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As long as oil demand holds up, Middle East OPEC members will cash in, now and long-term

The promise of more oil output from OPEC has
done nothing to cool prices, which climbed to new
records after the organisation’s ministerial meeting
in Isfahan on March 16th—dated Brent topped
US$s5/barrel for the first time. The market reaction
reflected the limits of OPEC’s ability to push prices
downwards at a time when most of its member
states are producing at maximum capacity.

The market is being driven, in the short term at
least, by factors outside OPEC’s control. These
include strong global demand (and regular upward
revisions of demand forecasts by bodies such as the
International Energy Agency, IEA), a cold snap in the
northern hemisphere, downward revisions of non-
OPEC supply, downstream bottlenecks and feverish
speculative activity by hedge funds. In the medium
and long term any moderation of prices will be off-
set for Middle East OPEC members by rising produc-
tion volumes.

OPEC has agreed to raise its production ceiling by
500,000 barrels/day (b/d) to 27.5m b/d, with imme-
diate effect, with the option of a further increase of
500,000 b/d if high prices persist. The impact on
actual supply will only be marginal, as OPEC is
already producing about 275m b/d. There is also
hardly any spare capacity outside Saudi Arabia.

The Economist Intelligence Unit has revised
upwards its forecasts for dated Brent to US$42.3/b for
2005 and US$37/b in 2006, in light of the high prices
in the first quarter (US$46.5/b on average in the year
to date) and following the increased demand projec-
tions from the TEA. In its latest report, the IEA said that
it expects demand to rise by 1.8m b/d in 2005, com-
pared with an earlier forecast of 1.5m b/d, because of
the cold northern winter and higher projections for
US and Chinese demand. In 2004 demand rose by
27m b/d. We expect the market to remain tight until
the end of 2006, when both stocks and spare capaci-
ty ought to start to build up. Between 20072010 we
expect prices to average US$33-34/b.

Saudi vigour
Saudi Arabia is leading by example in investing in

new production capacity to meet the challenge of
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satisfying demand in the medium and long term.
With non-OPEC supply likely to reach a plateau of
some 50m b/d in the next two-three years most of
the extra crude required to meet incremental
demand from 2010 onwards will have to come from
the Middle East and North Africa, where the bulk of
the world’s proven oil reserves are located.

Saudi Aramco on March 16th announced the
award of a contract to develop three onshore oil-
fields (Abu Hadriyah, Fadhil and Khursaniyah)
which will produce 500,000 b/d of crude by end-
2007 (see page 8). This contract, awarded to Italy’s
Snamprogetti, has been pushed through at record
speed. Saudi Aramco made its first approaches to
contractors last summer, and has combined the
design, engineering, procurement and construction
elements to allow for a much shorter tendering
process than is typical of such projects. Similar proj-
ects entailing the expansion of the Shaybah field
and the development of the Khurais field are expect-
ed to result in a further 1.8m b/d of Saudi capacity
coming on stream by 2010.

Progress with capacity expansion projects in
Kuwait and the UAE continues to be slow, and Iraq
has barely started the process of developing its
huge untapped oil and gas potential. Elsewhere in
the region, Libya attracted huge interest in its lat-
est bid round for new exploration blocks.
However, the shift to a transparent and highly
competitive tender system meant that the com-
mercial viability of these new concessions
remains open to question, and this might affect
the pace of the development of new capacity.
There are no such worries in Algeria, where the
passage of a new hydrocarbons law should act as
a further stimulus to upstream investment.

The principal concern for Middle East producers
is that at some stage high oil prices will result in a
contraction in demand. There has been no sign of
this happening so far, but, as the former Saudi oil
minister, Ahmed Zaki Yamani, recently warned, the
situation could change rapidly in the event of a fall
in US and Chinese economic growth rates.
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