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When it comes to oil production, the Persian Gulf Region — Bahrain, Iran, Iraq, Kuwait,
Oman, Qatar, Saudi Arabia, and United Arab Emirates (UAE) — is the most important single
geographical zone in the world. 50% of the world’s oil reserves are located here.! With 22%
of the world’s proven reserves Saudi Arabia is typically considered to be the most relevant
actor in global oil markets. But Iran and Iraq also account for significant reserves — circa 13%
and 12% respectively.? These two countries are particularly important at the moment given
that their current contribution to global markets is lower than their potential output due to
geopolitical cleavages. And whilst smaller independently, the other countries in the Gulf
produce roughly 14% of the world’s oil. In addition, the region’s oil has historically been
appreciated for being ‘sweeter’ than the alternatives and thereby easier to refine. Moreover,
the region also accounts for some of the countries with the lowest costs of production, with
Saudi Arabia and Iran reported to produce at less than $10 per barrel.® Altogether, these
countries have aided low oil prices in the past two years by not cutting production. Whilst
this is not the only reason why oil prices are currently low, it does have the declared objective
of making it harder for producers elsewhere to compete. The hope in the region is that forcing
other producers out will, on the long term, solidify their market share.

Much despite the fact that their influence is felt throughout the world, all of these
countries face serious challenges as a result of the same oil prices being pursued. Firstly,
producers in the region have been forced to delay future oil projects worth billions of dollars.*

This highlights the risk of future infrastructure challenges. Secondly, and most importantly,
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low prices significantly challenge the region’s developmental agenda. This is mainly because
the direct contribution that oil revenues have for the GDP of the countries in the region is
substantial — circa 45% for Saudi Arabia for example.’> As such, once we take in
consideration all public finances, no country in the region is currently producing above break-
even prices.® In consequence, the world wonders if the region will be able to withstand low
oil prices for much longer without triggering global instability, a topic that has divided
experts.” This concern is shared by the Gulf countries themselves. Some have even
announced significant economic reforms that go as far as taxation — an unprecedented step in

the region.®

There are also striking contradictions with regard to the region’s long term planning.
For example, UAE is home to the world’s most ambitious renewable energy project — Masdar
City — but also intends to boost oil production by around 30%. Whilst both objectives may
seem reasonable by separate, it is not entirely clear whether ambitious plans of that kind can
be undertaken with the current low oil prices. Saudi Arabia, on the other hand, continues to
have an ambitious agenda aimed at diversifying its economy and enhancing its global
presence, agenda that may also be hindered by the lack of funds to invest in such
diversification.? Let’s not forget that a major crisis is currently unfolding in Iraq and that Iran
is currently in the process of re-entering the markets, possibly affecting the market in
uncertain ways. This is an effect that already underway. For example, whilst the extent to
which supply could rose in these two countries on the short to medium term is uncertain, Iran

already reached pre-sanction levels of supply this last April.*°

It is in this highly uncertain context that we will approach the challenge of examining
The Gulf Region and the Future of Oil in our third 2016 EUCERS/ISD/KAS Energy Talk. Do
come and join us in the discussion led by regional experts to continue learning about the

complex future that we face with regard to energy and security!
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