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The Quiet Revolution in the Global Oil Industry
Oded Eran

In recent years, the oil-producing countries refedi from making informed decisions about
reducing the amount of oil they supply to the glabarket. The result has been a sharp decline
in their revenues. In 2012, when the industrializedntries emerged from the economic crisis
that hit the world economy in 2008-2009, the préerude oil soared, reaching $110 a barrel.
Three years later, in December 2015, the pricelreel of oil was less than $50. Saudi Arabia,
the most influential oil producer because of itsreserves and its hold on a quarter of the daily
supply of crude oil to markets, was behind the gleni not to reduce the amounts in order to
raise prices. The reason: its desire to maintagndliobal markets connected to the supply of
Saudi oil at any price, and also, some say, itsrelde decrease the economic viability of
investments in developing alternative energy sa@jregpecially in the United States.

The Saudi strategy proved to be a double-edgeddswire growth in Saudi GDP declined from
10 percent in 2011 to 2.7 percent in 2013 and &r2gmt (forecast) in 2016. The year also closes
with a budget deficit- a phenomenon unknown in the kingdom since the ggmrio the
ownership structure of oil revenues after World War of 13 percent of Saudi GDP. Such a
deficit can be reduced by internal and externahdoand by reducing foreign currency reserves,
which indeed decreased from $724 billion in 2014%42 billion by the end of 2016. Other oil
producing countries likewise suffered as a restithe drastic drop in their revenues. In most
cases, oil revenues serve as a source of fundmsufisidies that countries provide for products
and services, and in this way, in most of the coemthat produce the raw materials for energy,
they help the regimes buy the support of citizéfm. example, almost half of Saudi Arabia's
national budget goes toward salaries, allowanced, peensions; reductions in subsidies have
often fed opposition to the government. A rise ihexporting revenues may make it easier to
delay the implementation of value added tax in $&wdbia, which is planned for 2018, and
which would certainly lead to a rise in prices amgublic resentment.

Thus the process that began in recent months, wirempted the major change in world oll
prices, is not surprising. On September 28, 201&nmthe OPEC oil ministers met in Algeria
(OPEC was established in 1960 and brings together the oil-exporting countries), they noted
the rise in the amounts of oil amassed by majosaoers and decided to reduce the daily
supply of oil from their respective states. Of ttaly total of 95 million barrels, OPEC countries
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supply 33.7 million. At the November 30, 2016 meegtin Vienna, they reiterated concerns

about the growth in the amount accumulated by aoessi and decided on a new export target of
32.5 million barrels per day, starting at the begig of 2017 (meaning reducing exports from

OPEC countries by 1.2 million barrels per day). BfEC ministers met with colleagues from

the exporting countries that are not members of ORE December 10, 2016, and these
countries also decided to reduce their oil explaytabout half of OPEC's reduction.

The impact of these two decisions, which will taéect on January 1, 2017, was immediate.
The price of a barrel of oil (based on a "baskdt'tifferent kinds of oil) rose by some 15
percent, and some predict that in the coming montices will soar at an even faster rate.

The decision not to ignore the consequences oSthali strategy of maintaining markets at the
expense of revenues, and to return to the "trawitiosituation of using supply to influence
prices, has economic and political implicationst alb of them immediate. Presumably within
Saudi Arabia there was a heated debate about @regeh which could affect the question of
King Salman's successor. This is because CrowrtéMuhammad bin Nayef, and even more
so Deputy Crown Prince Mohammad bin Salman, as leéatie Council of Economic and
Development Affairs, were directly involved in magithe decisions that led Saudi Arabia to
problematic financial and political situations. QP& decision to reduce the amount was made
after Iran imposed its position upon Saudi Aralibereby the cuts to daily production will not
apply to Iran, so its profits from the rise in gscwill not be affected by reducing amounts. This
quiet victory by Iran, which means significantlycieased revenues each time the price of oil
rises, was not lost on other leaders in the Aralffaminsula, and it joins other Iranian
achievements, foremost among them the preservatidnstrengthening of the Assad regime in
Syria — another theater where Iran and Saudi Arat@an opposite sides.

Russia, one of the largest producers that are revhbers of OPEC, also benefits from the
coordinated move by the two organizations of odefrcing states. The rise in revenues could
make it easier for Vladimir Putin's regime to copih the painful effects of the economic
sanctions imposed on Russia following the invasainUkraine, and to cope with the
dissatisfaction among broad sectors of the puhlit by the resulting decreases in social welfare
services. Early signs of the new US administragioorientation toward Moscow are also
encouraging for Russia.

The burden of rising oil prices will fall on the@wmies that consume imported oil, especially
China, the European Union, Japan, and Korea. Aghdbese countries have increased their oil
inventories in recent years, over time these inwged will dwindle and boost oil sales. The
United States also imports oil (over 8 million ledsra day, out of which just over a million is
from Saudi Arabia), but its expenses from theseomspwill be offset to a large extent by the
export of energy sources and rises in oil pricéshé increase continues over time, this will
strengthen the viability of investments in devehgpenergy sources within the United States,
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which President-elect Donald Trump included indlection platform. Europe, which spent $200
billion on oil in 2015, may suffer slowed econongmowth and consequent internal political
implications.

If the change in production levels remains in for@eer time it could lead to other geopolitical
changes, which could also gain momentum as a resulte deep political change that the
United States will experience with Trump's entrioithe White House. One example of this is
the effect of the changes in the oil industry oe 8trengthening of Iran vis-a-vis the new
President's declared intention to reopen the nuelg@ement. Another example is the influence
of the changes in the oil industry on China, whitlkany event is challenged by the prospective
American policy (more than) hinted at by the incoghUS President. The decisions made by the
two organizations of oil producers will be reexaedrnn half a year, and the mutual influences
of the changes on the policies of the producinghtees and on the US administration remain to
be seen.

From Israel's perspective, the rise in global ditgs could have a number of consequences. The
significant change in Iranian oil revenues enharnhessense of increased strength in Iran that
appeared after the signing of the nuclear agregmtit European countries and American
companies wooing Iran in the hope of achieving slead well as the Assad regime's victory in
Aleppo. The Iranian successes will also be refebatehe Tehran's ability to aid regional players
such as Hamas and Hezbollah. In addition, as Isrtherise in oil prices is maintained or even
increases, it may affect the price of oil that ésrianports, as well as future income from natural
gas exports, which should rise. For example, tieemet in the deal with the Jordanian Electric
Power Company includes a mechanism that linksthéagrice of Brent crude oil.

" I‘Vb:

'nm':'glnua'wn D'ru)n'\
TLITE PO MAT IOAL REC
'\..'-_'-G.ll- 111

J tu st
o T PN TN




