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War, low oil prices 
cripple Iraq Kurds’ 
once-vibrant economy
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BAILLEUL: People gas up their car at a gas station in Bailleul, northern France yesterday. Oil prices fell 35 cents to $37.16 a barrel on the New York Mercantile Exchange (Nymex),
the lowest close since February 2009, and shed 15 cents to $40.11 a barrel in London few days after a decision by the Organization of the Petroleum Exporting Countries not to
cut output despite the weak global market. —AFP
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LONDON:  OPEC forecast yesterday that oil supply from
non-member countries will fall more sharply next year,
a development that would suggest its strategy reaf-
firmed last week of defending market share not prices is
working. But the Organization of the Petroleum
Exporting Countries (OPEC) also said its members
pumped more oil in November, adding to a supply glut,
and forecast global oil demand growth would slow
down next year.

OPEC’s report follows an acrimonious meeting on
Dec. 4, where it rolled over a policy of pumping crude to
safeguard market share. A year ago, Saudi Arabia
pushed through an OPEC decision to defend market
share instead of cutting output, hoping to slow growth
in rival supplies. Supply outside OPEC is expected to
decline by 380,000 barrels per day (bpd) in 2016, the
report said, as output falls in regions such as the United
States and former Soviet Union.  Last month, OPEC pre-
dicted a drop of 130,000 bpd. “US tight oil production,
the main driver of non-OPEC supply growth, has been
declining since April 2015,” OPEC said in the report.
“This downward trend should accelerate in coming
months given various factors, mainly low oil prices and
lower drilling activities.” OPEC production, which has
surged since the policy shift of November 2014 led by
record Saudi Arabian and Iraqi output, rose by 230,000
bpd in November to 31.70 million bpd, said the report,
citing secondary sources.

The figures do not include Indonesia, which
rejoined OPEC at last week’s meeting. With extra barrels

coming from OPEC, the report points to a 860,000-bpd
supply surplus in the market next year if the group
keeps pumping at November’s rate, up from 560,000
bpd indicated in last month’s report. OPEC left its 2016
oil demand growth forecast unchanged, predicting
global demand would rise by 1.25 million bpd, marking
a slowdown from 1.53 million bpd in 2015.  

Output hike
The first response of commodity producers to a

drop in prices is normally to increase production -
ensuring price falls become deeper and more pro-
longed. Producers attempt to make up in volume
what they have lost in prices. But what might be
rational for one is disastrous collectively. Cuba’s top
trade negotiator warned a conference as long ago as
1946: “We know from experience that sometimes a
reduction in prices not only does not bring a reduc-
tion in production, but as a matter of fact stimulates
production, because farmers try to make up by a larg-
er volume in production the decrease in income
resulting from the fall in prices.”

He was speaking about sugar, but the same
response has been true for other commodities,
including petroleum. In 2015, most oil producers
have responded to the slump in prices by raising out-
put, ensuring the market remains flooded and post-
poning the anticipated rebalancing of supply and
demand. Russia, Saudi Arabia and Iraq have all
increased production in 2015. Iran hopes to follow in

2016 once sanctions are lifted.
Combined output from nine of the world’s largest

oil and gas companies rose by 8 percent in the first
nine months of 2015. Output from US waters in the
Gulf of Mexico was almost 19 percent higher in
September 2015 than the same month a year earlier,
according to the U.S. Energy Information
Administration. Oil companies have said the Gulf of
Mexico remains an attractive prospect even at low
prices and they intend to continue increasing produc-
tion there.

Even in the major shale-producing areas of the
United States, production is not falling as fast as
had been predicted. Companies have sought to
maintain production volumes even as they slash
costs. North Dakota’s oil output is down only 5 per-
cent from the peak and has been surprisingly stable
in recent months. Bakken producers even accelerated
output and sales in October ahead of an OPEC meet-
ing they feared would result in even lower prices, the
state’s chief regulator told reporters on Dec. 9. In
Texas, output from the Permian Basin, one of the old-
est oil-producing areas in the country with particular-
ly attractive geology, is still increasing.

Investment redirected
Some of the increase in worldwide production is

the lagged effect of decisions taken to expand when
prices were still high.  New fields given the go-ahead
between 2012 and 2014 are only now coming

onstream. But some of the growth is coming from a
deliberate strategy to maximize production from
existing fields even as spending on exploration pro-
grams and new field developments are cut back.

Britain’s North Sea oil and gas producers have
managed to raise output this year by reducing the
number of field outages.  The new mantra for North
Sea operators is to do more with less.

Russia and Iraq have ramped up output from
existing assets in 2015 even as they have cut spend-
ing on new fields scheduled for development in 2016
and beyond. In effect, oil and gas producers are
sweating existing assets harder to maximize produc-
tion in 2015 and 2016 even as they cut back on
investment needed to maintain and increase produc-
tion in 2017 and beyond. Capex is being redirected
towards projects which increase short-term output
and away from projects with a longer-term focus.
Around the world “nearly 5 million barrels per day of
projects have already been deferred or cancelled,”
Prince Abdulaziz bin Salman, Saudi Arabia’s vice min-
ister of petroleum and mineral resources, has warned.

“Beyond 2016, the fall in non-OPEC supply is likely
to accelerate, as the cancellation and postponement
of projects will start feeding through into future sup-
plies,” he said at a conference in Doha in November.
In theory, this creates an even more exaggerated pro-
duction and price profile, with prices falling further in
2015 and 2016, then rebounding faster and higher in
2017 and 2018. —Reuters
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