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,,PLUN,GTNG OIL PRICES: IMPACT ON AND RESPONSE BY THE GULF
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Note to the Deputy Secretary-General

1. The global oil prices have fallen by roughl 50% in the ast six months. In mid-
December, several important benchmarks, including Brent Blend and West Texas
Intermediate, dropped below $60 a barrel for the first time since July 2009. The most
si nificant factor causing this sudden price p unge apnears to be the oversupply of crude
oil. Still , political considerations could also playa role.' ""
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2. There are no signs that this downward trend may stabilize anytime soon. If oil
~rices stand at a low Ie e _ or .~ pr..orracted period of time, th w0FIG eeonomy in general
is predicted to grow faster due 10 lo~er,costs fer maausaoturees-and greater disposable g II
Income witn consumers. But for top oil exporting countries, this will result in substantial
losses. Fallin oil rices may become t ea 0 the entire Gulf region where countries
are responding in drastically different ways.

Iran
3. Iran's energy sector has been under tightened international sanctions since early
2012. Its-oil exports nave since ....dro eo by about 50%, averaging 1.2-1.3 million barrels
a ay In 2014. Oil exports currently make up about 30% of Iran's government revenue.

e s a all i~""olr rices a .... g ace . e " 1te pf ng to· crease its oi
production, has impacted Iran's economy. On 7 December, President Rouhani submitted
a 'budget for the next fiscal year that was based on an oil rice of $72 a barrel.

evert e ess, a former director general of the National Iranian Oi Co. cautioned that a
base price of $60 a barrel would be more "realizable."

4. · A resultant reduction in government revenues is unlikely to cause sudden political
instability in Iran. owever, with smaller coffers, President Rouha ., go ernment will '
In I reme y ~ifficult to overcome 12roblems such as unem1210yment and inflation. On

9 December, First Vice-President Jahangiri tried to reassure the 0 ulation b sayin that
te overnment had prepare an econolnic plan that would go into effect if oil prices fell
under 40 dollars a barrel - namely to run tne coun r with resist81lee ee0 6my 12@1·€;r." ,
which Supreme Leader Khamenei has long advocated in reaction to sanctions. For their
part, refonnists liave suggested that it was time for Iran to free itself from the shackles of
oi an tum a ' rentier" economy "Into one orien eQtowarCls real aevelopment.

1 Worldwide demand for oil has recentlybeen low becauseof weak economicactivity in Europe, Japan and
the major emerging markets that had been the engine for growth in the past years, America is importing
much less oil as it is on track to be the world's largest oil producer. And OPEC has thus far refused to cut
oil production, mainly due to objectionby Saudi Arabia. (see Why the oil price is/ailing?
http://www.economist.comlblogs/economist-explains/2014/12/economist-explains-4)
2 There are allegations that, with a view to pressuringRussia on Ukraine, Iran on the nuclear issue and both
on Syria, the US had increased its own shale oil production and persuaded the major Gulf oil exporters,
particularlySaudi Arabia, not to reduce production as well. (see Oil price dro . Ir n
harder than sanctions http://www.latimes.com/worldleurope/la-fg-oil-russia- an-2014~,_<~ l " ~- ~ r·-~~I
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Iraq ,
. 7. Following decades of W'll" 'l.nd sanctions., rag '-8 eco .0 ~ . snow com12letely~_~.._
dependent on all. The plunging oil prices will surely severelyimpact thecountry, which
lias a rea y een facing a dire security and humanitarian crisis. Iraq is currently the
world's fourth-largest oil exuorter, se · g 2.4 l11:illion barrels a day. TIie lower oil prices
'YL-,il<.ely cause a'liquidity crisis forthe overnment to effectivel~ reslJond to increasing
humanitarian an military costs (includi g fighting SIL), as well as to fund reconstruction
programmes, W ic are badly needed to win hearts and minds of the Traqi people.
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8. . In this context, Iraq recently requested a one-year defer~al of a $4.6 billion
reparations payment for production and sales losses as a result of damages to Kuwait's oil
assets during its 1990-91 invasion and occupation of Kuwait, This would be the last and
largest outstanding compensation claim by Kuwait. Following Kuwait's acceptance of
the Iraqi request, the Governing Council of the UN Compensation Commission agreed on
18 December to postpone until January 2016 Iraq's obligation to deposit 5 per cent of its
oil proceeds into the Compensation Fund.

9. . t is not clear how the falling oil prices may affect the long-lasting disputes
between t e overnment of Iraq.ana the Kur,distf.ln RegIonal Goyernm.ent 9ver oil
management and revenue sharing, despite their recent agreement.

10. About three-quarters of Iraq's oil production is in the Basra province and most of
its oil exports flow out from there. It remains to be seen ho the' ices 121 e mi ht
affect the fledgling movement demanding that Bas a governorate be declared an
au onomous region - similar to urdistan in the north - in order to better control its oil
. a une. It was recent~y re120rted that angr.~ citj:b FlS iftthe ity of B Sf had El signed the' r
own flag, anchored by the image of a single drop of oil. '

GCC
11. At an OPEC meeting last month, Saudi Arabia, supported by the DAB, Qatar and
Kuwait, took t e ead in ma41taining current oil proauc~ion aesQite the fa idly falling
prices of crude oil. Recently, UAE ruled out the possibility of holding an emergency



• •

Confidential

OP-EC meetin . These positions seem to indicate that the Gee oil producers prefer not to
sacrifice their own market share t<;> restqre the price, despite the,risks to the r own 01 -

... r • . ~ "'11!

ependent economies.

12. In the short term, such a strategy could be costly for the Gee and mi ht even
backfire. According to one forecast, I 01 prIces average 65 a barrel in 2015, GDP in' the
GCCfegion will shrink by at least 13 per cent. D~spite the losses of billions of ollars in
oil sales revenue each day, Saudi Arabia has made it clear tliat it is not gpin to cut il
production even If price falls to $20 a barrel. Saudi"Arabia cut its oil production time and
agam In fie 980s with a vie~ to sta15ilizingt e a ll Qrice onl to fino later tl1a i was hit
haro Ey toe cuts. It should also be noted that, Gee countrie.s,with iI-ieir aounaant foreign
currency reserves"~ are overall better positioned than many other oil-producing countries
to " bill with lower oil prices. Tliey nave tne world's lowest marginal cost of producing oil.
Since 2003, tliey nave accumulateCl about $2.3 trill Ion in current account surpluses, WhICh
gives ffiem eep pockets to tum to when needed, ~ .

13, In the mediumilong erm, Gee countries~could emerge victorious. Economically,
low oil prices might curb Irag's ambitions to sign~fic t1): increase oi out~ut and
alleviate the burden on important Gee netsoil importing allies (e.g. Eg;r.pt, rocco and
Jor an). Politically, low oil urices caul also tie the hands of Iran at a time ~f increasing

sus iClons vIs-a-vis Ir 's region.al policies and mounting se tartan tensions ,Under
severe financial constraints Iran mi ht be forced to reduce its fmallcial Stl ort to Shia
allies in the region, including President Assad in £¥ria, :Hizhullah in Lebanon and ~lle

Houthis in Yemen,
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