IRSTI 06.51.65

Chitanova S.0.', Bekmukhametova A.B.?, Ilyasova G.G.*

!Candidate of economic sciences, associate professor, Ablai khan Kazakh University
of international Relations and World languages, Kazakhstan, Almaty, e-mail: sister1979@mail.ru
*Candidate of economic sciences, associate professor, e-mail: sultasem@mail.ru
3doctoral student, e-mail: g-iliyasova@mail.ru
Al-Farabi Kazakh National University, Kazakhstan, Almaty

THE CURRENT STATE
OF THE WORLD OIL MARKET

The main issue of the world economy today is the global rise in oil prices. Oil remains the most
important primary energy source in the world for the next 30-40 years. According to experts, by 2030
this figure will reach 116 million barrels per day. However, the share of OPEC countries in the world’s
proven oil reserves is 83%. The world is facing the threat of a prolonged oil crisis and should be prepared
for the fact that oil prices will be high for a long period.

OPEC expects an increase in demand for gasoline and distillates in 2018 by almost 1 million barrels
per day. The optimism of the cartel is based on the growing demand for petroleum products in the US
and the increase in global car sales. The healthy growth of the world economy, good sales figures for cars
in recent months and increased consumption in the US will lead to an increase in demand for gasoline
and distillates in the world by 0.993 million barrels per day. This will have a positive impact on oil and
oil products stocks, which OPEC and non-OPEC countries seek to reduce by limiting production. The
main driver of the reduction in petroleum products OPEC sees consumption in the US. For the first time
in past 25 years, the demand for diesel fuel and gasoline in the US increased by 846 thousand barrels per
day. The reserves of gasoline and distillates in the US declined over in 2017 and fell below the average
for five years. Oil reserves also fell below this indicator.

Nowadays, OPEC continues to play a huge role in the functioning of the world economy, but it is
clear that its role in the international arena is getting lower and lower every year. This is due to many
indicators. Here are the main ones. First, due to the fact that already today OPEC is not able to cope
with the fall in oil prices, it has to seek support from other oil-exporting countries, that is, its dependence
on other countries increases. Secondly, the recent rationalization of the use of natural resources and the
shift to the use of alternative energy sources, leads to a reduction in demand for oil. In these conditions,
OPEC pursues a policy of reducing the production of oil. But, with the reduction in oil production in the
OPEC countries, the states that are not included in it, on the contrary, are trying to increase production
of «black gold», gradually reducing the role of OPEC in the functioning of the world economy.

The dynamics of energy demand is affected by many factors, including weather, the price of petro-
leum products, the growth rate of the economy, etc. The proposal is also difficult to calculate. Despite
the very specific goals of the OPEC + countries and other exporters, there are periodic accidents, spills,
man-made and natural disasters that can dramatically change the market situation. Many risks have to
be neglected. IEA, OPEC and the US Ministry of Energy regularly publish their estimates of the future oil
market and are the most authoritative organizations in this regard.

This article considers the dynamic of changes in the world market of «black gold», also many factors
due to the influence of various geopolitical processes on extraction and export of oil.
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OAEMAK MYHal HapbIFbIHbIH, Ka3ipri XkxaFAakbl

OAEMAIK DKOHOMMKAHbIH, 6acTbl MBCEAECi MyHait GaFacbiHbIH dAEMAIK apTybl. MyHan aasarbl 30-
40 XbIAAQ DAEMAET| €H MaHbI3Abl 3HEPrus Ke3i 60AbIN Kaa 6epeai. CaparniubirapAblH 6aFasayblHLIa,
2025 >biAFa Kapan 6yA kepceTkil ToyAiriHe 116 MUAAMOH GappeAbre >keTeAi. AereHMeH, dAeMAEri
MYHaMAbIH  A@AeAAeHreH  KopAapbiHAarbl OTFMEK eaapepiHiH, yaeci 83% Kkyparabl. ©OAeM MyHai
AAFAAPbICHIHBIH, Y3aKKa CO3bIAy KaymimeH Oertrne-6eT Keain, MyHai 6aracbiHbiH Y3aK, yakbIT 6GObl
»KOoFapbl GOAybIHA AaiiblH BOAYbI KEPEK.

OT1EK 2018 blAbl 6EH3MH MEH AUCTUAASTTAPFA AEFEH CYPaHbICTbIH, KYHiHE WaMameH 1 MMAAMOH
GappeAbre apTybiH KyTeai. Kapreabain ontummami AKLLI-Tarbl MyHait eHiMAepiHe CypaHbICTbIH apTyblHa
>KOHE BAEMAIK aBTOMOOMAb CaTbIAbIMbIHBIH ©CYiHE HerisaeAreH. OAeMAIK 9KOHOMMKaHbIH, ©CYi, COHFbI
anAapAa aBTOMOOMAbAEP YLIiH OH caTy kepcetkiwTepi >koHe AKLL TyTbiHYbIHbIH apTybl 9AEMAE
6GEH3MH MEeH AMCTUAASTTapFa TayAiriHe 0,993 MUAAMOH BappeAbre CypaHbICTbIH apTybiHa dKeAeAi. bya
OlMEK neH OTEK-ke KipMeNTIH eAAEPAIH BHAIPICTI LeKTey apKbIAbl KbICKAPTYFa TbIpbICATbIH MyHak
MeH MyHail eHiMaepiHe oH ocepiH Turizeai. OMEK-TiH MyHail ©HIMAEPIHIH KbICKApPYbIHbIH 6acTbl
ApariBepi AKLLI-Ta TyTbiHyAbl KapacTbipaabl. CoHfFbl 25 »Kbiapa TyHFbIWw peT AKLLI-Ta An3eAb OTbIHbI
MeH 6eH3MHre cypaHbIC KyHiHe 846 MbiH Gappeabre yaranapbl. AKLLI-Ta 6eH3UH MeH AUCTUAASITTApAbIH
pe3epBTepi 2017 >XblAbl TOMEHAEI, OpTalla ecenneH 5 >KbIAFa TOMeHAeAl. MyHal KopAapbl Aa OCbl
KOPCEeTKIlLTeH TOMeH BOAADI.

Kasipri TaHaa OTMEK aAeMAiK 3KOHOMMKaHbIH >KYMbICbIHAQ YAKEH POA aTKapaAbl, Gipak, OHbIH,
XaAbIKQPAAbIK, apeHaAAFbl POAI >KbIA CaliblH TOMEHAEN, TOMEHAENTIHI aHbIK. ByA kenTereH dpakTopaapra
GaiAaHbICTbl. MiHe, 6acTbicbl. bipiHwiaen, OMEK kasipri yakpiTTa MyHaii GaFacbiHbIH TOMEHAEYIMeH
Kypecyre KabineTci3 6OAFaHAbIKTaH, 6acka eAAepre MyHai 3KCMopTTayllbl eAAEPAEH KOoApay Taby
Kepek, aFHM 6acka eapepre TOyeAAIAiri apTaabl. EKiHWIAEH, COHFbl yakbITTa TabuFK pecypcTapAbl
JKBHE aAbTEPHATUMBTI DHEPrust KO3AEpPiH YTbIMAbI MAaMAAAAHYABIH YAFAl0 CaAAapblHAH MyHaiiFa AereH
CYPaHbICTbIH, TOMeHAeYiHe akeAeai. MyHaan >karaanaa OTlMEK «kapa aATbIHHbIH» ©HAIPICIH KbICKAPTY
cagcatbiH >Kyprizeai. Aaanaa, OIEK eapepiHAE MyHalt ©HAIPYAI KbICKApTy apKblAbl, OFaH KipMENTIH
MemaekeTTep, KepiciHwe, ONEK-Ti 6ipTiHAEM SAEMAIK MyHa HapblFblHAH aybICTbIpyFa GarblTTaAFaH
OHAIPICTI YAFATYyFa ThIPbICYAQ.

DHeprung TacbiMaAAaylUbIA@pbIHA AEreH CYPaHbICTbIH AMHAMMKachl KemnTereH hakTopAapra acep
eTeAil, OHbIH, iWiHAE aya panbl, MyHal 6HIMAEpiHiH GaFacbl, SKOHOMMKAHbIH 6CYy KapKblHbl >KoHe
KenTereH akTopAapbl. ByA YCbIHbIC AeHreniH ecentey, coHAan-ak, KubiH. OTMEK+ >xeHe 6acka
AQ 3KCMOPTTayLbIAAPAbIH, epeKlle MakcaTTapblHa KapamacTaH, Hapblk, KOHBIOHKTYPaCbIHbIH KypT
e3repyiHe aAblN KEAETIH >ka3aTaibiM OKUFaAap, TOTIAyAEp, TEXHOTEHAIK >KoHe TabuFn anattap OpbiH
anaabl. KentereHn Toyekeaaep HazapaaH ThiC KaAyra MaxkOyp. XIA, ONEK xeHe AKLL DHepretuka
MUHUCTPAIri TypakTbl TYPAE MyHail HapbIFbIHbIH GoAaLak, 6ararayblH >KapusaAaiAbl XXaHe OCbl OpanAa
eH 6eAeAAl YMbIMAAP KaTapbiHa KipeAi.

Bya Makanapa 9AEMAIK MyHal HapblFbIHAAFbl «Kapa aATbIHHbIH» OGaFacblHbliH ©3repicTepi >koHe
MyHan eHAIpYiHe, KCMOPTbIHA TYPAI reocascu NpouecTepAiH acep eTyi ecebiHeH KenTereH hakTopAap
KapacTbIpbIAaAbI.

Tynin ce3aep: myHan, 6ara, OIMEK, 6eH3unH, 6GappeAb.
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CoBpeMeHHOe COCTOSIHMEe MUPOBOTO pbiHKa HedhTH

[ToBblweHMe LieH Ha HeddTb Ha CErOAHSLLHWI A€Hb SIBASETCS CaMbIM OCHOBHbIM BOMPOCOM B MMPOBO
3KOHOMMKe. B nepcnexTmBe Ha O6Avkaiiume 30 — 40 AeT HedTb GYAET CamMbIM Ba>kKHbIM M OCHOBHbIM
3HEProHOCUTEAEM B MUMPOBOI 3KOHOMUKE. DKCMepTbl MPOrHo3mpytoT, uto K 2030 roAy MCNoAb30BaHMe
HebTH ByAeT cocTaBAdTb 116 MAH 6appeAen B CyTKM. TeM He MeHee, AOAS CTpaH, Bxoasmx B OIMEK, no
3arnacam A0kKa3aHHoM HeddTu B Mupe cocTaBAsieT 83 %. OXXMAAETCS BO3MOXKXHOCTb AOATOro He(PTSIHOro
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KpM3Mca B MMPOBOI 3KOHOMMKE, BCAEACTBME YEro CTPaHbl AOAXKHbI ObITb FOTOBbI K MPOAOAXKUTEABHOW
MOBBILLEHHON OTMETKE LieH Ha HedTb.

Crpanbl OIMEK nporHo3upytoT noBbileHne Crnpoca Ha AUCTUAASITBbI M GEH3UH B TEKYLLEM FOAY
OKOAO 1 MAH Gappeaeit B CyTKM. MX MPOrHo3 OCHOBbIBAETCSI HAa HABAIDAEHUSX 32 POCTOM Crpoca Ha
aBTOMOOWAM U MOBbILLIEHWEM MCMOAb30BaHMs HedbTenpoaykToB B CLUA. CrabuAbHbIi pocT npoaax
ABTOMOOMAEN, NMPOAOAXKMTEAbHOE MOBbILIEHWME OCHOBHbIX MOKa3aTeAel B MWPOBOIK 3KOHOMMKE, a
Tak>XXe pacTylmii cnpoc Ha HedTenpoaykTbl B CLLIA BeAyT K MOBbILWEHMIO CMPOCA HA AMCTUAASITDI
n 6eH3mH Ha 0,993 MAH GappeAeit B CyTKM. DTO MOAOXKMTEAbHO OTPa3MTCs Ha 3anacax HeddTn u
HedTenpoAyKTOB B MMpoBOK akoHomuKe. Crpatbl OTEK cumTaloT, 4TO noBbileHHOe noTpebAeHue
HepTenpoaykToB B CLLIA 9BASIeTCS OCHOBHbIM (DaKTOPOM CHUXKEHUS MX 3anacoB. B nepsbii pas
B CLLIA HabAlOAQETCS CMPOC Ha AM3EAbHOE TOMAMBO M 6eH3uH A0 846 TbiC. GappeAein B CyTKM 3a
nocaeaHune 25 Aet. HabBAIOAAQAOCH CHMXKEHMe 3anacoB GeH3MHa M AM3EAbHOrO TOMAMBA CPEAHEro
nokasaTteAs 3a nocaepHue 5 et B TedeHue 2017 roaa B CLLA. Tak>ke mn 3anacbl HeTU ONyCTUAUCH
HUMXKe 3TOro rnokasaTeAs.

Yike HeckoAabko AeT Kak OTMEK anampyeT no Ao6blve 1 3KCnopTy HedT B MUPOBOM SKOHOMMKE,
HO B MOCAEAHee Bpemsi ee POoAb B (DYHKLMOHMPOBAHMM MMPOBOrO XO3GMCTBA HauaAa CHMXKATbCS.
OO6bsICHEHMEM DTOMY CAyXKaT CAeAytoliMe MHAMKATopbl: 1) Tak Kak B HacTosuiee Bpemst OTEK He
MOXKET MOBAMSTb Ha MAAEHME LIeH Ha He(PTb, CAEACTBME Yero, onmMpasiCb Ha MOAAEPIXKKY APYTMX CTPaH,
OHa CTaHOBMTCS 3aBMCUMMOM OT 3TWUX CTPaH; 2) CHWXKEHWE Crpoca Ha OCHOBHOWM 3HEPrOHOCUTEAb
00YCAQBAMBAETCS TakXKe MEePexOAOM K MCMOAb30BAHMIO AAbTEPHATMBHBIX WMCTOUYHUKOB 3HEPrum u
HanboAee paLmOHAAbHbBIM MCMOAb30BaHMEM MPUPOAHbBIX PECYPCOB B MUPOBOI 3KOHOMMKE. B caeacTBHE
3Tux cpaktopos OIMEK cTpemnTcs K cokpateHnio A0ObIum HedpTr. Ho, HECMOTpPS Ha TaKyto MPOBOANMYIO
OTEK noAntmky, ctpatbl, He Bxoasume B OINEK, Hao60poT, yBeAMUYMAM AOObBIUY «HEPHOro 30A0Ta»,
Tem cambiM cHMKast poab OTNMEK B (hyHKUMOHMPOBAHMM MMPOBOIO XO3SACTBA.

Cnpoc Ha HeddTb, 6EH3UH U AUCTUAASITOPbI MEHSIETCS B 3aBUCMMOCTM OT MHOTUX (DAaKTOPOB, TakMx
KaK MOroAHble YCAOBMSI, LEHbl Ha SHEPrOHOCUTEAN, MAKPO3IKOHOMMYECKME MOKa3aTeAn SKOHOMUKM U
Apyrve. AMHaMUKY NPEeAAO>KEHUS TakxKe HEeAerKo onpeAeAnTb. XoTs ctpanbl OTEK + 1 aApyrue cTpaHbl-
3KCrnopTepbl HeTU MPECAEAYIOT BMOAHE OMPEAEAEHHbIE LeAM, BCE >KE MPOUCXOAAT TEXHOrEHHble U
NMPUPOAHbIE KAaTaKAM3Mbl, aBapuu, pasAmBbl HeTU NMpU A0ObIYe M TPAHCMOPTUPOBKE, B CAEACTBME
Yero pe3ko MEHSIOTCS LieHbl Ha MMPOBOM pbiHKe. HO puckoBaTtb BCe e MpuxoAMTCs. B HacTosuiee
BpPEMSI CaMbIMW aBTOPUTETHbIMM OpraHu3aLMsIMM Ha MUPOBOM pbiHke HedTh siBastoTca MDA, OINEK
1 Munsnepro CLLIA, noatomy mx peryasipHbie ny6AMKaumMm o COCTOSIHUM MMPOBOIO pbiHKa HETH 1
MPOrHO3bl IBASIOTCS 3HAUMMbIMM.

B aAaHHOWM cTaTbe paccMaTpmMBaeTCs AMHAaMMKA M3MEHEHMS LieH Ha «4epHOe 30A0TO» Ha MMPOBOM
pbIHKE, @ TaKXXe MHOrOUYMCAEHHble (DAaKTOPbl, BAMSIOLME HA AODObIYY M 3KCMOPT HedTU BCAEACTBME
BAMSIHMS PA3ANYHbBIX FTEOMOAUTUYECKMX MPOLLECCOB.

KaroueBble croBa: HedbTb, ueHa, OTNEK, 6eH31H, 6appeAb.

Introduction

In 2017, the implementation of the OPEC
agreement and a number of countries on reducing
oil production led to a significant increase in world
oil prices. In January-November 2017, the price of
oil in the world market averaged $ 52 per barrel, or
increased by $ 10 per barrel in comparison with the
previous year. In late November, it was decided to
extend the agreement until the end of 2018. This
allows us to forecast a higher level of oil prices in
2018 compared with the average level of the current
year. The steady rise in the world supply of oil
over demand in recent years has led to a significant
decline in oil prices. The main factor in the growth
of supply was a rapid increase in the production of
shale oil in the US, which occurred due to the use of
new technologies. OPEC under these conditions did
not go on reducing production and actually moved

ISSN 1563-0285

to a policy of preserving its share in the world oil
market.

Literature review

The content analysis of oil production in the
world showed that the main issue of the world
economy today is the global rise in oil prices. Oil
remains the most important primary energy source
in the world for the next 20-30 years. According to
experts, by 2025 this figure will reach 114-115 million
barrels per day. Various aspects are considered in
the studies of scholars and researchers of the CIS
countries as an Anton Mesnyanko, (Mesnyanko:
2015, 638). Mesnyanko does an excellent job of
focusing on how higher energy prices could impact
the economy and on the investment implications.
Igolkin analyzes the corruption among the elite and
governments, mismanagement and the squandering
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of the petroleum wealth are endemic (Igolkin: 2017,
236). Far abroad scientist Daniel Yergin, Daniel
Yergin showed the history of the global petroleum
industry from the 1850 s through 1990. Also,
problems, ways to improve and prospects for
oil production were considered by such Kazakh
researcher as Shokan Medetov (Medetov: 2014,
379). In this popular text that has trained thousands
in the petroleum industry for years, Dr. Medetov
takes readers through upstream operations--from
how oil and gas are formed; how to find commercial
quantities; how to drill, evaluate, and complete a
well-all the way through production and improved
oil recovery. Although, studies of economists in the
context of theoretical and methodological aspects
of studying problems of improving the regulation
of oil production is poorly explored and creates
opportunities for further research. In this regard, the
purpose of this study is to research the current state
of the world oil market.

Materials and methods

In conditions of low prices in 2015-2016 the
production was curtailed at high-cost deposits,
primarily shale oil in the United States. But such a
reduction in production was in fact neutralized by
an increase in production in the OPEC countries,
which sought at least partially to compensate for the
reduction in revenues (Kiyotaki: 2016, 63-77).

However, a significant drop in oil prices in 2016
prompted the oil-producing countries to move to
sufficiently decisive actions to limit the extraction
volumes and. Atthe end 0of2016, OPEC countries and
a number of other oil-producing countries reached
an agreement to cut production by six months,
starting January 1, 2017. Under this agreement,
OPEC countries pledged to cut their production by
1.2 million barrels per day, and participating in the
agreement of 11 countries that are not part of OPEC
— by 558 thousand barrels per day. (Table 1)

Table 1 — Oil production in the US and OPEC countries in 2015-2017, million barrels. per day

2015 2016 | Ao | Tew Han | g |1V qurating
USA 9.42 8,86 881 8,99 9,10 9,29 9,57
Cgiiis 31,75 32,68 3325 32,08 32,32 32,89 32,53
Saudi Arabia 10,01 10,42 10,55 9,98 10,09 10,18
Traq 4,03 4,43 4,61 4,46 4,44 4,50
Tran 2,80 3,57 3,73 3.80 381 3.83
Source: Thompson Reuters Eikon, U.S. EIA

In order to further reduce the excess supply,
OPEC countries and other parties to the agreement
at the end of May 2017 decided to extend the
agreement for the next nine months, i.e. from July
2017 to March 2018.

The implementation of this agreement led to a
reduction in the excess supply and a marked increase
in world prices. So, the price of Brent oil rose from
44 dollars per barrel in 2016 to 53.5 dollars per
barrel on average in January-November 2017.

Redundant commercial oil reserves (oil reserves
in storage facilities) have significantly decreased,
which indicates a gradual rebalancing of the market.
According to the International Energy Agency
(IEA), if in January 2017, commercial oil reserves
in the OECD countries of the average five-year level

exceeded 302 million barrels, in October 2017 — 111
million barrels. There was a decrease of more than
60%.

A positive impact on market balancing and oil
prices has also had a noticeable increase in demand.
According to the IEA, in 2017 global demand for
oil increased by 1.5 million barrels per day (or 1.6%
over the previous year) (Lotz: 2018, 563-588).

At the same time, the effect of the agreement
under consideration was reduced by restoring the
growth of shale oil production in the US, as well
as an increase in production in some other countries
that are not part of OPEC. Improving technology
and lowering costs allowed the US oil industry to
adapt to relatively low oil prices. As a result, in
the current year in the United States there was an
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increase in the number of operating drilling rigs and
oil production (Figures 1, 2). According to the US
Energy Information Administration, in 2017, US

oil production amounted to 9.24 million barrels per
day, which is 0.38 million barrels per day (4.3%)
higher than the level of the previous year.
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Figure 1 — Oil production in the USA in 2014-2017, thousand barrels. per day
Source: Thompson Reuters Eikon, U.S. EIA
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Figure 2 — The number of operating oil drilling rigs in the US in 2014-2017
Source: Thompson Reuters Eikon, U.S. EIA
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According to the latest forecasts, in 2018,
against the backdrop of further market balancing, a
higher level of world oil prices is expected compared
to the average level of the current year. According
to the forecast of the US Energy Information
Administration, the world price of Brent in 2018 will
be 57.26 dollars per barrel, according to the forecast
of the World Bank — 56.0 dollars per barrel (the
average price of varieties Brent, Dubai and WTI).
Forecasts of leading foreign banks (Goldman Sachs
Group, UBS, Credit Suisse, JPMorgan, Citigroup,
Barclays) at the Brent price in 2018 are in the range
of 54-62 dollars per barrel (Koch: 2017, 6).

The most significant risks to positive price
dynamics can be identified: first, the growth in
oil production in the US, as well as in some other
countries, which can largely neutralize the effect of
the agreement on limiting production; secondly, the

Global Oil Demand (2016-2018)

(million barrels per day)”

resumption of production growth in OPEC countries
and other participating countries in 2018, i.e. before
the expiration of the agreed term of the agreement.
The forecast for the oil market from the
International Energy Agency for the most part relates
to estimating the level of demand / consumption and
supply / production, i.e. world balance. Recently,
the problem of raw material stocks has become very
important. The group of OPEC + countries, which
have concluded a pact to limit production, sets the
goal of its deal to reduce the level of oil reserves in
the main countries of consumers to the level of an
average five-year value (Kiyotaki: 2017, 927-954).
The forecasted demand dynamics according to
the IEA version is presented in the figure below. It
is expected that in 2018 it will grow by 1.3 million
barrels per day (b / s) to 98.9 million b / s, or by
1.3%. (including condensate and biofuel) (Figure 3).

2016 1Q17 2Q17 3Q17 4Q17 2017 1Q18 2Q18 3Q18 4Q18 2018
Africa 4.1 43 42 41 43 42 45 43 42 44 43
Americas 313 309 315 316 316 314 312 316 320 318 317
Asia/Pacific 329 342 339 332 342 339 350 344 338 351 346
Europe 148 146 150 154 149 150 145 150 154 150 15.0
FSU 4.8 46 47 50 49 48 47 48 51 50 409
Viddle East 8.3 79 85 87 82 83 3 8385
World 961 96.6 97.8 980 98.2 97.7 |97.9 98.7 994 99.7 989
Annual Chg (%) 1.4 12 23 14 15 16 14 09 14 15 13
Annual Chg (mb/d) 1.3 12 22 13 14 15 1.3 09 14 15 13
Changes fromlast OMR (mb/d) 0.0 -01 00 02 -03 -01 00 -04 -01 -02 -02

* Including biofuels

Figure 3 — Global oil demand (2016-2018)
Source: Thompson Reuters Eikon, U.S. EIA

In November 2017, the OPEC + group decided
to extend the production reduction agreement by
1.8 million b / s by the end of 2018. Thus, it can be
assumed that the average output of the cartel will
remain approximately at the level of October, or
32-32.5 million b / s. The plan to reduce production
within the OPEC + deal is almost 100% complete.

In turn, the agency forecasts an increase in pro-
duction in non-OPEC countries by about 1.6 mil-
lion b / s following 2018. Approximately half of
the growth in production, of course, will be in the
United States. (Figure 4)

174

Thus, according to IEA estimates, the growth in
oil production by countries outside the cartel and the
OPEC + agreement will be offset by an increase in
demand in 2018.

It should be noted that in November the estimate
of growth in demand was reduced by 200 thousand b
/'s. Experts expect a warm winter and a slowdown in
demand due to rising commodity prices. At the same
time, the latest trend in the rate of production in the
US shale deposits suggests that the overall growth in
the supply may well be higher than the growth in oil
demand by about 300 thousand b/ s. (Wolswijk: 2018)
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T

mb/d

T 1

3.0

2.0

1.0

0.0

-1.0

-2.0

Supply*

Change 2018/17

2017 1a18 2018 2218 4Q18 2018 Growth Yo
Americas 21.30 2207 2229 22.40 2267 22.36 1.06 4.96
orf which US 14 .24 15.00 15.24 15.37 15.54 15.29 1.05 737
Europe 3.84 3.93 3.81 3.79 3.96 3.86 0.02 0.64
Asia Pacific 0.40 0.40 0.43 0.44 0.45 0.43 0.03 7.23
Total QECD 25.54 26.40 26.54 26.59 27.08 26.65 1.1 4.35
Other Asia 363 3.60 3.59 3.58 3.55 358 -0.04 -1.20
Latin America 523 531 529 543 534 534 011 217
Middle East 1.24 1.24 1.24 1.24 1.24 1.24 0.00 -0.03
Africa 1.85 1.90 1.90 1.91 1.91 1.91 0.06 3.04
Total DCs 11.24 12.05 12.03 12.15 12.05 12.07 0.13 1.05
FsuU 14.03 13.97 13.94 13.81 13.94 13.91 0.1 -0.81
orf which Russia 11.13 10.98 10.98 10.98 10.98 10.98 -0.15 -1 36
Other Europe 0.13 013 0.13 0.13 0.12 0.13 0.00 -0.63
China 3.98 3.89 3.80 379 379 3.82 -0.16 -4.12
Total "Other regions” 18.14 17.99 17.87 17.73 17.85 17.86 -0.28 -1.53
Total non-OPEC
production 55.62 56.43 56.44 56.47 56.97 56.58 0.96 1.72
Processing gains 2.21 2.23 2.23 2.23 2.23 2.23 0.03 1.32
Total hon-QFEC supply 57.82 58.67 58.67 58.70 59.21 58.81 0.99 1.71
Previous estimate a7 .67 58.42 58.38 28.37 59.00 28.54 0.87 1.51
Reuvision 0.15 0.25 0.29 0.34 0.20 0.27 0.12 0.20

OPEC in November raised the forecast of
growth in oil demand in 2018 to 1.51 million b /
s. On average, the demand in 2018 should reach
98.45 million b / s. Demand for oil cartel countries
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Figure 5 — Oil production outside OPEC

Source: Thompson Reuters Eikon, U.S. EIA
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was reduced by 0.2 million b / s to 33.2 million.
This is higher by 0.3 million b / s than in 2017. In
the second half of the year, demand should reach
34 million b / d, which is 1.4 million b / d higher
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than the level of production by the cartel in Octo-
ber 2017 (Rogoft : 2018).

Thus, when the production is frozen, the car-
tel clearly loses market share. The supply shortage
should be compensated by the decrease in the vol-
ume of stocks. At the same time, the share of sup-
pliers not included in the OPEC + group will grow.
The recent increase in the forecast of global demand

World oil demand and supply balance, mb/d

growth in OPEC is explained by the greater than ex-
pected demand for oil in China.

In December, OPEC raised production growth
forecasts in countries outside the cartel by 0.12 mil-
lion b/ s in 2018, to nearly 1 million b / s. Moreover,
in the US, production will grow by 1.05 million b/ s.
Of these, shale deposits, according to OPEC, produc-
tion will be increased by 0.82 million b / s. (Figure 5)

2016 1Q 201 17 4017 2017 1Q18 2Q18 318 4018 2018

World demant

OECD 469 471 4609 AFT 47T A7T3 473 472 480 480 476
Americas 247 246 250 253 250 250 248 252 255 253 252
Europe 140 138 142 145 143 142 140 142 146 143 143
Asia Pacific 81 86 i7 79 g4 a2 8.6 [N 79 a4 82

DCs M4 M5 I8 323 320 M9 322 326 329 327 326

FSU 46 45 4.4 48 51 47 46 45 49 52 48

Other Europe 07 07 07 07 08 07 07 07 07 08 07

China 118 1% 124 123 125 123 123 128 127 125 127

(a) Total world demand 954 957 963 977 981 969 972 4978 992 996 985
Mon-OPEC supply

OECD 248 254 251 254 262 255 264 265 266 271 267
Americas 206 M1 209 214 M9 213 221 223 224 22F7 224
Europe 38 39 38 3T 39 a8 39 a8 38 40 39
Asia Pacific 04 04 04 04 04 04 0.4 04 04 05 04

DCs 119 19 119 119 121 119 120 120 122 120 121

FSU 138 141 141 138 13% 140 140 138 138 1358 138

Other Europe 01 0.1 01 01 01 01 0.1 01 01 01 01

China 41 40 40 35 39 40 39 38 38 38 38

Processing gains 22 2.2 22 22 22 2.2 22 22 22 22 22

Total non-OPEC supply 570 578 575 575 585 578 587 HBT 58T 592 588

OPEC NGLs +

non-conventional oils 6.1 6.2 6.3 6.3 G4 6.3 6.4 6.5 65 6.5 65

{b) Total non-OPEC supply

and OPEC NGLs 632 640 637 639 649 641 651 651 652 657 653

OPEC crude oil production

(secondary sources) 326 321 323 327

Total supply 058 961 980 968

Balance (stock change and

miscellangous) 0.4 04 03 -1
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Figure 6 — World oil demand and supply balance

Source: Thompson Reuters Eikon, U.S. EIA

Xabapuibl. XablKapaiblK KaTbIHACTAP KAHE XalIbIKapaJIbIK KYKbIK cepusichl. Ne2 (82). 2018



Chitanova S.O. et al.

Based on the table below, the difference between
the demand for OPEC oil and the frozen supply of
32.5 million b / s in 2018 will be an average of 0.7
million b / s. This means that hypothetically about
250 million barrels of reserves can leave the market
in a year (Figure 6).

It also means that, other things being equal in
the I quarter. In 2018 there will be overproduction.
Already in the I quarter. the market will be balanced.

Below in the diagram of the balance of oil
production and consumption, the redline indicates
the expected level of freezing of oil production by
the cartel (32.5 million b / s) (Figure 7).

In this case, oil and oil products in OECD
countries in the III quarter. 2017 fell below 3 billion
barrels (2.985 billion), which is still 154 million
more than the average for the past five years. It is this
volume that can be a guide for the appearance of talk
about the exit from the deal on freezing production.

The Energy Information Agency of the US
Energy Ministry (EIA) forecasts not only the levels

of supply and demand for raw materials, but also the
average price for the year. So in 2018 it is expected
that the price of Brent will be about $ 57 per barrel.
WTI will be cheaper by $ 4.

As for the level of consumption, according to
the version of the Ministry of Energy, it will grow
by 1.6%, to 99.96 million b / s. Consumption is
projected to be above 100 million b / s starting from
IIT quarter. Meanwhile, production will grow to 100
million b / s already in the II quarter (Les Echos:
2018).

Deficiency in the global oil market, according
to analysts of the Ministry of Energy of the United
States, will be observed only in the III quarter. due
to a sharp increase in demand. At the same time,
the agency predicts an increase in oil production
in the US in 2018 to 10 million b / s, against an
average of 9.2 million b /s in 2017. This is the same
order of figures with the forecast value of the IEA.
But in OPEC, such data is considered an obvious
underestimation of American slates (Figure 8).

mb/d mb/d
35 1 - 35
34~ - 34
33 A - 33
32 A - 32
31 A - 31
30 A - 30
29 - - 29
28 . . T T . T 28

I~ [~ I~ I~ ol oo o ol

6 & § ¢ 8 & § ¢

OPEC crude production

OPEC crude estimate

Figure 7 — Balance of supply and demand
Source: Thompson Reuters Eikon, U.S. EIA

OPEC and the countries entering into the
agreement on freezing of extraction are guided by
the reduction of world reserves to the average five-
year values. It’s about commercial reserves. In its
analytical reviews, OPEC considers reserves in
various countries, including stocks in tankers. But
for simplicity, you can focus on their level in the
OECD countries. (Baele: 2017, 270-276)

So, during this year commercial inventories
in developed countries declined. In October 2017,
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their level was 107 million barrels lower than the
corresponding month of 2016, but still 137 million
barrels higher than the average for 2012-2016 (about
2,800 million barrels). (Figure 9)

In North America, reserves are shrinking more
energetically than in Europe or Asia.

Ifto speak in terms of ensuring uninterrupted global
demand, then in October stocks fell to 62.1 days. This
is 2.2 days lower than in the same period in 2016, but
1.8 days higher than the average five-year period.
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Global crude oil supply & demand balance
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Figure 8 — Global crude oil supply and demand balance
Source: Thompson Reuters Eikon, U.S. EIA
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Figure 9 — OECD commercial oil stocks
Sources: Argus Media, Euroilstock, IEA, METI, OPEC Secretariat and
US Energy Information Administration

Thus, we can clearly understand the intentions  changing the terms of the OPEC + deal. (Genre:
of the OPEC + group in terms of maintaining a 2017, 232)
deal to limit production as the data on reserves are To estimate the approximate oil dynamics
received. For simplicity and efficiency, you canrely  in the future, forecasts of oil consumption and
on statistics from the EIA. Decrease in inventoriesis ~ production in different parts of the world are
an indicator of the approach of conversations about  required. It so happened that after the notorious
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slate revolution, despite the significant decline
in commodity quotations, the main driver of
production is the American slate producers.
Looking ahead, it should be noted that one of the
most important negative risks for oil dynamics in

2018 is the level of raw materials extraction in the
United States.

The following chart shows a graph of Brent
oil prices and production dynamics, expressed as a
percentage of November 2014 (Figure 10).

Correlation of BRENT prices and production growth rates in the US

Indexed to Nov 2014 as percent
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Figure 10 — Correlation of BRENT prices and production growth rates in USA
Sources: US Energy Information Administration

According to this illustration, it is obvious that
production follows the price of oil. However, this
happens with a certain lag and without sharp failures
due to the peculiarities of production processes.
After the fall of oil to § 27 per barrel of Brent in early
2016, production in the US continued to decline for
another 6 months. But at the moment, American
manufacturers have completely restored the level of
production (Winkler: 2018, 636-705).

According to the forecast of the Ministry of
Energy of the United States, production in 2018 will
exceed the level of 10 million b / s at a price of $
58-60 per barrel.

The temporary delay between the dynamics of
oil prices and production is due to technological
moments and specific investment decisions. As
you know, the start of production is preceded by
service drilling operations. The correlation diagram
for active drilling rigs in North America is shown
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below from mid-February 2015. The drilling
volume depends on the price of oil, but it is not
entirely possible to call this dependence strictly
linear (Figure 11).

For the first half of 2017 was characterized by a
continued increase in the number of active drilling
in the US. However, in the second half of the year
the situation simply stabilized. Despite the rise in
oil quotations, the increase in drilling activity is no
longer observed. And you can not write everything
off on a time lag. A long period of time has already
passed.

Results and discussion

Positive risks to the oil market in 2018

1. Fall of production in Venezuela. IEA predicts
a decline in production in Venezuela due to political
and other factors by 0.5-0.6 million b / s on average
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through 2018. Undoubtedly, in the medium-term
horizon OPEC partners will try to replace the loss
of production, but it is likely that promptly this can

not be done. The worse the situation in Venezuela is
from the economic and political point of view, the
more the positive risks for oil quotes.

Dependence of drilling activity on the price of BRENT
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Figure 11 — Dependence of drilling activity on the price of BRENT
Sources: US Energy Information Administration

2. Weather phenomena. In the [EA forecasts in
2018, warmer winters and summers are expected
in the northern hemisphere, as a result of which
the number of heating days will decrease. Given
the rather poor predictability of weather events,
the opposite situation can be considered a positive
risk, with lower average temperatures and more
precipitation (Anderton: 2017, 400).

In addition to the risks of a cold winter, it is
worth mentioning the hurricane season in the US in
the second half of the year. Stopping some of the
production capacity with a relatively small drop in
demand could provide a significant support to oil
quotes. The example of 2017 is indicative.

3. Libya and Nigeria are OPEC members, but
until 2018 they did not participate in the OPEC

+ deal. But from next year, production quotas
extend to them at the level of 1 and 1.8 million b /
s, respectively. However, the political situation in
these countries contributes to permanent disruptions
in supply. In November 2017, Libya produced 0.97
million b / s, Nigeria — 1.79 million b / s. Despite
the fact that from spring to October, these two oil
producers increased production by 0.7 million b /
s, the growth looks unstable. This factor is poorly
projected.

4. Complicating the political situation in the
Middle East, as a result of which the extraction or
transportation of raw materials may be threatened.
We are talking about a wide range of countries
that are somehow involved in production and
logistics chains. This is Saudi Arabia, Iran, Iraq,
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Qatar, Yemen. The complication of the political
conjuncture both within each individual country,
and the deterioration of relations between them, can
support raw material quotes.

5. Accelerate economic growth. There is no
reason to expect a more rhythmic growth of the
economy in Europe or Asia than what is already
implied in the forecasts of energy agencies.
Nevertheless, one can note the rapid advance of the
tax reform in the United States. This may somewhat
push the US economy’s growth towards 3% y /vy,
which may indirectly affect the increase in demand.
It is true to say that the effect of tax cuts will come
about in 2018, too early.

Negative risks to the oil market in 2018

1. Acceleration of US oil production. The
majority of analytical agencies are inclined to
consider extraction as the most important negative
risk for the price dynamics of oil in the USA. Private
slate producers are persistently looking for ways to
reduce the cost of production. There is a risk that
drilling activity in the US may begin to grow again,
even at current oil prices. Based on the correlation
diagram and the increase in hedging operations (the
sale of long-term futures contracts), such a scenario
is quite realizable.

The American shale shadow threatens the
negotiators from OPEC and Russia from the very
beginning of the idea of a pact. Today, companies
like Apache Corp, Pioneer Natural Resources
or EOG Resources Inc plan to invest billions in
production for decades at the largest American
deposit, Permian.

December 22, 2017 Donald Trump finally
signed the law on the new tax reform. In addition to
possible economic growth and a potential increase
in the demand for oil, this step will to some extent
affect the cost reduction and cost reduction of US oil
companies, further enhancing their competitiveness
in the global market. Formally, this is a negative
factor for oil prices, but its influence is stretched in
time.

2. Acceleration of production in Canada. In this
country there is an increased drilling activity, which
in the end can lead to an increase in production
volumes.

3. Exit from the OPEC + deal. It is necessary to
distinguish between two scenarios. Unexpected and
planned exit from the deal to limit production. We
can not predict the first. But for the second you can
follow. This may be preceded by the active rhetoric
of politicians from the countries participating in
OPEC +, the elaboration of an exit strategy, on which
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an adequate short-term reaction of oil quotations
should be expected. The scenario of the planned
completion of the collective pact can be realized if
the level of stocks approaches the target values of
the cartel.

4. The slowdown of the world economy. The
risks of China’s slowdown are discussed not for the
first year. Globalization in this case can result in a
slowdown in the entire Asian region. In addition,
the Fed is actively pursuing an anti-cyclical policy,
which can also contribute to cooling not only the
American, but also the world economy.

5. Strong growth of the dollar against the
background of the continuation of the rate increase
cycle in the US. The tightening of monetary policy
in the US will help increase demand for the dollar,
which will have some restraining influence on all
actively traded commodities.

6. Abnormally warm weather conditions. As
indicated above, the natural factors are poorly
predictable. In particular, the IEA is already being
laid for the warmer winter and spring of 2018.

Baseline scenario

The basic scenario for the development of
price dynamics of oil in 2018 assumes the absence
of negative risks or their insignificant influence.
Nevertheless, even in this case both OPEC and IEA
forecast a significant surplus of production in the I
quarter. 2018 This is due in large part to the seasonal
decline in demand. Stocks of raw materials, most
likely, will stop the decline. As a consequence,
locally this may negatively affect oil quotations and
general market sentiment. It is possible that Brent
at the beginning of next year can reach the $ 56-60
mark.

In the II quarter. the growth in demand with a
slight change in production will lead to a market
balance. This is evidenced by the forecasts of the
IEA and OPEC. In the Ministry of Energy, the US
believes that production will exceed consumption
by about 0.5 million b / s. Seasonal decline in
inventories should resume and last up to the fourth
quarter (Baryshnikov: 2018).

In the baseline scenario, given the projected
growth in production in North America and the
absence of negative risks, Brent prices may return
to the area of $ 65 per barrel. At the same time, we
note that in the first two quarters the deviation from
the expected temperature conditions in the northern
hemisphere will play an important role among the
risks, in one direction or another.

In the III quarter. in the absence of negative
risks, all analytical agencies predict a deficit in the
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oil market, on average, at about 0.65 million b / s.
Optimistic OPEC with a figure of 1.5 million b / s.
A conservative forecast, which, in our opinion, most
realistically reflects the situation on the market, is
presented by the US Energy Ministry. According
to him, in the III quarter. the deficit will be 0.25
million b/ s.

This moment can become the apogee of the
growth of oil quotations. Given the expected positive
dynamics at the end of the II quarter. it is possible
that the price will be about $§ 70 per barrel or even
higher, but only short-term.

During the deficit period (from the end of the
second quarter to the end of the third quarter) and due
to the freezing of the level of oil production within
the OPEC + deal, stocks could fall by 60 million
barrels based on the average deficit (according
to the IEA, EIA, OPEC). This is not enough to
reduce inventories in OECD countries to 5-year
averages, but enough to be a reason for discussing
the exit strategy from the OPEC + deal. Such a
news background will put pressure on quotes, which
could again return below $ 65-63 at the beginning of
the IV quarter.

In the IV quarter. According to the IEA and
OPEC, there will be a generally balanced situation
on the market with a possible small deficit. Again,
the forecast of the US Energy Ministry indicates a
return to a small overproduction, according to the
current estimate — 0.35 million b / s.

According to OPEC + plans, the deal on limiting
production has been extended until the end of 2018.
Therefore, only the cartel itself predicts a deficit
of 0,7 million b / s for the whole of 2018. EIA and
IEA do not believe that the market will be balanced,
mainly due to the growth in production in the US.

Thus, throughout the year the market will be
more sensitive to the data on drilling activity in
North America and the growth of oil production in
the US, rather than to the dynamics of reserves.

Negative scenario

The negative scenario is mainly based on the
onset of a number of relevant risks. First of all, these
are the risks of supply, namely the acceleration of
production in North America as a whole. That is, the
rate of increase in supply will be steadily outpacing
the growth in demand. This will interfere with the
balancing of the oil market. In this scenario, we can
see a noticeable adjustment of oil prices relative to
today’s levels. As an option, it is possible to drop to
$ 50-54 by Brent.

Any manifestations of disagreements in the
OPEC + deal can also hit hard at prices, as soon

as the grounds for a new price war begin to be laid
along with a race to increase production. This is not
the most likely scenario, but its implementation can
lower the price confidently below $ 50.

Positive scenario

The implementation of any scenarios of oil
shock with the take-off of quotations towards $
75 and above looks difficult to predict. It is not
necessary to expect a sharp acceleration of demand
for oil above expectations. So as a positive driver
there is only a scenario with any problems in the
Middle East. We will not consider its probability.
Let’s just say that any significant increase in oil
quotes will immediately activate production in the
OPEC + regions of the world that are not involved
in the deal, which in turn will subsequently act as a
reduction factor.

Conclusion

The world oil market will reach a balance of
supply and demand in the second half of next year,
but if necessary there is an option to extend the deal
to reduce global oil production after 2018.

We can only say that the overall mood is very
good — the deal is 100% executed, which has never
happened. Therefore, if some actions are necessary
for further balancing, of course, such an option
(extension) always exists, and no one will argue that
the deal must in any case be terminated.

The parameters of the exit from the OPEC +
deal will be discussed closer to the period when the
market balancing is outlined. Therefore, even when
we reach a balance of supply and demand, and there
is a consensus among ministers (OPEC +), we must
prevent the creation of an excess of raw materials
on the market when we exit the transaction and, as
a consequence, return the situation to the starting
positions.

We all perfectly understand that in summer
demand is growing, which speeds up the rebalancing,
but at the same time we must predict what will
happen in the fall and in December... We have a
common understanding on this issue, but we would
not like to discuss hypothetical scenarios — first it is
necessary to achieve a balance in the market.

Meanwhile, we also consider premature any
talks about making changes to the global OPEC
pact, because the oil market is likely to come to
balance no earlier than in the second half of next
year. So far stocks have been falling in line with
our expectations. But the surplus is still about 150
million barrels, which are unlikely to leave the
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market before the second half of 2018. According  this, we consider premature any talk about possible
to our calculations, oil reserves will either change  changes in the policy. The earliest, when it will be
little, or increase in the first few months of 2018,  possible to assess the condition of the market, is
which is due to seasonal factors. In connection with  June (next year).
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