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Introduction     

The price of crude oil has lost 54% of its value since September 2014 and there are no 

indications that the fall in prices will stop here unless a major production cut by OPEC is 

declared. The reasons given for the steep oil price decline thus far include: a glut in the 

global oil market caused by rising US shale oil production, over-production by members 

of the Organization of Petroleum Exporting Countries (OPEC) beyond their production 

quotas, and a slowdown in China and European Union (EU) economic growth thus 

reducing global demand for oil.  

Exacerbating these factors was OPEC's erroneous decision not to cut production by at 

least 2 million barrels a day (mbd) as a way to absorb a glut in the oil market. Had 

OPEC cut their production, Russia and Mexico would have followed suit and cut 

production by 500,000 barrels a day (b/d) and 300,000 b/d respectively. This would 

have meant a total of 2.8 mbd less on the world market, a number capable of removing 

the glut and stabilizing the oil price. Russia and other non-OPEC producers are 

extremely unlikely to cut their production without OPEC leading the way. It is not, then, 

too late for OPEC to reverse their earlier decision to cut production. Still, a glut in the 

global oil market estimated at 1-2 mbd and a slightly slower economic growth in China 

and the EU should not have led to such a steep decline in oil prices. The global 

economy has suffered worse crises simultaneously during the period of 2008-2011, 

when banks and economies were in turmoil – and still oil prices never declined as 

steeply or for such a long time.   

In the past, when oil prices dropped, OPEC immediately cut production as a way to 

bolster oil prices. On November 27 2015, however, at OPEC’s 166th meeting, strong 

pressure from Saudi Arabia prompted OPEC’s decision not to cut production.   



 ARAB CENTER FOR RESEARCH AND POLICY STUDIES 

2  

Circumstantial evidence suggests that political collusion between Saudi Arabia and the 

United States was behind the steep decline in oil prices, and suggestions are that this 

action was aimed at reducing the oil revenues of Iran and Russia.  

Indeed, Saudi Arabia took advantage of the low oil prices to inflict damage on Iran’s 

economy and weaken its influence in the Middle East in its proxy war with Iran over its 

nuclear program. For its part, the United States has taken advantage of the low oil 

prices to weaken Russia’s economy and tighten the sanctions against Russia over the 

Ukraine. 

Saudi-US Collision      

History is replete with examples of Saudi support for the United States. In 1973 Saudi 

Arabia came to the rescue of the US dollar in the aftermath of the collapse of the 

international gold standard. The Nixon administration understood that the collapse of 

the gold standard would cause a decline in global demand for the US dollar, so they 

devised a new system to maintain demand and named it the petrodollar.  

In 1973, the United States struck a deal with Saudi Arabia. Under the terms of the deal, 

the Saudis would agree to price all of their oil exports in US dollars exclusively and be 

open to investing their surplus oil proceeds in US debt securities. In return, the United 

States offered weapons, as well as protection of Saudi oilfields from neighbouring 

countries including Israel.  As the global demand for oil grew, so did the demand for the 

petrodollar, which has maintained a stranglehold on the global economy since that 

time.2  For Washington, the petrodollar increases demand for US currency as well as for 

US debt securities, it also allows the US to buy oil with a currency it can print at will. In 

                                        

2 Salameh, Mamdouh, “Has the Petrodollar Had Its Day?” USAEE/IAEE Working Paper Series Number: 15-

216 (posted 24January 2015). 
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1975, all of the OPEC nations agreed to follow Saudi Arabia and adopt the petrodollar, 

strengthening the power of the currency further. 

Early in the 1980s former oil minister of Saudi Arabia Sheikh Ahmad Zaki Yamani—a 

veteran of the industry—suddenly woke up to Saudi Arabia’s need for a market share. 

He flooded the market with oil causing the price to collapse to $10/barrel. It later 

transpired that the economic incentives were just a cover for a CIA-Saudi conspiracy to 

expedite the downfall of the Soviet Union. At virtually the same time, the United States 

under former US President Ronald Reagan’s administration started an arms race with 

the former Soviet Union. Hampered by the very low oil prices engineered by Saudi 

Arabia and the United States in the early 1980s, the Soviet Union wasted all its available 

financial resources in a futile arms race, thus hastening its own collapse.3 

Now it seems Saudi oil minister Ali al-Naimi has followed in the exact footsteps of 

Yamani. He suddenly determined at the 166th meeting of OPEC on November 27, 2014 

that Saudi Arabia needed to carve out a sizeable oil market share. This determination, 

much like the earlier one, is likely cover for collusion between the United States and 

Saudi Arabia to lower oil prices, part of a new conspiracy against Russia and Iran. 

Whilst key players have changed, the strategic objectives of the move have remained 

the same.   

Why OPEC Decided Not to Cut Production     

For the first time since its establishment in 1960 OPEC, under pressure from Saudi 

Arabia, ignored its own constitution and refused to cut production as a measure to halt 

the steep decline in the oil prices. 

                                        

3 Hassantash, Seyed. “Naimi in Yamani’s Attire,” IAEE Energy Forum, 1st Quarter of 2015, 21. 
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In trying to defend OPEC’s decision, Naimi said Saudi Arabia and OPEC were simply 

defending their market share: “If they cut their production, the price will go up and the 

Russians, the Brazilians and US shale oil producers will take Saudi and OPEC share.” 

The flaw in Naimi’s argument, however, is that if every producer tries to defend its own 

market share, the glut in the market will be exacerbated and all will end up losers. 

Furthermore, not Russia, Brazil or the United States are in a position to take any market 

share away from Saudi Arabia or OPEC. Russia can’t raise its production beyond its 

current rate of 11 mbd; Brazil is struggling to meet even its own oil needs; and US 

shale oil production could hardly increase further let alone expand.  

Naimi went further in his explanation, saying Saudi Arabia wanted to tell the world that 

low-cost producing countries were the ones that deserved the largest market share. In 

other words, the oil minister intimated that countries with proven reserves but high 

costs of production should leave the arena open for more efficient producers.4 The 

statement was one that would certainly be rejected by high-cost producers.  

In another of his recent statements, Naimi said that Saudi Arabia would not cut 

production even if the oil price were to fall to $20 a barrel. This, however, is more 

bravado than common sense. Naimi admitted that if this were to happen the Saudi 

budget would have run a deficit, but he said the country could borrow from the banks 

and use some of the country’s financial reserves to cover the deficit. This position 

simply does not make economic sense; why sustain a deficit when it is within your 

power to prevent it in the first place? If oil prices are maintained at $50/barrel for a 

year, Saudi Arabia will lose an estimated $128 bn this year alone, worse if the price 

were to fall to half that rate. 

                                        

4 Middle East Economic Survey (MEES) interview with Ali al-Naimi as reported by Petroleum Review in 

February, 2015 
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At one point Saudi Arabia even said that it intended to slow down, if not stop outright, 

US shale oil production. Citing a 71% drop in the US shale oil rig count (from 1609 to 

467 between October 2014 and May 2015), the Saudis even claimed a brilliant victory. 

Rather than kill US shale oil, however, the Saudis have only made it more resilient. The 

break-even price for US shale oil production is reported to have declined in some of 

their oil shale plays from $70-$85/barrel to an estimated $60 per barrel now, and 

before long global rates could fall to $50.   

It is neither Saudi Arabia nor OPEC that will kill US shale production, but geology and 

the rising debt of shale oil producers not amounting to some $170 bn. This is because 

shale oil wells experience rates of decline much higher than those of conventional oil 

wells, amounting to 70%-90% in the first year of production. This means that shale oil 

producers have to drill thousands of wells every year just to maintain production, thus 

adding billions of dollars to their cost of production. 

Impact of Low Oil Prices on the Global Economy      

While oil consumers around the world may enjoy low crude oil prices for a short while, 

eventually global consumption will overtake global production, which will push oil prices 

steeply up. Crude oil’s plunge has already fuelled a big jump in US petrol demand.5 

Current low oil prices could be planting the seeds for an oil crisis in the next two to 

three years.  

However, the global economy can’t reconcile itself with low oil prices for too long 

because this would undermine its main players: global investments, the oil industry, 

                                        

5 Crooks, Ed and Gregory Mayer. “Crude’s Plunge Fuels Jump in US Petrol Demand,” Financial Times, 16 

January 2015, p 28. 
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and the economies of oil-producing countries. While the challenges facing the global 

economy in 2015 are manifold, the curtailment of global investments in the oil and 

energy sectors in particular poses a problem, with global investments in oil and energy 

already down by $100 bn. 

Sustained damage to the global oil industry poses a second concern.  The major global 

oil companies—Royal Dutch Shell, BP, Exxon Mobil, Chevron, Total, ENI and Statoil—

each need a price of $125-$135/barrel to balance their books, they also need to be 

certain about the future trends of oil prices before committing to huge investments in 

exploration and production.6 The seven majors have already slashed $35 bn from their 

2015 planned spending and have sold production assets worth $150 bn as a result of 

declining oil prices. In two years' time this will translate into a smaller share in global oil 

production, and will be reflected in steeper oil prices in the future.  

The ramifications extend beyond the big seven, with losses of the next 157 energy 

companies at $1.3 trillion of their combined market capitalization since crude oil prices 

started their steep decline in June 2014. 

Impact on Gulf Oil Producers    

The International Monetary Fund (IMF) estimates the current Saudi budget deficit at 

$130 bn or 20% of the nation’s GDP.7 Saudi Aramco, the largest oil producer in the 

world, has been advised by the Saudi government to slash its future spending on 

production and exploration by as much as 25%, from $40 to $30 bn (see Figure 1).  

Saudi Aramco, which usually bases its investments on oil supply and demand, is trying 

                                        

6 Bousso, Ron and Dmitry Zhdannikov. “Price Fall Hastens Decline of Big Oil as Western Majors Retreat,” 

Reuters, 9 October 2014. 

7 Crooks, “Crude Plunge.” 
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to execute some projects at lower costs, while deferring others until the picture of the 

oil market is clearer.8 

                                                          Figure 1 

   

Some OPEC countries need very high prices to “break even” in their budgets and pay 

for all the government spending they have racked up in recent years. Iran, for instance, 

needs prices at around £130 a barrel while Saudi Arabia, as of 2015, needs an oil price 

of US$106/barrel to fiscally break even, up from $98 a barrel in 2014, according to the 

International Monetary Fund (IMF) (see Figure 2). 

                                                       

 

 

 

                                        

8 Said, Summer and Benoit Faucon, “Oil-Drop Pain Spreads to Saudi Arabia’s Behemoth,” Wall Street, 

February 19 2015. 
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                                                  Figure 2 

                        OPEC Median Budgetary Breakeven Price 

 

Source: OPEC “Break-even” Prices (Matthew Hulbert/European Energy Review). 

The Gulf oil producers earned $574bn in net oil export revenues in 2013.9 Calculations 

show that the Gulf oil producers earned an estimated $452 bn in 2014, down 21% from 

                                        

9 Salameh, Mamdouh. “Changing Oil Fundamentals” (ECSSR 17th Annual Conference, November 1-2, 

2011, Abu Dhabi, UAE). 
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2013 earnings. Earning projections for 2015 are $340 bn based on an average oil price 

of $60/barrel throughout 2015 (see Table 1). 

Table 1 
Net Oil Export Revenues of the Arab Gulf Oil Producers 

(US$ bn) 
 

Countries  2013   2014              2015 

Iraq                            86                            74                            55 

Kuwait                        92                             72                             54 

Qatar                          42                             34                             25 

Saudi Arabia                274                           208                           156 

UAE                            53                             42                             31 

Oman                          27                             22                             19 

Total                           574                           452*                         340** 

Source: US Energy Information Administration’s (EIA) 2014 Short-term Energy  

Outlook (STEO) / Author’s projections for earnings in 2014, 2015. 

*Based on an average price of oil of $60/barrel in the second half of 2014, 2015. 

** Based on an average price of $50/barrel in 2015.  

The Gulf oil producers will always be vulnerable to declines in the oil price as long as 

they continue to be dependent on the oil export revenues to the tune of 85%-90%.10 

This is because the oil states have not diversified their economies since the discovery of 

oil in their territories in the early 20th century. 

                                        

10 Ibid. 
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Diversification, Challenges and Opportunities      

One important aspect of diversification is food production. A growing GCC population 

means increased dependence on imported food staples. Food imports are projected to 

rise to $53.1 bn by 2020 from $33.7 bn in 2014, a 58% increase (see Table 2). 

Ensuring food security and cutting down on food imports are key strategic priorities for 

the GCC. 

                                                  
                                                  Table 2 
                                 GCC Food Imports, 2010-2020 
                                                   (US$ bn) 
 

     2010  2011  2012  2013  2014  2015  2016  2017  2018  2019  2020 

--------------------------------------------------------------------------------------------------
------- 
Bahrain        0.7     0.8     0.8     0.9     1.0     1.0     1.2     1.3     1.4     1.6     1.6 
Kuwait          2.3    2.5     2.7     3.0      3.4     3.6     3.9     4.2     4.6     4.9     5.3 
Oman           2.1    2.1     2.3     2.4      2.9     3.3     3.1     3.5     3.9     4.3     3.3 
Qatar            1.3    1.3     1.4     1.6      1.9     2.1     2.3     2.5     2.8     3.1     3.3 
Saudi           16.8    17.9   19.0   20.3    21.7   24.5    27.2   29.0   30.9    33.0   35.2 
UAE             3.6    3.8     4.1     4.4      5.1     5.5      6.1     6.6     7.2    7.8      8.4 

GCC Total 25.8 27.5   27.2   29.5    33.7   36.3    39.6   42.6   45.9 49.3    53.1 

 
Source: Courtesy of Economist Intelligence Unit. 

Diversification should also include intensive investment in renewable energy, particularly 

solar power, nuclear energy, and also in water desalination technology.  

Solar power along with nuclear energy could provide all the electricity needs of the Gulf 

countries. Solar energy could also power an extensive network of water desalination 

plants along the coasts of Gulf countries, extending from the Arabian Gulf to the 

Arabian Sea and the Red Sea, not only for drinking but also irrigation.  
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Moreover, solar electricity could in the future be exported to Europe earning a very 

sizeable income for Gulf countries. 

Lifting Iran Sanctions: Impact on Oil Prices     

Even if sanctions were lifted today, it would take Iran at least 3-5 years to deploy new 

technologies, and more than $200 bn of investments in its ailing oil and gas industry 

according to the International Energy Agency (IEA).11 

Given current market conditions, however, it is likely that only limited international 

investment will be available to help increase Iran’s production. At today's oil prices, 

investors are cutting back everywhere. Global investments have already been cut this 

year by $100 bn, or 20%. 

Such realities cast major doubt on Iranian oil minister Bijan Zanganeh's recent claim 

that if sanctions were to end, "Iran will be able to raise its production to 3.8 mbd by the 

end of this year and 4.8 mbd by June 2016.” The fact is that Iran has only managed to 

produce an average of 2.80 mbd in this year, and export 750,000 barrels a day (b/d), 

down from almost 1 mbd in 2014 (see Table 3). Since 2000 Iran has not once met its 

OPEC production quota of 4 mbd. 

 

 

 

 

 

                                        

11 Srinivasan, VL. “Iran Needs More Investments in Oil & Gas,” Qatar Today, June 2015, pp.22-23. 
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Table 3 

Iran’s Current & Projected Crude Oil Production, 

Consumption, Exports & Sustainable Capacity, (2009-2030) 

(mbd) 

--------------------------------------------------------------------------------------------------- 

                  2009   2010   2011   2012   2013   2014   2015   2020    2030       

------------------------------------------------------------------------------------------------------------- 

Production                 3.56   3.54    3.58    3.74    3.56    3.00    2.80      3.40       3.35            

Consumption    2.01   1.87    1.91    1.93    2.00    2.03    2.05    2.57       3.39 

Net exports/Imports   1.55   1.67    1.67    1.81    1.56    0.97    0.75     0.83       -0.04 

----------------------------------------------------------------------------------------------------- 

Sources: IEA’s World Energy Outlook 2014 / BP Statistical Review of World Energy, 

June 2014/ OPEC Annual Statistical Bulletin 2014 / Author’s Estimates. 

Iran could add no more than 300,000-500,000 b/d a day to its production, but even this 

may not translate into added exports because of the steeply-rising domestic 

consumption.  

As a result, lifting the sanctions against Iran will hardly affect the global oil prices or the 

global oil market in the long-term. Any initial impact could be the result of Iran 

releasing some of its alleged stored crude oil on tankers or floating containers to the 

market, but the impact will be short-lived and very limited. However, Iran might benefit 

from the development of its huge natural gas reserves. 

Impact of Sanctions & Declining Oil Prices on Russia    

The combined effect of sanctions and low oil prices has resulted in downside pressure 

on Russia's GDP, which grew by only 0.7% in the third quarter of 2014. Based on an 

average oil price of $78/barrel in 2015, the World Bank forecasts real GDP contraction 
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by 1.7% for Russia.12 Still, the Russian economy is big enough to withstand such 

adverse developments, and it has a trump card in China’s energy needs and financial 

support. China and Russia have already signed agreements worth almost a trillion 

dollars for the supply of Russian crude oil and natural gas to China.13 

In 2014, Russian oil production averaged 10.71 million mbd. Russian oil exports 

amounted to 7.36 mbd consisting of 5 mbd of crude and 2.36 mbd of refined products, 

which go mainly to the European market (see Table 4). 

Table 4 

Russia’s Current & Projected Crude Oil Production, 
Consumption & Exports (2013-2035) 

(mbd) 

                            2013   2014   2015   2016   2017   2020   2025   2030   2035 

Production          10.79       10.71 10.73   10.76    10.78   10.37   10.00   9.51    9.00 
Consumption        3.31     3.35      3.45     3.55    3.65      3.70    3.70   3.70      3.80 

Net Exports          7.48     7.36      7.28    7.21    7.13       6.67    6.30   5.81      5.20     

 
Sources: BP Statistical Review of World Energy, June 2014 / OPEC World Oil  
Outlook 2014 / Energy Information Administration (EIA) / IEA Annual Energy Outlook 2013. 

 

Impact on US Shale Oil Production    

Total US output has fallen by almost 600,000 b/d so far this year signifying the impact 

of low oil prices are having on shale oil production. Moreover, US oil production is 

                                        

12 Mirzayev, Elvin, “Sanctions and Oil Prices Bring the Russian Economy Near Collapse,” January 21 2015, 

www.investopedia.com. 

13 Salameh, Mamdouh, “Turning the Gaze Towards Asia: Russia’s Grand Strategy to Neutralize Western 

Sanctions” (A USAEE Working Paper No: 14-168, posted on 19 July, 2014). 
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projected to plateau at 8.25 mbd in 2015 and begin declining gradually to 6.1 mbd by 

2035 (see Table 5).  

Table 5 
US Current & Projected Crude Oil Production, 

Consumption & Imports, 2012-2035 
(mbd) 

------------------------------------------------------------------------------------------------------------ 
                          2012 2013 2014  2015  2016  2019  2020 2025 2030 2035 

------------------------------------------------------------------------------------------------------------ 
Production*           6.48   7.44   8.50   8.25   8.00   8.00   7.80   6.93   6.49   6.10 

             Consumption      18.54 18.90 19.00 19.20 19.39 19.98 20.18 20.95  21.47  22.00 
Net Imports         12.06 11.46 10.50 10.95 11.39 11.98 12.38 14.02 14.98  15.90 

As a % of 
Consumption      65%   61%   55%   57% 59%   60%   61%   67% 70%   72% 

------------------------------------------------------------------------------------------------------------ 
Sources: OPEC World Oil Outlook 2014 / BP Statistical Review of World 
Energy, June 2014 / EIA Early Overview of Annual Energy 

Outlook 2013 (AEO2013) / Author’s Estimates 

There are a few notable factors affecting the US market. First, shale oil extraction is a 

very capital-intensive business that relies heavily on cheap credit. This is in large part 

because shale oil wells experience much faster decline rates than conventional oil wells 

amounting to 70%-90%, which means shale oil producers must replace 40%-45% of 

current production each year to maintain production. In other words, the US will need 

to drill more than 9,000 wells annually, costing more than $50 bn, to counterbalance 

the production declines.  

Another factor is the current downward trend in US oil production. In 2013, US shale oil 

production accounted for only 3% of global oil supplies rising to 4% in 2014 before 

starting its downward trend to 2% by 2030 (see Table 6). 
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Table 6 

World Oil Demand, 2013-2040 

(Mbd) 

                                  2013    2014    2015    2016    2020    2025    2030    2040 

--------------------------------------------------------------------------------------------------------- 

World Oil Demand    91.24   92.10   93.80   95.30   96.90 101.30 104.80 111.10                                            
World Oil Supply       90.00 91.50   93.70    93.70 91.00    87.90   86.38 84.90 

   Non-OPEC             53.17 55.00   57.70   57.90   56.00   53.90   52.38   51.40 

   OPEC                     36.83 36.50   36.00   35.80   35.00   34.00   34.00   33.50     
Demand / Supply 

   Deficit                    - 1.24 + 0.40 - 0.10   - 1.60   - 5.90   -13.40 -18.42 -26.20 

   % Shale oil contribution 

    to global demand     3%      4%       3%       3%      3%        3%     2%       2% 
 

Source: OPEC: World Oil Outlook 2014 / IEA, World Energy Outlook 2015 / BP 
Statistical Review of World Energy, June 2015 / EIA, Energy Outlook. 
 

Can OPEC Disrupt US Shale Oil Production Surge?     

OPEC’s ability to push prices lower to disrupt new emerging sources of supply is 

constrained by members’ higher fiscal break-evens.14 OPEC members need prices higher 

than $100/barrel to sustain the extra spending. However, US shale developments need 

prices of $70-$85/barrel to break even and this is declining. Any shale boom will 

certainly not be in danger of an OPEC attack. 

Whether crude costs $60/barrel or twice that amount, the US is going ahead with shale 

oil production. Even if US benchmark West Texas Intermediate (WTI) oil drops 50% 

from the previous oil price of $100/barrel, oil companies will boost production as new 

                                        

14 Salameh, Mamdouh, “Impact of US Shale Oil Revolution on the Global Oil Market, the Price of Oil and 

Peak Oil” (Peak Oil Symposium in Doha, Qatar, 2-4 April, 2015). 
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technology allows them to extract crude from shale. Saudi Arabia and other Gulf 

producers can’t afford a decline of that magnitude. Thus, US shale producers can’t lose.  

Is OPEC Still Relevant?     

There are many factors that have the potential to adversely impact OPEC’s regional and 

global power, and could even lead to its dissolution.  

(1)-Saudi Arabia’s Strategy for Market Share 

Saudi Arabia’s stated strategy to gain a market share and refuse to allow oil prices to be 

cut is a move at odds with OPEC’s policy of production sharing and is probably 

motivated by Iraq and Iran’s demand for larger quotas to accommodate future 

production.  

Cutting prices would mean that Saudi Arabia, which accounts for a third of OPEC’s 

capacity, would have had to make the majority of cuts to its own production. This 

would result in the kingdom losing more market share to its rivals beyond and within 

OPEC. 

However, OPEC will have to make room for the Iranian and Iraqi barrels if it wants to 

maintain a semblance of unity and Saudi Arabia is unlikely to rein in its own production 

for the economic benefit of its main political rivals in the Middle East – a dynamic that is 

tearing OPEC apart from within. Saudi Arabia needs to start listening to other voices at 

the OPEC table or watch the group, founded in 1960, fall apart and be consigned to 

history. 

(2)-Iraq’s Rising Oil Production 

While Saudi Arabia has increased its production significantly, Iraq is still likely to be the 

largest contributor to OPEC’s production increase this year. It’s a country that has 
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invested a lot in the past few years and with the help of Western know-how, they are 

seeing increased production. Iraqi production has now exceeded 4.18 mbd with exports 

rising to a record 3.15 mbd. With political stability and continued investments, Iraq is 

capable of producing 7-8 mbd by 2020/2021, emerging as the most significant rival to 

Saudi Arabia. 

(3)- Unconventional Oil Production  

Continued development of the oil sands in Canada, shale oil in the US, and the recent 

oil discoveries offshore Brazil are all likely to move these countries into the ranks of 

major oil producers in the next 20 years, almost reducing the need for oil imports. If 

these trends continue, the flow of oil from OPEC countries will diminish both in absolute 

quantities and as a percentage of the total market. As that occurs, OPEC will become 

less and less relevant. 

(4)- Russia’s Oil Ambitions 

Head of Russia’s big state oil company Rosneft Igor Sechin has confirmed that OPEC 

offered Russia membership. This comes on the heels of media reports that the Saudis 

have been pressing the Russians for an “oil alliance” whereby Russia and Saudi Arabia, 

the world’s two biggest oil producers, would coordinate their production so as to 

dominate the oil market together. 

Unlike US shale oil producers, the Russians - like the Saudis - produce oil cheaply (at 

just $3 a barrel). The chance that Saudis can price the Russians out of the market as 

they are now trying to do to US shale oil producers is thus unlikely. Taking this into 

account, and given Saudi Arabia’s interest is to preserve its market share; it is easy to 

see why the Saudis should approach the Russians to offer an oil alliance. The Russians, 

however, have not yet responded to the Saudi proposal. 
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Where is the Crude Oil Price Headed?     

The price of Crude oil is the hardest to predict because there are so many conflicting 

crosscurrents that affect it, including supply and demand, the health of the global 

economy, geopolitics, global monetary, and the regulatory environment. A continued 

refusal by the Saudi-led OPEC to reverse its earlier decision could push prices down to 

$40/barrel. However, if OPEC were to stick to its policy and cut production by 2 mbd, 

prices could jump overnight, possibly to $80/barrel.  

Still, the slowly-growing global oil demand is projected to push prices to $60-$65/barrel 

before the end of this year. By 2016 prices could rise to $70-$80/barrel in any case, and 

by 2017, the oil price is projected to recoup most—if not all—of its previous losses.  

Winners and Losers      

While low oil prices could reduce the cost of manufacturing, thus helping the global 

economy to grow, it is a short-term benefit. This is because rising costs are more than 

offset by a curtailment of global investment, which forces companies around the world 

to cut spending, sell assets, and make thousands (if not millions) of people redundant. 

At the same time, major oil importers such as China and the United States are 

benefiting from low oil prices. This benefit cannot be sustained, however, since low oil 

prices hurt the global economy, an economy that both China and the United States are 

major players in, and indeed depend on.  A continuation of low oil prices leaves no 

winners, only losers. 

Conclusion 

A continuation of low oil prices could damage the global economy, inflict sustained 

damage on the global oil industry and the economies of the oil-producing countries in 
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the world.  Moreover, low oil prices could be planting the seeds for a severe oil crisis in 

a few years’ time. The Gulf countries already lost $122 bn in reduced oil export 

revenues in 2014, and they are projected to lose $237 bn in 2015 if the price does not 

rise above $60/barrel.  Diversification and the ultimate removal of subsidies are, 

therefore, the way forward for the Gulf countries. 

Gulf oil producers will always be vulnerable to declines in the oil price as long as they 

continue to be dependent on the oil export revenues to the tune of 85%-90%. The 

global economy can’t reconcile itself with low oil prices for too long. This is why oil 

prices are projected to start recovering before the end of this year, and could recoup 

most of their losses in 2016 
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