and Gazprom Neft), that 
reached production plateau to stay there in 2016-2017. We do not 
expect any major gas condensate production growth in 2016 while 
Gazprom and Rosneft (Rospan) may show a minor growth to offset 
recent declines in output of NOVATEK and Northgas brownfields.

5 Conversion ratio 7.3 bbl/ton for crude oil and 8.3 bbl/ton for gas condensate

russIA: freezIng 
A lA russe



April 2016          

VYGON Consulting 13

Russia, United States and OPEC: Who Controls The World Oil Market?

 

* joint ventures (~50/50) of NOVATEK and Gazprom Nest (Gazprom’s subsidiary)

Source: Russian Ministry of Energy, corporate reports, VYGON Consulting

Fig. 8. Changes in gas condensate production in Russia by company, mbd
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the largest legacy oil greenfield, Vankor, has reached plateau 
and maintained the 2014 production level (0.44 mbd). Other “old” 
greenfields, such as Verhnechonka, Talakan and Uvat, which used 
to be drivers of crude oil production rise in Russia, reached their 
production peak in 2015 to flatten out in 2016-2017.

The “growing” greenfields launched less than 3 years ago, such 
as Trebs and Titov fields, Prirazlomnoye (Pechora Sea offshore), 
novoportovskoye, srednebotuobinskoye, Yarudeyskoye (Yargeo) 
are likely to provide main crude oil production increments in 2016 
(fig. 10). irkutsk Oil Company (ink) will continue showing growth 
of its assets. Besides, we expect that this year will see the launch of 
commercial operation on Messoyakha group of fields and Filanovsky 
play, production expansions on Imilorskoye and North-Rogozhnikov 
(Shpielman) fields that will become growth leaders in 2017.
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Source: Russian Ministry of Energy, corporate reports, VYGON Consulting

Fig. 9. Changes in Russian crude oil production due to key “growing” greenfields in 2015 vs 2014, mbd
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Source: Russian Ministry of Energy, corporate reports, VYGON Consulting

Fig. 10. Projected changes in Russian crude oil production by greenfield contribution in 2016 vs 2015, mbd
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despite low oil prices and Western sanctions, Russia drives a new 
wave of greenfields and will show growth in crude oil production. 
Slump in oil prices has almost entirely been offset by devaluated 
ruble, which supported oil production economy and acceptable level 
of profitability for new drilling. Our estimate is that production from 
new wells and workover actions on operating stock of brownfields 
(excluding major greenfields which are considered separately) in 
2016-2017 will compensate up to 90% of the baseline production 
drop.

Given high uncertainty of new fields’ production, it is likely that 
January 2016 production level (10.95 mbd) will be exceeded. While in 
theory it is possible to pin 2016 oil production down to January levels, 
for example, by delaying the launch of some major greenfields, it will 
be impossible to stop the machinery of Russian oil output in 2017 – 
thus we anticipate higher production of liquid hydrocarbons under 
the base scenario (mostly that of crude oil), rising to 11.39 mbd6. 

 

Source: VYGON Consulting

Fig. 11. Production structure of liquid hydrocarbons in Russia  in 2013-2016, mbd 
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6  More detailed analysis of 2015 and forecasts for 2016-2017 will be made in 
a separate study by VYGOn Consulting focusing on the results of oil sector activities in 2015.
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in terms of global oil balance, Russia maintains supply surplus not 
only thanks to rising oil production. there are two more notable 
factors: oil refining and domestic consumption of petroleum products.

Firstly, changes in customs tariff regulation (part of ”fiscal maneuver”) 
together with slumping oil prices have provided a sizeable reduction 
of government subsidies to the refining industry. The resulting margin 
for primary-processing refineries turned negative, and inefficient 
primary oil refining in Russia dropped by 0.16 mbd in 2015, thus 
reversing the previous 15-year growth trend.

Changes in liquid hydrocarbon refining in 2016-2017 will depend on 
which of the trends prevail: thinning out ”mazut fraction” in processing 
the Urals blend and reduced operation of primary-cycle refineries 
or rising processing of light sweet crudes and higher utilization of 
refineries that step up additions of secondary capacity in 2015-2017. If 
the current status quo prevails in 2016, refining volumes will continue 
to decline this year, and this is why our base scenario foresees a cut 
in capacity utilization by 0.15 mbd.

secondly, Russia’s domestic consumption of petroleum products 
has been declining amid crisis developments in the economy. for 
instance, demand for motor gasoline dropped by 0.5 mt in 2015 
(-1.3% versus 2014), for the first time ever in the modern Russian 
history. Consumption of gasoil-based fuels (diesel and marine fuel, 
fuel oil) also goes down following declining freight transportation 
volumes.

Combination of growing crude oil and condensate production, 
declining oil refining and domestic consumption of petroleum 
products will contribute to a rise in oil exports that would have a 
negative pressure on prices as the market is ultimately focused 
on supply/demand balance rather than  production level. in 2016, 
we expect a new record in oil and condensate exports at 5.17 mbd 
(+7% over 2015).  unfortunately, all this undermines arrangements 
to freeze production.
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Source: VYGON Consulting

Fig. 12. Russian exports of crude oil and gas condensate, mbd
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historically, OPeC’s key mission was to coordinate oil policies of 
its member countries to maintain fair crude oil prices. the fact that 
OPeC has ”manual” regulation mechanisms is associated with its 
exclusive position in the market. Firstly, the cartel owns 80% of the 
world’s proven reserves and also produces nearly 40% of crude oil. 
secondly, oil and gas industry of its member countries is mainly 
represented by national companies. thirdly, only OPeC countries 
have huge spare capacity.

according to article 2 of OPeC Charter, ”the Organization shall devise 
ways and means of ensuring the stabilization of prices in international 
oil markets with a view to eliminating harmful and unnecessary 
fluctuations”.

to this end, the cartel has been applying output quotas for its member 
countries since 1982. By the end of 2011, OPeC switched to regulation 
of total output set at 30 mbd, which remains in force.

oPeC: end of 
regulAtIng 
AuthorIty?
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however, OPeC refused to act as a regulator when oil prices slumped 
in the autumn of 2014. in terms of oil surplus, the cartel not only failed 
to reduce but in fact even increased production of liquid hydrocarbons 
by almost 1 mbd over the year. despite the fact that OPeC’s output 
in 2015 exceeded the limit by 1.6 mbd, and the three formal OPEC 
meetings in november 2014, June and december 2015 failed to 
agree on production cuts7 until now, OPeC has never disallowed 
production quotas officially as it would mean that OPEC ceases to 
exist as a cartel.

Out of all OPeC members, the kingdom of saudi arabia (ksa) is the 
only country with sufficient flexibility to balance the oil market as it 
accounts for about 67% of OPeC spare capacity (or roughly 2% of 
world oil production). ksa liquid hydrocarbon production in 2015 
amounted to 12 mbd including about 17% of condensate. therefore, 
saudi arabia used to shoulder the bulk of OPeC cuts until the end 
of 2011, producing significantly less than set by the quotas, while 
nigeria, algeria and Venezuela were among the outright violators 
of the quota regime.

Historically, production cuts were not necessarily  to affect oil prices 
as expected. For example, the Saudis slashed output more than 
three-fold to withdraw excessive oil quantities from the market 
during the crisis of oversupply (before 1986) – from 10 mbd in 1980 to 
3 mbd in 1985. however, they failed to return prices to pre-crisis level 
but instead lost their key export markets. Return to once comfortable 
production levels took the ksa about ten years8.

7  Press release traditionally published after a meeting of OPEC representatives 
contains information about agreed level of total production as well as decision to either preserve 
or revise it. For the first time over a long while, there was no mention of the quotas in the 
press release issued after last official meeting of OPEC in December 2015. 
8  for more details on saudi arabia’s historic role in global oil market regulation see 
VYGOn Consulting’s paper “World Oil Market: from Manual Control to invisible hand”, March 
2015. 
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Source: EIA, VYGON Consulting

Fig. 13. Changes in Saudi Arabia ‘s output and in oil prices year-on-year
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Reluctant to repeat previous mistakes, saudi arabia refused its role 
of a balancing supplier and decided to focus on growing market share. 
the saudis managed to approach peak production levels during 2015 
by using a substantial part of their spare capacity (which fell by a third 
from 2.8 to 2 mbd in december 2014 to february 2016 according 
to iea).

Available high foreign exchange reserves (582 billion US dollars as 
of February 2016) and the intention to invest in refinery projects in 
China indicate that saudi arabia will be able to continue its pressure 
on prices until 2020, not only for the purpose of defending its present 
market share but also investing in the expansion of markets for its oil.

saudi arabia’s oil production in January stood at 9.95 mbd and fell 
to 9.9 mbd in february 2016. in this regard, it is not a big deal for 
the KSA at what level to fix its output. According to our estimates, 
saudi arabia will maintain its production in 2016 at the 2015 level 
(around 10 mbd).
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Source: IEA, VYGON Consulting

Fig. 14. Changes in OPEC spare capacity, mbd
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Prospects for iran to return to european market are perhaps the most 
important issue in terms of iran’s impact on global oil balance. iran’s 
oil production fell by 1 mbd following the embargo on eu imports of 
iranian oil and oil tanker insurance ban in 2012. it should be noted, 
that iranian oil production statistics published by various agencies 
is controversial. 

For example, Iran’s oil output in February is reported at 3.13 mbd 
by OPEC, 3.22 mbd by IEA, and 2.95 mbd by EIA. Difference between 
the two extremes is 0.27 mbd, which is nearly half of the potential 
incremental growth of world’s oil output in 2016.

Since January 2016, when international sanctions were lifted, to 
March 2016, iran has been actively utilizing its free capacity, which 
fell to 0.4 mbd in february. that is why we believe it is unlikely for 
iran to rebound to the pre-sanction ceiling of 4 mbd during this year. 
iranian crude oil output in 2015 was 2.8 mbd, condensate production 
around 0.6 mbd.
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* According to the OPEC statistics based on secondary sources, Iran’s pre-sanctions oil output was below 4 mbd

Source: OPEC, VYGON Consulting

Fig. 15. Actual/projected crude oil production in Iran*
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It is also unlikely that Iran will be able to flood the market with 
cheap oil in the future, and there are some objective reasons and 
restrictions for that. first, it is uncertain investment environment 
and operation conditions in the oil and gas sector of iran. it looks 
like current switching from service contracts to production sharing 
agreements (more common and attractive for international investors) 
may arise bigger interest of investors as it allows international oil 
companies to enter local oil assets in their books, though the ongoing 
reform of iranian subsoil use system has the reverse side.

Foreign companies will have to bear obligations such as finding a 
partner, hiring local workforce, securing technology transfer; also 
remains uncertainty regarding the allocation of shareholding. a 
serious risk of the reform is that it contradicts the iranian Constitution 
of 1979, which forbids granting ownership of natural resources to 
foreign companies and individuals. These factors may significantly 
delay the legalization of legislative initiatives, and hence, postpone 
the arrival of so needed foreign investment.
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Moreover, Iran goes slow to expand its presence in the European 
market during the period of low oil prices, refusing to grant discounts 
to customers and offering them an outdated supply contract model 
with destination clause (which bans re-export activity).

a mere 4 million barrels of oil were shipped to europe since the 
beginning of 2016, mostly concluding barter deals as many european 
banks were reluctant to conduct payment transactions for the 
refineries importing Iranian crude oil.

In the coming years we expect a moderate growth of Iranian crude oil 
production –  by 0.6 mbd by the end of 2016 (or by 0.3 mbd per year 
on average) and a similar increase in 2017. so far, investors facing 
regulatory problems in iran evaluate the local oil and gas projects 
as highly risky, and therefore any effect of the new assets added into 
operation will come in force not earlier than 2020. Before that time, 
Iranian crude oil output is unlikely to exceed 4.5 mbd.

Iraq is the third significant player in OPEC. Iraq accounted for 13% 
of OPeC crude oil production in 2015, however its supply potential is 
much higher. Recurrent military conflicts and sanctions over the last 
30 years held back iraqi oil production to 3 mbd until the early 2000’s.

When european sanctions were lifted in 2003, iraqi national 
businesses started to engage international oil companies, whereas 
Kurdistan successfully used first production-sharing agreements 
(unlike the rest of iraq where service contracts are used). the results 
of the agreements concluded during four licensing rounds in 2008, 
2009 and 2012 have only become tangible recently as oil production 
in iraq rose by 1.5 mbd up to 4.4 mbd from late 2013 to late 2015. 
In addition, Iraqi exports increased after deliveries of Basrah Heavy 
crude commenced from southern port of fao since July 2015.  

Future implementation of Iraqi export potential is likely to be affected 
by infrastructure constraints, particularly in the northern part of 
Iraq, as well as growing budget deficit. Moreover, Iraqi oil and gas 
projects have been facing growing political and physical security 
risks in connection with the islamic state threat (isis is banned in the 
Russian federation). therefore, we believe that iraqi oil production 
would not grow at a rate of previous two years: it will increase from 
4.0 mbd in 2015 to 4.3 mbd in 2016 and to 4.5 mbd in 2017.
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Source: EIA, Enerdata, VYGON Consulting

Fig. 16. Iraqi oil output and  milestone events
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OPeC projects that demand for their own oil (“call-on OPeC”) will 
rise to 31.5 mbd in 20169. according to our estimates, iran and iraq 
will be key contributors to OPeC production growth, which will total 
approximately 0.6 mbd in 2016.

Source: EIA, OPEC, VYGON Consulting

Fig. 17. Actual/projected OPEC crude oil production
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9  OPeC oil market report, March 2016. 
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international energy agency believes that oil supply surplus in 
the global market will be fully eliminated by mid-201710. energy 
information agency forecasts in its March medium-term oil report11, 
that the oil market will  be unbalanced through 2018.

Source: EIA Short-Term Energy Outlook, Mar 2016, VYGON Consulting

Fig. 18. Drivers of changes in world liquid hydrocarbon balance in 2016, according to EIA, mbd
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According to EIA, OPEC is the only player to show significant growth in 
liquid hydrocarbon output in 2016, whereas crude oil will account for 
91 % of the incremental production of 1.1 mbd. eia gives no country 
estimates but instead only provides OPeC totals.

We were more conservative to assess OPeC’s liquid hydrocarbon 
production growth at 0.5 mbd. Based on a country-by-country 
analysis, we saw no objective grounds for significant oil production 
boosts for major suppliers. unless saudi arabia starts to utilize spare 
production capacity, its output in 2016 is unlikely to change relative 
to previous year. 

iraq and iran are unlikely to ramp up their production of liquid 
hydrocarbons by more than 0.73 mbd together, however, such 
growth can be partially offset by production declines in some other 
OPeC member countries, above all in Venezuela (underinvestment) 

10  iea Midterm oil market report, 2016.
11  eia steO, March 2016. 

oIl BAlAnCe 
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and nigeria (due to increasingly frequent cases of destruction of 
oil transportation infrastructure and growing political risks as 
a consequence of  intensified terrorist attacks).  

We also estimated potential production changes of liquid 
hydrocarbons in eurasia, primarily in Russia. unlike eia, we assume 
a higher production growth (+0.14 vs + 0.1 mbd) in this region, which 
compensates  the production capacity retirement in some OPeC 
countries by 60%.

Source: EIA Short-Term Energy Outlook, Mar 2016, VYGON Consulting

Fig. 19. Drivers of changes in world liquid hydrocarbon balance in 2016, according to VYGON Consulting, mbd
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We believe that, in the absence of any regulatory decisions in 2016, 
the existing market imbalance will persist, although it can shrink by 
almost 1 mbd through this year to 1.06 mbd (see fig. 19).

If major oil exporters agree on, and more importantly, stick to freezing 
crude oil production at the January 2016 level (excluding Iran, who 
is ready to join any freezing initiative after it reaches pre-sanction 
production level), the existing oversupply of liquid hydrocarbons in 
global market in 2016 will reduce to 0.64 mbd. Production growth in 
iraq and Russia (fig. 20) mainly translates into increased condensate 
output, which does not fall under freezing contract terms. 
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if saudi arabia as a traditional balancing supplier obliges to reduce 
its crude oil output pro rata to oil production growth in iran12, oil 
surplus in 2016 will possibly halve to 0.3 mbd, this being much less 
than statistical error in terms of the global oil market.

Source: EIA Short-Term Energy Outlook, Mar 2016, VYGON Consulting

Fig. 20. Drivers of changes in world liquid hydrocarbon balance in 2016, under agreement to freeze oil 
production at 2015 level, mbd
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however, the probability of achieving and implementing massive 
production-freezing agreement raises a number of questions. 
if negotiating parties fail to agree and thus admit their inability to 
act as a team, the market reaction will surely be negative and likely 
lead  to oil prices fall to $30/bbl. however, it is worth considering, that 
should the doha meeting has positive outcome, the market might 
also react by oil price decline, since the meeting results are already 
incorporated into oil price, which would only recover after the market 
has evidence that the agreement is implemented.

While oil producers are applying a strategy designed to heat the 
market with positive news rather than real steps, OPeC still has 
chances to control the market through quotas, and they should 
not necessarily wait for an officially declared meeting to be held 
on 2 June 2016.  in early february some OPeC members called for 

12  Out of 0.45 mbd of iran’s liquid hydrocarbon production growth in 2016, 0.11 mbd 
accounts for condensate, which is not subject to freezing.
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an extraordinary meeting in April 2016 (though this was forgotten 
when four countries including Russia reached an agreement on 16 
february 2016 on oil production freezing). in other words, if OPeC 
members will find a nerve to convene a meeting in late April/early 
May amid falling oil prices, the logical outcome would be total OPeC 
production allocations revision, committed in 2011 at 30 mbd. let us 
assume the target will be production levels of January or february 
201613 published by OPeC with reference to secondary sources. the 
difference both in absolute production numbers (1 to 1.3 mbd) and 
changes in OPEC oil production published by different agencies is 
noteworthy (see table 1).

Table 1.  
actual OPeC crude oil production published by various sources

data source Production, mbd Change in production, %

January 2016 february 2016

iea 32.70 32.61 -0.3

OPeC 32.45 32.28 -0.5

eia 31.65 31.37 -0.9

source: VYGOn Consulting

 
this raises a question, which source of information negotiating parties 
will refer to in setting production levels and mainly in monitoring 
agreement implementation afterwards. While transparency of oil 
production data published in Russia by Cdu tek is ensured by public 
companies (key oil producers), OPeC statistics may cause distrust as 
the organization mainly made up of self-confined state enterprises.

But let’s go back to the quotas. according to OPeC production reports 
for January-february 2016, a new output ceiling for OPeC shall be 
set at 32.3-32.5 mbd.

it looks reasonable, regarding indonesia return back to OPeC14 and 
global oil demand grown over the 4-year period since the last quota 
level was set (+4.55 mbd), as well as OPeC’s 40% contribution to 
global oil supply (fig. 21).

13 When deciding on setting the output quota of 30 mbd in december 2011, OPeC 
used november 2011 production as a reference point.
14  ndonesia has returned to OPEC officially in December 2015. 
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Source: EIA, OPEC, VYGON Consulting

Fig. 21. New OPEC production ceiling logics, mbd
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however, OPeC decision to revise the cumulative quota, essentially 
equivalent to freezing cartel’s production, which could cut the oil 
glut in 2016 to 0.55 mbd - would come as a bombshell with media 
headlines screaming that OPeC decided to destroy the market with 
higher quotas while the oil price would collapse due to speculations. 
that is the price OPeC will pay for its failure to act over the past years 
– the cartel should not have stepped back from if not strict regulation 
of its production but at least from getting adequately fit into changing 
environment. Or it is a conscious choice, but then, perhaps, we will 
see the oil market without OPeC in the very near future.
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all materials presented in this paper are solely for informational 
purposes and only reflect private judgment of the authors and shall 
not be considered as an urge or recommendation to commit any 
actions.
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