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Brazil’s state – run Petrobras has reported that Murilo Pinto de Oliveira Ferreira, Chairman of the 
Board of Directors, has resigned. Luiz Nelson Guedes de Carvalho, who has been acting Chairman 
since mid – September will stay in the role until the next ordinary Board meeting. Petrobras 
declined to provide any information on the reasons behind Ferreira’s resignation. 
 
Petrofac, faroe Petroleum and Eni have established a cost – saving partnership to drive efficiencies 
in their UK operations in the southern North Sea. The agreement will see collaboration between 
Petrofac and the respective equity owners and operators of the Hewett, Schooner and Ketch gas 
fields, with logistics and accommodation services across the facilities being shared. This 
collaborative initiative is in line with Sir Ian Wood’s vision to maximize economic recovery on the 
UKCS as ‘co – operation is crucial in restoring competitiveness’, said Deidre Michie, Oil & Gas UK’s 
Chief Executive. 
 
Confidence among North Sea oil and gas contractors is at an all time low, according to a new 
industry survey compiled by Aberdeen & Grampian Chamber of Commerce (AGCC). About 80% of 
contractors surveyed said they are less confident than a year ago. The AGCC estimates there has 
been a 5.2% reduction in contractors’ employment over the last 12 months, with 62% of those 
surveyed saying they had reduced employment in 2015. According to Reuters, Britain’s oil and gas 
sector has lost over 5,000 jobs since late – 2014, primarily due to the effects of the low oil price 
environment. Oil & Gas UK’s annual economic report in September 2015 painted an even bleaker 
picture, stating that employment supported by the sector had contracted 15% since the start of 
2014. 
 
KrisEnergy, a Singapore – based upstream oil and gas company, has secured government approval 
to begin production in the Rossukon field in the Gulf of Thailand. Earlier this year, KrisEnergy 
drilled two exploration wells and two sidetrack wells in the Rossukon area, with each well 
encountering oil and gas. krisEnergy operates block G6/48 (30%) with partners Northern Gulf 
Petroleum and Mubadala holding 40% and 30% in the concession. 
 
Rosneft has sold a 20% share of Taas – Yuryakh Neftegazodobycha to BP. The joint venture will 
continue further development of the Srednebouobinskoye oil and gas condensate field which is one 
of the largest fields in the eastern Siberia. Reserves are put at 167mn tones of liquid hydrocarbons 
and 180.5bn cm of gas. The joint venture will also undertake the development of suitable 
infrastructure for further exploration and development of the region’s reserves. Rosneft also plans 
to select a second partner in Taas – Yuryakh Neftegazodobycha. 
 
OPEC stands firm 
OPEC decides to maintain production despite pressure to change 
The outcome of the OPEC meeting in early December could have gone either way but OPEC, or 
rather Saudi Arabia, decided to continue maintaining market share at the prevailing price, reports 
John Hall FEI, Chairman, Alfa Energy. There was a call to cut output by 1.5mn b/d but Saudi was not 
to be swayed by internal pressure. Instead OPEC sent a defiant message that it intends to protect its 
market share. With output at around 31 – 32mn b/d in November 2015. OPEC will take no further 
action but to monitor the market until the time of the next meeting in June 2016. It has brought 
Indonesia back in to the membership and is mindful of the return to the market of Iran in the New 
Year when sanctions look set to be lifted. 
 



Over 2016 OPEC is expecting demand for its oil to average 30.16mn b/d – some way below its 
average production forecast of 30.8mn b/d excluding Indonesia, which has until recently been 
classified as non – OPEC. 
 
A proposal had been put forward to re – enforce quotas and reduce output by around 1mn b/d wile 
Iran is hoping to be allocated an increased quota in 2016, This would need non – OPEC support but 
would not include the US as the US constitution would not allow it to participate in any form of 
market manipulation. Being realistic, such a reduction would give a psychological boost to the 
market However, with more oil on the way from different sources including Iran, Iraq and Libya 
within OPEC, and the US and Canada from the outside, the proposal would have lacked impact. 
 
As news broke from the meeting on Friday 4 December 2015, the price of Brent was moving down 
towards $40/b. OPEC will have to hold output at all cost. Excellent news for consumers but bad 
news for producers and explorers, particularly for Algeria, Iran, Iraq and Venezuela which are 
suffering seriously financially due to the low oil price. 
 
The US shale industry has hit OPEC hard by putting another 4.5mn b/d in to the market and 
although output has dropped slightly, the overall volume remains. OPEC will need to maintain its 
strategy which will hurt the industry further, but will it be enough in the longer term as the shale 
industry streamlines and adjusts itself to operating in a lower priced environment, ready to ramp 
up as prices rise? Furthermore, can OPEC adjust similarly? 
 
Argentian shale play to double output by 2018 
Production from Latin America’s premier shale play, the Vaca Muerta, is expected to double by 
2018, according to a new development study by Wood Mackenzie. Argentina’s massive play 
continues to be the most prospective tight oil play outside of North America. 
 
While a marked ramp – up can be expected by 2020, the study highlights that oil and gas output in 
2016 should be moderate with year – over – year production at 10%. 
 
Wood Mackenzie expects horizontal wells to become the development of choice as operators are 
increasingly able to target the most productive intervals of the Vaca Muerta. 
 
‘YPF and its joint venture partners continue to decrease drilling and completion costs aiming to 
move into ramp – up and development phases,’ says Horacio Cuenca, Research Director for Latin 
America at Wood Mackenzie based in Rio de Janeiro. 
 
In the Loma Campana block, average initial production is around 646 boe/d, up from 443 boe/d in 
2014. To compare, in the Karnes Trough to Texas’ Eagle Ford Shale, the first hundred wills had an 
average initial rate of 420 boe/d while the average rate today is more than double. 
 
Cuenca adds that more joint venture deals will be necessary to fully develop the Vaca Muerta as YPF 
will need outside assistance to develop the 6.3mn acres it holds. 
 
The following are other key considerations from Wood Mackenzie’s development study: 

 In 2016, total capex is expected to reach $1.2bn as companies prepare for full development. 
 The heavy impact of unions on labour costs and political uncertainty remain the largest 

impediments to international investment. Some 200 wells are expected to be brought online 
in 2015, and fewer in 2016 as vertical wells are phased down. Currently there are 
approximately 460 producing wells. 



 The condensate window, including the Loma Campana block, drives value. Wood Mackenzie 
estimates a total remaining NPV10 of $9.7bn for the Vaca Muerta. 

 
Tough times for global FPS market 
With continuing poor orders and the sustained low oil price environment, Douglas – Westwood’s 
forecast for FPS (floating production and Storage) capex 2015 – 2019 has been revised down from 
$81bn to $68bn. Lead author Ben Wilby comments: ‘2015 has been a weak year for FPS orders, 
with only four vessels awarded so far – an FPSS for the Appomattox field, a large FPSO for Eni’s 
Sankofa development in Ghana and one small FPSO unit each for the South Pars field and the 
Brotojoyo field redevelopment. As a result, the projected 2015 order capex is just $4.5bn, a 72% 
decline from 2014 and the worst since 2003.’ 
 
‘It is not all doom and gloom for the FPS industry however, and 2016 should see a recovery in 
activity as a number of project FIDs that were due in 2015, such as the Vette FPSO, are reached. Re – 
engineering and industry price deflation are key drivers for renewed activity.’ 
 
One major project that has suffered is the Australian Ichthys projects. This field will utilise both and 
FPSO and FPSS unit, costing a combined $4.7bn. The project was originally due onstream in 2016 
but has been delayed until 2017, while overall development costs for the field are also up 10%. 
 
Regionally, it is high capex, deepwater regions that are suffering. Operators are deferring high cost 
units in places such as East Africa in favour of more established areas, where units can be brought 
onstream quicker and at a much lower cost. 
 
UK shale rules gather speed with new powers 
Britain will use new powers to accelerate shale gas production, reports Brian Davis. Local 
government minister Greg Clark informed Lancashire County Council of his intention to determine 
Cuadrilla’s appeal on two previously rejected permits in north – west England. In a letter dated 26 
November, he said ministers intend to over – rule the local planning decisions in order to ‘recover 
Cuadrilla’s appeals for shale exploration in Lancashire’ to meet national rather than local interests 
where necessary. 
 
Despite fervent local and national environmental opposition, Cuadrilla’s wells are mooted to be the 
first British shale gas wells where fracking is applied, since an 18 months ban resulted from an 
earth tremor at a separate project near Blackpool in 2011. A decision on the appeal could be made 
by the second half of 2016, and some drilling is likely in the second half of 2017 to determine if 
reserves can be exploited economically. 
 
The UK Department of Energy and Climate Change (DECC) announced changes to planning rules in 
August to allow government intervention to approve or reject shale gas drilling permits and give 
priority to appeals involving shale gas projects. In his Autumn, Chancellor George Osborne 
confirmed the creation of a shale wealth fund that would receive up to 10% of tax revenue from 
shale gas developments for investment in local communities. 
 
Anadarko achieves new Mozambique milestones  
Anadarko Petroleum and Eni, operators of offshore Areas 1 and 2 in Mozambique, have signed a 
joint unitization and unit operating agreement for the development of the massive natural gas 
resources that straddle the two blocks. Under the terms of the agreement and previously 
announced Decree Law, the Prosperidade and Mamba straddling natural gas reservoirs, which 
comprise the unit, will be developed in a separate but coordinated manner by the two operators 



until 24tn cf of natural gas reserves have been developed. All subsequent development of the unit 
will be pursued jointly by the Area 1 and Area 4 concessionaires though a joint – venture (50:50 
Anadarko and Eni). The agreement is subject to final approval by the government of Mozambique. 
 
Anadarko has also reached a memorandum of Understanding (MoU) with the government of 
Mozambique to provide natural gas from its Mozambique LNG development for domestic use. 
Under the terms of the MoU, Offshore Area 1 will provide initial volumes of approximately 50mn 
cf/d natural gas per train (100mn cf/d) for domestic use in Mozambique. According to Anadarko, 
the gas will ‘be provided at pricing that is fair to all parties and supports local natural gas 
development’. The concessionaires are also reportedly ‘prepared to sell up to 300mn cf/d a 
additional volumes into the domestic market in future years as projects are matured and 
commercial terms agreed’. 
 
Anadarko is operator of the Offshore Area 1 block, holding a 26.5% working interest. Co – ventures 
include the National Oil Company Empresa Nacional de Hidrocarbonetos (ENS 15%), Mitsui E&P 
Mozambique Area 1 (20%), Beas Rovuma Energy Mozambique (10%), BPRL Ventures Mozambique 
(10%), ONGC Videsh (10%), and PTTEP Mozambique Area 1 (85%). 
 
Eni operates Area 4 with a 50% indirect interest owned through Eni East Africa (EEA), which holds 
70% of Area 4. The other partners are Galp Rovuma (10%), KOGAS Mozambique (10%) and ENH 
(10%). CNOOC owns a 20% indirect participants in Area 4 through Eni East Africa. 
 
INEOS targets North Sea Operations 
INEOS has completed its purchase of the North Sea natural gas assets of DEA Deutsche Erdoel, 
which is owned by L1 Energy. The platforms, infrastructure and the team that runs them will form 
part of the new INEOS Breagh business division based in London. The transaction includes interests 
in the Breagh and Clipper South gas fields in the southern North Sea. 
 
The annual output from the fields acquired in the deal account for 8% of the UK’s annual gas 
production, enough gas to warm 1 in 10 British homes. 
 
INEOS recently announced its intention to become a leading UK player in onshore gas development 
and, as part of the company’s growing interest in energy production, is now evaluating additional 
opportunities offshore. 
 
Rhine recovery spurs diesel sales 
Higher Rhine water levels are allowing suppliers to accelerate diesel barge shipments to Germany 
Rhine water levels have risen sharply since 19 November 2015 at a key measuring point in 
Germany, according to Argus Global Markets. As Petroleum Review went to press oil bares could 
load to capacity from storage tanks and refineries in the Rotterdam region for the first time since 
early July. Diesel price in Germany also returned much of their inflated premium to Rotterdam as 
suppliers scrambled to fix barges for the inland markets. 
 
The opening of the Rhine to increased barge traffic triggered a surge of Rotterdam spot market 
deals. A total of 105,500 tonnes of diesel barges changed hands in the key afternoon sessions on 24 
25 November, compared with just 69,150 tonnes during the whole of the preceding week. But there 
is no indication yet that the flurry of recent trades is helping to draw down inventories in 
Rotterdam. Gasoil held in independent storage in the region rose by nearly 100,000 tonnes between 
12 - 26 November, and stocks are now just under 3.6mn tones. 
 



The return of regional refineries from maintenance and the continued influx of cargoes from the 
FSU and US are likely to be offsetting the drawdown from barge shipments. Gasoil export from the 
Baltic Sea rose by 40,000 b/d to 480,000 b/d in October 2015. Meanwhile, up to 450,000 b/d of 
diesel left the US Gulf coast for Europe, information from shipping fixtures and market sources 
suggested. Diesel margins have weakened by $2.50/b in north – east Europe since mid – November, 
reflecting surpluses around Rotterdam. 
 
Extremely low Rhine water levels contributed to build – up of products around Rotterdam in 
October, particularly middle distillates. Gasoil in independent storage tanks in the region rose to a 
record of more than 3.75mn tones early in the month. As a result, suppliers had to hold jet fuel and 
diesel in floating storage in north – west Europe as alternative means of moving product inland – 
including pipelines, railcars and even road – tankers – were pushed to capacity. 
 
Canadian company targets Irish fuel retail 
Canadian company Alimentation Couche – Tard is to acquire Topaz Energy Group, Ireland’s largest 
convenience and fuel retailer, together with linked companies Resource Property Investment Fund 
and the recently – acquired Esso Ireland (collectively referred to as Topaz). The transaction is 
expected to close in spring 2016, subject to the usual regulatory approvals and closing condition. 
 
Couche – Tard is one to the world’s leading convenience and fuel retail businesses. The company 
has approximately 15,000 sites across its network in North America (US and Canada), Europe 
(Norway, Sweden, Denmark, Poland, the Baltics and Russia), Asia and the Middle East. 
Approximately 100,000 people are employed in its network across the world. 
 
Topaz is Ireland’s convenience store and fuel retail business. Its network includes 464 service 
stations, 162 of which are company owned, and a commercial fuels operation with over 30 depots. 
The business employs over 2,000 people across Ireland. 
 
Emmet O’Neill, Chief Executive of Topaz, described the transaction as a ‘game changer’ for the retail 
sector in Ireland. He said: ‘Couche – Tard is one of the strongest names in retail in the world and 
their presence in Ireland will transform the retail sector here. I am thrilled that they have chosen 
Topaz as the foundation for their entry to the Irish market. They will bring enormous skill, energy 
and resources to this business and this market.’ 
 
Gas innovation research centre 
BG Group has co – founded the Gas Innovation Research Centre in Brazil to increase natural gas in 
the region’s future energy mix and to demonstrate the role of natural gas in helping to mitigate 
greenhouse gas emissions. 
 
Co – founded with the Sao Paulo Research Foundation (FAPESP), the centre is understood to be the 
first institute of its kind dedicated to researching gas utilization in the Latin America and the 
Caribbean region. 
 
The centre is base at the Polytechnic School at the University of Sao Paulo. FAPESP will invest 
R$27mn and BG Brazil will put R$30mn into the project. The university of Sao Paulo will provide 
institutional and administrative support to the centre’s researchers. 
 
Research at the centre will focus on engineering, physical chemistry, and energy policy and 
economics of natural gas as part of the wider energy system. Researchers will conduct work on low 
– carbon energy generation, increasing the use of natural as maritime fuel, minimizing fugitive 



emissions of methane, advance combustion of natural gas, use in fuel cells, conversion into raw 
materials the chemicals industry, and the development of a natural gas supply chain for remote 
areas. 
 
‘We look forward to seeing this centre contributing to the development of new technologies to 
increase gas utilization and improve energy efficiency. Natural gas is the leanest – burning of the 
hydrocarbon fuels and we believe that it can play an important role in the Brazilian energy system,’ 
comments Adam Hillier, BG Group’s Chief Technology Officer. 
 
The centre’s research will be conducted in partnership with researchers at the University of Sao 
Paulo’s Polytechnic Scholl, Energy and Environment Institute, the Sao Carlos Institute of Chemistry, 
and the Faculty of Law, along with Sao Paulo Nuclear Energy Research Institute (IPEN), and BG 
Brazil’s engineers. The centre will also work with the Sustainable Gas Institute, a research 
partnership between Imperial College London and BG Group. 
 
New methanol projects to alter chemical shipping patterns 
New US and Middle East methanol production capacity being added over the next two years will 
have serious implications for chemical shipping trade flow patterns, according to the latest edition 
of the chemical forecaster, published by global shipping consultancy Drewry. 
 
Methanol is one of the top five seaborne chemical commodities, accounting for 35% of the world 
trade in 2014. Despite being the largest producer, by both capacity and output, China remains a net 
importer and will continue to drive demand for methanol exports out of North America and the 
Middle East. 
 
The build – up of petrochemical capacity in the first wave of US projects, estimated at about 12mn 
t/y, presents a long – term competitive  challenge for Europe and the Middle East’s petrochemical 
industry. Prior to 2015, the US imported approximately 5mn tones of methanol per year, mainly 
from Trinidad and Tobago and Venezuela. Given these new capacity additions the US will become a 
net exporter of methanol in 2016. 
 
In the Middles East, Iran is the only country to have new projects and expansions in the pipeline. If 
sanctions are lifted in 2016, Iran will increase its methanol production by 20mn tones between 
2020 and 2025, with most of the incremental flows moving to Asian market. The Middle East has 
absolute advantage in methanol production, but no new capacity will be added until Iran’s new 
projects start up. 
 
‘The large volume of methanol supply will find new markets across the globe over the next five 
years. The addition of America’s new production capacity has weighed heavily on methanol prices, 
leading to a significant fall in both spot and contract prices in 2015,’ says Drewry’s Lead Analyst for 
Chemical Shipping Hu Qing. 
 
By 2020, North and South America will export more than 9mn tones of methanol to north – east 
Asia, mainly china. Once North America starts exporting methanol to Asia, tankers with specialized 
coatings such as zinc or marineline, interline and stainless steel will benefit. On the transpacific 
trade lane, medium – range vessels with zinc – coatings are competitive as the ship price and freight 
rates are lower, but with less flexibility compared to large stainless steel tankers. 
 
‘The average size of a methanol ship is expected to increase considering the long – haul distance 
between the major sources of supply and demand. Shipping cost will remain an integral part of the 



overall product price. The Middle East and US will by key sources of supply for the product, with 
China and India being the ultimate destinations,’ concluded Qing. 
 
What next for European refiners? 
The past year 2015 has been a good year for European refineries, writes Amrik, Sembi, Head of 
Liquid and Bulk Commodities at Openlink. Sustained low oil prices have meant much healthier 
margins than 2014 and they’ve been making hay while the sun shines – buying crude cheap and 
storing product for when the weather turns. 
 
So, you can see why refiners might welcome OPEC’s decision in early December not to cut 
production – at least at first. It looks like their input costs for buying crude are going to stay low for 
a while longer. In fact, the markets instantly reacted with US crude dropping below $40/b. 
 
But maybe things aren’t as good as they seem. The problem is, the sun has been shining for a while, 
and the industry is running out of places to put the hay. Oil storage is at a record level and very 
soon we might find that all the tanks are full. With OPEC showing no sign of reducing output, 
determined to smoke out the US shale production, how long can companies keep producing? And 
what does this mean for European refineries? 
 
Over the past few months the industry has seen utilization of storage facilities across the world 
reach unprecedented levels – and a new trend, floating storage, has started to push up tanker 
prices. Traditionally, this has been a method used by those buying and trading crude oil, but we’re 
now also seeing refined product sat at anchor. Latest estimates suggest that well over a day’s worth 
of product is being held at sea, in a deliberate attempt to make use of tankers as storage, rather than 
transport. And with the International Energy Agency (IEA) estimating that there is only around 3bn 
barrels worth of storage available worldwide, this can’t continue indefinitely. 
 
Market participants are using storage to maximize profit, by sitting on product that they’ve bought 
cheaply during periods of excess supply in the hope that prices will soon start to rise. Moreover, the 
slow – down in the Chinese market – traditionally a big consumer of refined product means that 
there are record numbers of vessels tied up in storage in and around Chinese seas at the moment. 
This stalling of growth is echoed in other larger national economies, so we are seeing a global 
slowdown in demand for refined product. 
 
We are soon going to see a situation where refiners will have to reduce production in order to stop 
the flows, as we will soon reach a point where storage will either be unavailable, or only be 
available at a price that is uneconomic. Tankers prices are going up week by week, and onshore 
storage will soon be unable to take any more product. 
 
So what does this mean? Clearly something needs to give. The oil being pumped out of the ground 
has to go somewhere – and output is not set to be cut. Does this mean that the price will continue to 
slide to a point where it’s economic to use the product, or will people continue to weigh up the 
benefits of leaving it sat at sea on increasingly expensive tankers, in the hope of higher prices in 
coming months? Whatever happens, the next six months will be incredibly interesting – and may 
have a long and lasting impact on the oil and refined products market. 
 
Opposition growing to Nord Stream expansion 
Opposition is growing within eastern and central Europe to the plan to expand the Nord Stream 
pipeline from Russia to Germany, reports Keith Nuthall. Gazprom, E.ON, BASF/Wintershall, OMV, 



ENGIE and Royal Dutch Shell have formed a consortium that would double the capacity of the 
current Nord Stream 1 and 2 line to an additional 55bn cm / y of gas. 
 
Poland has joined Slovakia in vocal opposition to the move, with Poland’s new Conservative 
Minister for Europe Konrad Szymanski arguing the plan goes ‘far beyond matter of energy, because 
in our region of Europe, the gas trade has strategic consequences’. These concerns, notably over 
strengthening Russia’s hand in supplying gas to Europe has also sparked the drafting of a letter by 
eastern and central European Council heads of government meeting. It calls for the subject to be the 
focus of ‘inclusive debate’ at the summit, which could spark political and regulatory obstacles to its 
roll – out, if there is comprehensive concern about its impact. Written on 26 November, the letter 
was sent for signature to Bulgaria, the Czech Republic, Estonia, Greece, Hungary, Latvia, Lithuania, 
Poland, Romania and Slovakia, although the Bulgarians and the Czechs said they were unlikely to 
sign. 
 
Faced with low oil prices and tight rig counts, oil and gas operators are restructuring and 
streamlining operations, with a focus on improving drilling efficiency significantly. Innovation is 
key with many new technology start – up companies targeting reduction of non – productive time 
(NPT) and other operational challenges. 
 
Colleen Kennedy, Lead Research Analyst at Lux latest developments and performance of some of 
the key start – up player intent on reducing drilling budgets in the low oil price environment, from 
robotic drilling to new well data transmission systems and oilfield magnetic. 
 
Reducing drilling days is a priority, says Kennedy. ‘Operators are trying to cut drilling days from 12 
to five both onshore and offshore. The industry in focused on increasing automation on the rig floor, 
using robotics and other technology to replace some human chores’. Companies are also seeking to 
improve data transmission, optimize operational efficiency and completions, reduce waste and 
recycle. 
 
‘Reducing contingencies is key’, continues Kennedy. Contingencies are the cost in the drilling 
programme for any unexpected failure that causes NPT on site. Regardless of the target formation, 
every drilling budget has costs and technical challenges attached to the drill rig, drill string, fluid 
system, casing, cement and completions. Much of the oil and gas technology is very long established. 
Safety and efficiency are priorities and improved performance can have a significant impact on the 
bottom line. However, the industry is very risk averse, so ‘start – ups’ often have an uphill struggle 
convincing operators to try new technology. 
 
Lux Research has a strong take on new technology players in this sector, comparing ‘technical 
value’ with ‘business execution’ to identify start – ups with high potential against long shots. Of 
course, this is just a professional opinion and things change.  
 
Kennedy points out: ‘One of the largest costs associated with drilling wells is the cost of the rig, 
which can range from hundreds of thousands of dollars to millions, depending on the formation 
being targeted. With daily rates so high, any failures on site that cause drilling delays can cost 
operators millions of dollars. Operators try to account for the cost of NPT in well budgets as 
“contingencies”. This cost usually represents 10-15% of the budget for any given well, but can be up 
to 30% of the budget in some cases, such as deep offshore drilling’. Today, the new low price and 
cost conscious environment is driving innovation for reducing the NPT during drilling operations. 
 



Typically drilling projects are divided between ‘tangible’ costs and ‘intangibles’. Tangible drilling 
programme costs include the casing, cement and completions that remain after the well is 
completed. Intangible costs include the drilling rig, drillstring and fluid system, which do not 
remain on site once the well is completed. 
 
Since oil prices collapsed in mid 2014 the reaction from the international oil and industry has been 
uneven, with an initial hesitancy followed by cuts in more easily sacrificed areas, like exploration. 
The evidence on projects being cancelled or postponed is not clear – cut – some were already in 
doubt before prices collapsed, such as Chevron’s Rosebank project west of the UK Shetland Islands. 
Meanwhile, in east Africa, low oil prices are an additional strain as companies struggle with political 
and infrastructure issues associated with Greenfield projects. Iran hopes for a renaissance in its oil 
industry if sanctions are lifted as expected in early 2016, but investors have still to get comfortable 
with what is on offer. There have also been conflicting signals on much – anticipated mergers and 
acquisitions. 
 
Some more dire prognoses, on the future of North Sea oil for example, have not quite materialized, 
as governments have grown more accommodating in areas such as taxation. As tony Hayward, Chief 
Executive of Genel Energy and a former head of BP, said in October 2015, the upside of a price 
collapse may be that it ‘resets government expectations and demands and creates the opportunity 
for a more collaborative approach between government and industry’. 
 
US shale oil production has been retreating under the pressure of low prices. Having achieved a 
record high of over 4.5mn b/d in 2Q2015, the US Energy Information Administration (EIA) now 
expects shale oil output to keep declining into 3Q2016 falling by 800,000 – 900,000 b/d. 
 
The contraction in shale has been portrayed as a prime goal of the world’s swing oil producer, Saudi 
Arabia, in its policy of maintaining high production, rather than pulling back to support prices and 
accommodate increased output from other countries in the OPEC producers’ group – mainly Iraq 
and potentially Iran. Saudi production also rose for much of 2015, as it did the previous year, 
averaging nearly 10.3mn b/d in 3Q2015, up 600,000 b/d from a year earlier. Iraq watchers expect 
that country’s future production growth to be constrained by infrastructure and security issues. BP 
has said the Iraqi government is having trouble paying for work at its Rumaila field. But Iraq should 
not be underestimated Iraqi production was up by a third in 3Q2015 from year earlier, at 4.2mn 
b/d, helped by rising volumes from the Kurdistan region. 
 
Even as Saudi Arabia started to feel the negative consequences of low oil prices, it showed little sign 
of relenting ahead of OPEC’s half yearly regular meeting in December 2015. OPEC Secretary General 
Abdalla el – Badri said on 10 November 2015 that OPEC would not countenance less than a 40% 
share of world production. 
 
Meanwhile, Saudi Arabia’s Vice Minister of Petroleum and Mineral Resources, Adhulaziz bin Salman 
al – Saud, commented recently on the likely impact of low prices on upstream investment, making 
no differentiation between shale and other non – OPEC production. ‘Previous cycles have shown 
that the impact of low oil prices is long lasting, and that the scars from a sustained period of low oil 
prices can’t be easily erased,’ he said. ‘Beyond 2016 the fall in non – OPEC supply is likely to 
accelerate as the cancellation and postponement of projects will start feeding into future supplies 
and the impact of previous record investments on oil output starts to fade’. 
 
Many in the industry doubt the shale story has played out, however, noting the capability shown by 
US shale drillers in adapting and increasing their efficiency. With oil prices showing little sign of 



recovering, the global oil industry has been pervaded by anxiety as well as the glimmers of 
optimism to which Hayward alluded. 
 
The risks relate to the short as well as the long term. Strikes by oil workers in Brazil that began in 
October 2015, stemming from corruption and cost – cutting, underline the potential for disruption 
in times of stress. The Paris – based International Energy Agency (IEA) expects oil production from 
non OPEC countries to fall by 500,000 b/din 2016, partly as companies reduce infill drilling, needed 
to maintain output at already producing fields. 
 
More generally the industry is seeing mass job losses and a withdrawal from exploration in all parts 
of the Arctic, exacerbated in Russia by international sanctions that hinder such activity. 
 
An oft – voiced fear is that under investment will lead to more oil price volatility further down the 
road. While the US looks secure in its oil supply, the rest of the world still needs big projects, as the 
US EIA’s Deputy Administrator Howard Gruenspecht said in November 2015. ‘It’s mistake to think 
that everything hinges on shale,’ he said, noting that US tight oil production of around 4mn b/d 
represented a fraction of world demand. ‘The current change in investment in not affecting 
production in conventional right now. But it will affect production in conventional, and at the same 
time you have global demand that’s growing 1.3mb to 1.4mn b/d (annually). 
 
The major oil companies insist they are focused on long – term value, arguing that spending cuts 
will be mitigated by supply chain companies, cutting their prices, in turn helped by a strong dollar 
which restrains wage bills, and low prices for raw materials like steel and copper. Former BP Chief 
Economist Christof Ruhl, now Global Head of Research at the Abu Dhabi Investment Authority, 
summed up this view in October 2015: ‘In the oil industry cost follows prices, always,’ he said. ‘It’s a 
causal relationship and it’s something which is straight – forward. What we are seeing right now is 
a very rapid decline in prices, and costs just about to catch up.’ 
 
Low price environment looks set to continue 
The downturn in oil prices since late 2014 dramatically shifted oil product market dynamics in 
2015, with the scale of gasoline demand growth taking many by surprise. Weaker retail prices 
spurred demand growth, especially for gasoline, while slowing economic growth weighed on diesel 
demand just as large amounts of new diesel production were coming onstream. Gasoline demand is 
expected to remain firm in 2016, but companies are eyeing building global middle distillates warily, 
expecting high stocks and slower demand to undermine refining margins. The refining boom from 
strong gasoline demand and persistently weak crude feedstock prices should provide short – term 
support for the industry, particularly propping up European refiners that have benefitted from the 
unexpected boost this year. 
 
While plentiful US Shale oil – rich in low – octane light naphtha content – has made the US almost 
self – sufficient in its gasoline requirements, unexpectedly firm demand left the country short of 
high – octane blending components during the peak summer driving  season in 2015. US gasoline 
consumption will average 9.1mn b/d for the full year in 2015 according to the US EIA, up by 2.1% 
on 2014 levels. The demand spike in 2015 falls just short of 2007’s highs of 9.3mn b/d, as increased 
vehicle fuel efficiency east into consumption. Improving fuel economy makes it unlikely the US will 
hit that mark again, the EIA said in its November 2015 Short Term energy outlook. The EIA 
forecasts broadly flat gasoline demand growth in 2016, with some limited growth in middle 
distillate demand. US refiners have announced 300,000 b/d of capacity expansions for 2016, mostly 
in the second half, so throughputs are likely to rise. 
 



With increased US refining capacity and the benefit of the lessons learnt from 2015, the market in 
unlikely to see similar gasoline margin spikes repeated in 2016. Trading firms, blenders and 
refiners will be better prepared to meet the higher demand, and the series of refinery problems 
taking units out of action in the US that accentuated the shortfall is unlikely to be repeated. Another 
summer of high US gasoline demand combined with lower domestic crude production could 
productions could provide and outlet for light sweet West African crudes in the year ahead. 
Gasoline demand is also growing strongly in India and China. Chinese gasoline apparent demand – 
production minus net exports – was up by 13% in 2015, bolstered by lower prices. But wages 
growth in the country, which appears to play a larger role than retail pricing in gasoline demand, is 
stalling, rising by around 8% in 2015 compared with 12% in 2012. 
 
Gasoline demand is coming to the fore just as global refining gears itself towards increased diesel 
output. The abundance of medium and heavy sour crude grades as Middle East Gulf and Russian 
producers battle for market share is turning the global refining slate heavier and sourer, especially 
in the Atlantic Basin, increasing middle distillates output and curtailing production of lighter 
products such as naphtha and gasoline. The trend is expected to continue into 2016, especially 
when Iran returns to the international market as and when sanctions are lifted. 
 
The increase in gasoline demand and lower crude prices could support margins for refiners in the 
medium term. But increased competition from large, export oriented plants in the Middle East and 
elsewhere will become a problem for European refiners again by 2018, according to Swiss bank 
UBS. Operational and energy costs in the Middle East Gulf are far more favourable than in Europe. 
 
Diesel demand in Europe a net importer has also risen sharply. Demand in the top five European 
consuming nations rose by 3.5% year on year in the period January – August to 3.6mn b/d. 
European middle distillates output in October 2015 – the latest month for which data is available – 
stood at 5.8mn b/d 275,000 b/d higher than a year before. 
 
The simmering debate about whether European domestic consumers should consider shifting away 
from diesel aspirated cars to gasoline ones acquired fresh focus from the Volkswagen emissions 
scandal. The German manufacturer, which owns a quarter of the European car market, was caught 
red handed cheating on emission tests for its diesel cars. Consumer groups had already been 
advocating a switch to gasoline – driven cars for domestic users, and the scandal will accelerate the 
process. This could cut diesel demand in Europe in the medium term, and aid European refiners 
that are long gasoline and short diesel. 
 
High run rates and persistent imports from Russia, the US, the Middle East and India are now 
outpacing demand. New refining capacity at Jubail and Yanbu in Saudi Arabia and Ruwais in the 
UAE totaling over 1.2mn b/d has come onstream since 2013. These plants are large diesel 
producers, with much of their output geared towards exports. And much of the refinery upgrade 
work in Europe in recent years has been focused on hydrocracking units to boost diesel output, to 
meet the structural regional short fall in production. On top of this, high output from US refineries 
and increased diesel production from Russia is flooding the Atlantic Basin diesel market, 
dramatically increasing diesel and jet fuel stocks in the Atlantic Basin.  
 
Particularly low water levels on the Rhine have further added to the Amsterdam, Rotterdam and 
Antwerp (ARP) middle distillate stock build, limiting product movement inland. Storage has 
become particularly tight for jet fuel, backing product out into effective storage as tankers await 
available tank space to discharge. Pipeline space is at capacity, as companies seek alternative routes 
to ship product inland, and suppliers diverted railcars to the Rhine route. Barge freight rates up to 



six times higher than usual and tight supplies pushed German inland diesel prices south of Kaub to 
large premiums to ARA and seaborne import destinations such as Hamburg. 
 
Market participants say it may take several months for the German downstream fuel and eating oil 
market to return to normal. The Rhine looked set to reach normal levels again in early December, 
helping to ease to coastal supply glut, but it will take well into 2016 for depots to be replenished. A 
mild start to the 2015 – 2016 winter, as Petroleum Review went to press, will help mitigate tight 
supply of heating oil, and fundamentals elsewhere appear weak, with long – rang weather forecasts 
pointing to above average temperatures in the US north – east where stocks remain high. 
 
Around 240,000 b/d global marine fuels demand shifted from low sulphur fuel oil to meddle 
distillates from the start of the year, according to IEA estimates, as tighter sulphur emissions limits 
in Emission Control Areas in northern Europe and North America Came into effect. Refinery 
upgrades and the heavier crude slate mean residual fuel oil is becoming denser and more viscous. 
Increasingly, global shipping firms are opting to burn this cheaper product in modern containers 
ships and tankers with more sophisticated engines. The next deadline on the horizon is the 2020 
global marine fuels sulphur emissions cap of 0.5% subject to a review of fuel availability by the 
International Maritime Organisation (IMO). The study will be presented to the IMO in October 
2016, with a decision expected in 2017. 
 
Russian refinery upgrades have added to 10 ppm sulphur diesel supplies in the Atlantic Basin. Most 
major upgrades have been completed, although several smaller plants continue to add 
hydrocracking and desulphurization capacity to meet European diesel pipeline infrastructure 
continues to expand. But further investment in refinery upgrading capacity has been put into 
question by the crude price collapse and weaker Russian economy. 
 
China’s middle distillates exports are increasing, pressuring Asia – Pacific prices and sending 
cargoes from the region. Chinese diesel net exports were over 220,000 b/d in October 2015, and 
275,000 b/d in September, significantly above the January – August average of 90,000 b/d. 
 
Refinery project delays in other regions are still providing opportunities for European refiners, 
with opportunities in West Africa and south – east Asia, where less onerous specifications make it 
easier to blend for sulphur and benzene content. Chronic operational problems at Nigerian 
refineries are unlikely to be resolved soon, providing a sink for surplus European gasoline 
production. 
 
European and US refiners see Latin America as another potential outlet. European refiners already 
ship gasoline to Mexico and some naphtha and gasoil to Brazil and Argentina. But Europe faces 
increasing competition from the US. US gasoline exports rose by 60,000 b/d in 1H2015, largely to 
Mexico. State – owned oil companies own 97% of the refining capacity in Latin America. Meanwhile, 
70% of the region’s capacity is concentrated in Brazil, Mexico and Venezuela. Lower crude prices 
have dramatically hurt the balance sheets of crude producing countries in the region, and budget 
restrictions mean that many refinery investment projects are on hold or have been delayed. 
Petrobras 115,000 b/d Abreu e Lima refinery in Brazil will cost around nine times its initial budget 
and has been delayed by over three years. 
 
Oil supplies are expected to remain high throughout 2016, with the global surplus forecast to run at 
2.3mn b/d in 2015, remaining high at 2.1mn b/d in 1Q2016 and falling to 0.9mn b/d for the full 
year in 2016. High crude stocks have kept prices low throughout 2015, and that trend looks set to 
continue barring a dramatic shift in global oil balances. The heavier, sourer global crude mix should 



add to the diesel surplus, unless demand – driven primarily by economic activity – picks up 
substantially. 
 
Consumers are adjusting to the ‘lower for longer’ price environment that has become the mantra of 
oil executives. But concerns over the strength of the demand response are starting to grow, and 
high stock levels will take months, if not longer, to run down. 
 


