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Letter From The Editor

  Our independent, specialised monthly newsletter 
Energy International Risk Assessment (EIRA) will 
soon be celebrating its third year of circulation. We are 
proud of being able to offer you objective, in-depth 
analyses and assessments about the geopolitics of 
energy, mostly focusing on South East Europe, East 
Mediterranean and MENA energy developments. 

   As you probably already aware of EIRA is being 
mailed monthly to more than 40.000 energy specialists 
internationally in cooperation with the Hellenic 
Association for Energy Economics (HAEE), the newly 
established Greek branch of the International 
Association for Energy Economics (IAEE) in Athens. 

   EIRA is now proud to announce to its readers that it 
has begun cooperating with the London based 
Research Centre for Energy Management (RCEM) of 
the ESCP Europe, with campuses in Paris, Berlin, 
Madrid, Torino and London and our analyses can also 
be found on its website, www.rcem.eu. 
         
    We hope to continue our mission of a higher level 
of efficiency in our assessments and we always count 
on your feedback in achieving this. For additional 
information you can always visit eiranews.com.  

Yours Sincerely,  

George Hatziioannou 
Editor 
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EU Pins Hope On Southern Gas 
Corridor 

If  no impediments arise on the way of  Caspian 
natural gas, it will start flowing from 2018 
onward from the Shah Deniz Stage 2 field, that is 
expected to surge the overall Azeri output by 16 
billion cubic meters per year (bcma), with 10 
bcma earmarked for delivery to European 
customers with scheduled arrival in 2020. 

A formidable engineering coup, Shah Deniz 2 
project will send gas across 3,500 kilometres of  
trunk pipelines, making it sometimes climb to the 
heights of  over 2,500 metres, and sometimes 
plunge down to a depth of  over 800 metres 
below the sea.  

The Caspian gas field is the starting point of  the 
EU endorsed and supported Southern Gas 
Corridor. From the Caspian “watery plain” Azeri 
gas will be transported across Georgia to the 
border with Turkey where it will enter the Trans-
Anatolian Natural Gas Pipeline (TANAP), which 
runs from the village of  Türkgözü in the Posof  
district of  Ardahan province to Ipsala district of  
Edirne province along the Turkish-Greek border, 
having on its way covered some 19km below the 
Sea of  Marmara. 

Here, in Ipsala, Azeri gas will be poured into 
Trans-Adriatic Pipeline (TAP) to pass through 
Northern Greece, and then traverse Albania and 
along the offshore section, crossing the Adriatic 
Sea, head towards a l ink-up with gas 
transportation network in Southern Italy. 

Once completed, Southern Gas Corridor will 
diversify the sources of  energy imports and 
enhance European energy security.  

Recalling the landmark event in 2015, the 
launching ceremony for TANAP project (Trans-
Anatolian Natural Gas Pipeline), Azerbaijani 
President Ilham Aliyev attributed to the Southern 
Gas Corridor all the qualities of  a powerful 
driver of  expanded beneficial cooperation 
between Azerbaijan, Georgia, Turkey and 
possibly other countries. He delivered his speech 
at second Southern Gas Corridor Advisory 
Council Meeting in Baku, attended by EU and 
US dignitaries. 

The latter clearly defined the official stance of  
the European Commission and the US 
administration. Maroš Šefčovič, the European 
Commission’s vice-president for Energy Union, 
urged the contractors to speed up the 
construction works to finalize Southern Gas 
Corridor on time, irrespective of  the current 
volatility of  the energy market. What he meant 
was the following:  With the present depressed 
spot prices and also diminished prices in the 
long-term contracts with oil indexation, the rate 
of  return on investments (around $28 billion in 
capital investment to be injected into Shah Deniz 
Stage 2) will be altered. 

Ultimately, global oil prices, should they stay 
around $30 a barrel long enough, will indirectly 
affect the final sales’ price of  Azeri gas.  

However, for the moment, the oily factor has not 
deterred the Shah Deniz Stage 2 consortium, 
and works are going on unperturbed.  

The other negative occurrence will not delay the 
process as well, said Maroš Šefčovič in reference 
to public protests in the Southern province of  
Puglia where people are wary the pipeline might 
do harm to environment, damage tourism 
industry, and spoil the landscape. Mr. Šefčovič 
assured that Brussels is talking to Rome on this 
matter, and Italian central authorities are trying 
to convince locals that their interests would not 
be victimized. 

Addressing the same audience in Baku, Special 
Envoy and Coordinator for International Energy 
Affairs of  the US State Department Amos 
Hochstein praised the participants of  the grand 
project and emphasized that Southern Gas 
Corridor project will serve as the best model of  
diversification contrary to political projects that 
have questionable economic value.  

Mr. Hochstein was definitely referring to the 
defunct South Stream, frozen Turkish Stream, 
and announced Nord Stream 2. These projects 
were/are (in the case of  Nord Stream Stage 2) 
pushed forward by a consortium of  European 
energy majors with Russia’s Gazprom as the 
lynchpin of  the team since it was Russian 
pipeline gas that was supposed to fill in the pipes. 
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The US government is resolutely opposed to 
Europe deepening even further its current 
dependence on Russian gas, and welcomes 
diversification of  sources of  gas rather than 
diversification of  supply routes. 

In this respect, the European Commission is keen 
to engage with the authoritative regime in 
Turkmenistan to contract its vast reserves of  
natural gas. In Baku Mr. Šefčovič revealed that 
negotiations with the leadership in Ashgabat are 
progressing quite well, and the EU pins hopes on 
having a 300-kilometer gas pipeline laid on the 
Caspian seabed from Turkmenistan to 
Azerbaijan, where Turkmen gas would be 
injected into the Southern Gas Corridor pipeline 
system. 
  
“We started the so-called Ashgabat declaration 
process last year, where we set up the working 
group which is looking for all the possible 
options, legal and economical issues linked with 
this question,” Mr. Šefčovič was quoted. He did 
not elaborate what progress has been made on 
the key legal issue: the status of  the Caspian Sea 
which is the bone of  contention among the five 
littoral states, Kazakhstan, Turkmenistan, Iran, 
Azerbaijan, and Russia. 

Moreover, despite the evident benefits of  mixing 
Turkmen and Azeri gas in the gas transportation 
network leading westward, there has been little 
attention given to two obstacles. First, Turkmen 
gas has been de facto “privatized” by China that 
has invested a lot of  money into building an 
eastward bound pipeline, and has provided hefty 
loans to the local political elite with no strings 
attached. 

Second, would Azerbaijan welcome competition 
from Turkmen gas? It is by far cheaper and has 
better chances of  finding customers in Europe. 
Should this happen it would put pressure on the 
Azeris at the negotiating table and eventually 
lower their revenues. 

Finally, the relationship between Baku and 
Brussels is not unclouded, as it might seem. Prior 
to attending the said function in Baku, Federica 
Mogherini, the EU’s high representative for 
foreign affairs and security policy, gave an 

exclusive interview with Azerbaijan's pro-
opposition Turan news agency. She made no 
bones about raising the issue of  human rights, 
meaning human rights abuses by the authorities, 
with her hosts. Ms. Mogherini made it clear she 
intended to discuss the matter also with “civil 
society figures” which invariably means 
opposition leaders. 

Remarkably, in his speech at the Southern Gas 
Corridor Advisory Council Meeting President 
Aliyev accentuated that energy cooperation 
should be “free of  any political format.” In 
comes in the wake of  last years’ indignation by 
the authorities in Baku that the politicians and 
top officials of  the European Union are 
preaching them proper manners and proper 
thinking. At one time, President Aliyev even 
rebuffed criticism by saying that Azeri people do 
not need Western values; they have got their 
own. 

In any case, neither Azerbaijan, nor the EU has a 
ready-made alternative to natural gas from the 
Caspian floating platforms. Both sides are left 
with no other option but to seek common ground 
and jointly tap on the hydrocarbon riches under 
the seabed. 

Poseidon Pipeline - The Ghost Is 
Back 

The surprise for the European gas market came 
from an unexpected quarter.  

On February 24, in Rome, heads of  Gazprom 
(Russia), Edison (Italy) and DEPA (Greece) 
Alexey Miller, Marc Benayoun and Theodoros 
K i t s a k o s , s i g n e d a M e m o r a n d u m o f  
Understanding (MOU) on natural gas deliveries 
across the Black Sea from Russia via third 
countries to Greece and from Greece further on 
to Italy. The political blessing came from the 
powerful Italian Minister of  Economic 
Development, Federica Guidi, and the Greek 
Foreign Ministry's Secretary General for 
International Economic Relations, Giorgos 
Tsipras.  

The parties declared their commitment “to take 
advantage of  the work done by Edison and 
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DEPA within the ITGI Poseidon project to the 
fullest extent possible”. However, a MOU, by 
definition, is not a legally binding document.  

Basically, the three companies agreed to 
resuscitate the old project of  Poseidon pipeline, 
as a part of  the ITGI project, put on hold 
because of  no extra gas was available.  

The Poseidon was planned to kick=off  from the 
Western coast of  Greece and arrive near the 
Italian city of  Otranto, after crossing the Ionian 
Sea. The maximum capacity was planned to 
reach 8 bcm of  gas per year and the start of  
operations was previewed for 2015.  

These are some technical data: 
•	 Length off-shore: 207 km  
•	 Maximum depth: 1.370 m  
•	 Diameter of  the pipe: 80 cm   
•	 Estimated investment: €500 
million. 

What would be the final shape of  the renewed 
project is not known in full detail.   

The commercial interest of  all the participants 
are obvious. In Europe, gas experts and industry 
executives privately admit that Russian supplies 
remain a secure bet. Other suppliers of  gas to 
European customers are less reliable for the 
reason their gas reserves are gradually depleting 
(e.g. Norway, the Netherlands, UK, Algeria); 
other suppliers are not trustworthy due to their 
internal troubles (Libya), while some others have 
a limited gas export capacity (Azerbaijan, Egypt, 
Israel). Iran focuses on markets in the 
neighbourhood: Arab countries, Turkey, Pakistan 
and especially India. Some LNG cargoes, 
including the already shipped US LNG, will, for 
sure, reach Europe, but it will be hard to compete 
with cheaper pipeline gas.  

In that context, Italy was worried by the 
perspective to start receiving Russian gas from 
Germany (the extension of  North Stream 
pipeline, the Nord Stream-2 is in the making), 
once Gazprom will stop the Ukrainian transit in 
2019. Italy made an assessment of  the available 
options in the changing energy security 
environment: Libyan and Algerian gas is 
supplying the Center and the South of  the 

country. Azeri gas (TAP pipeline) and now 
Russian gas (Poseidon pipeline) will guarantee the 
security of  supply in that part of  Italy.  

It should be noted that Edison is owned by the 
French company Electricité de France (EDF), 
which kept a high profile at the time of  the South 
Stream project.  

Greece also is interested to maintain a secure gas 
source and to have additional revenues from 
transit fees.  

Finally, Russia obtains an additional entry point 
to an important market, Italy being the third 
biggest importer of  Russian gas, after Germany 
and Turkey. The Poseidon project is in 
compliance with the EU’s Third Energy Package 
and its promoters believe it would not encounter 
regulatory obstacles set up by Brussels. 

One additive important consideration is the 
modest cost of  the project, a competitive edge 
given the dramatically falling revenues of  energy 
companies.  

At the present stage the biggest challenge for 
Poseidon is geopolitical in nature. How will 
Russian gas reach Greece and proceed to Italy? 
Where it will cross the Black Sea?  

The question is not technical, and there is no 
answer.   

Theoretically, the Russian gas may cross the 
Black Sea following the itinerary of  the late 
South Stream, coming on-shore in Bulgaria, or 
the itinerary of  the frozen Turkish Stream, 
coming on-shore in Turkey. From Bulgaria and 
Turkey it’s easy to reach Greece.  

So far, the new route across the Black Sea has not 
been specified. It could mean that both 
possibilities are examined. If  Bulgaria is chosen, 
it means that the consortium has good grounds to 
believe the project will not stumble over the 
European Commission’s veto. There are 
unsubstantiated rumours that the Commission 
Vice-President for the Energy Union, Maroš 
Šefčovič, is tacitly favouring this option, having in 
mind the commercial interests of  his home 
country, Slovakia.  
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If  Turkey is chosen, it means that the President 
Recep Tayyip Erdoğan has been already “written 
off ” by his peers. In this case, the final deal could 
materialize later, when a change of  guard in 
Ankara happens.   

In fact, gas industry in Europe was taken by 
surprise by the revival of  Poseidon project. 
However, on a second thought, experts conceded 
that it really might be put on stream, the main 
Italian economic daily, Il Sole – 24 ore, 
emphasized.  

Who Is Winning And Who Is 
Losing In Syria? 

The civil war in Syria, complicated by 
interventions of  major regional and global 
players, became a turning point in the 
geopolitical narrative of  the whole Middle East.  

After the catastrophic failure of  two projects, the 
Big Middle East and the Arab Spring, a new 
stage of  the regional grand game unrolls. The 
originally assigned roles of  all the involved parties 
are now being upturned, the preconceived goals 
inverted, and the actual stakes (and costs) 
reconsidered.  

The game changer was the Russian air force 
intervention, launched on 30 September 2015, 
on the request of  President Bashar al-Assad, with 
the declared aim to fight terrorists. In the Syrian 
patchwork of  fighters’ groups (more than 7,000 
as a whole), with the tradition of  changing sides 
and alliances, it was not easy to find targets 
acceptable to each and every one. However, 
Moscow’s military intervention allowed Syrian 
government troops to avoid a total defeat (reports 
in the US media were forecasting the fall of  
Damascus to IS regularly from May to October 
2015) and to start a Reconquista of  the territory.   

The new realities on the ground translate into 
two factors to be taken into account.  

First of  all, the Western alliance accuses Moscow 
of  targeting mostly the moderate opposition in 
Syria to assist the advancement of  al-Assad’s 
troops. However, the US-led coalition fighting IS 
does not provide the Russians with information 

on the location of  the Syrian moderate 
opposition so as to prevent attacks on it. Some 
experts in regional affairs claim the “moderates” 
cannot back up their status with a significant 
military force to be reckoned with. Moreover, 
some opine that the bulwark of  the opposition 
fighters bent on toppling Bashar al-Assad are in 
fact the more or less radical Islamists, sponsored 
either by Turkey or/and the Sunnite Arab 
monarchies. There is a fair chance that the cease-
fire agreement, worked out by the US and Russia 
and introduced on 27 February, would enable to 
determine the location of  the moderate Syrian 
opposition, since for the first time Washington 
and Moscow started to exchange data and draw 
lines and circles on the maps.  

The second factor is that Russian intervention 
has strengthened the regime of  Bashar al-Assad 
and his Shiite allies, Iran and Lebanese 
Hezbollah whose fighters joined the battle in 
Syria to prevent the collapse of  the regime. 
However, Iranians and their proxies might not be 
interested in a peaceful end of  the crisis. They 
might prefer to have al-Assad on the defensive, 
which is guaranteed by perpetual hostilities. In 
this respect, the partition of  the country could be 
an acceptable option for Teheran, because it 
would assure a Shiite territorial continuity up to 
Lebanon and the Mediterranean Sea, while 
keeping the remains of  Syria in a weak and 
dependent position.  

Another line of  thinking suggests that Tehran 
would be happy to keep their Sunnite foes, 
mos t l y Saud i Arab ia , i n the p re sen t 
uncomfortable position, under a strict scrutiny 
and pressure from the US, and in the status of  a 
military looser in Syria where Riyadh supports 
the jihadists.  

Another winner in the present regional balance 
of  power is the Kurds. On one hand, they are the 
only US-backed fighting force on the ground. On 
the other hand, they are, to a certain extent, 
coordinating their military operations with 
Damascus, meaning al-Assad whom the US 
loathes and hates. The Syrian government is 
supporting the idea of  a larger Kurdish 
autonomy within a unified country, and this what 
makes the two sides allies of  convenience.  
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The Kurdish militias (People's Protection Units, 
or YPG) are successfully capitalizing on the 
momentum: they extend control over the border 
with Turkey, cutting the flow of  weapons, 
ammunition, food, and new fighters to join the 
jihadists in Syria, and also preventing the 
smuggling of  hydrocarbons from the IS-seized oil 
wells back to Turkey. 

It should be noted that the Kurds as a sizable 
ethnic group are not politically united. Iraqi 
Kurds maintain good relations with Turkey, but 
are not on fraternal terms with their Syrian kin. 
Syrian Kurds are closer to Kurds in and from 
Turkey (proved by connections with the Kurdish 
Workers Party, or PKK), and the Turkish 
Government classifies them as terrorists. This is 
the motive for Turkish leadership to order 
artillery attacks on YPG’s trenches despite the 
fact that the Syrian Kurds are effectively cleaning 
up the territories occupied by the radical 
Islamists.  

Anyway, the Kurds are also winners in the 
ongoing conflict. However, they are apprehensive 
that once IS and other jihadists are defeated, 
their contribution would be forgotten and they 
once again would be left marginalized. 

Who are the losers in yet another “mother of  all 
battles”? The losers are, obviously, the Sunnite 
regional powers, the Gulf  monarchies with Saudi 
Arabia and Qatar at the top of  the list, and also, 
to a greater degree, Turkey.  

In 2011, bets were placed on a rapid fall of  al-
Assad and his regime; the forecasters believed he 
would not last longer than 6 months. So far, the 
war in Syria is entering its fifth year while the al 
Assad and his government in Damascus is still 
intact.  

Turkey and Saudi Arabia had divergent goals in 
mind when decided to render support to the anti-
Assad revolt. Ankara was pursuing a renewed 
New Ottoman agenda, dreaming to rebuild it’s 
dating back to imperial times large zone of  
influence in the region, based on the Sunnite 
version of  Islam. The ejection of  the Damascus 
regime, with whom Turkey has built earlier a 
very close relationship during the Zero Problems 
with Neighbours policy launched by the then 

Prime Minister Erdoğan, was viewed as the key 
to the final success. There were reports that the 
Turks were already considering taking over the 
second biggest Syrian city, Aleppo, and 
incorporating it into Turkey proper, as their war 
trophy.  

Today, Turkey has been pushed into a corner. 
President Erdoğan raised the stakes by shooting 
down a Russian bomber. At the same time, 
Ankara triggered off  a mass exodus of  Middle 
Eastern refugees to Europe. These moves were 
aimed to blackmail Europeans and to provoke a 
larger NATO-Russia standoff, but it failed. The 
US provided a minimal vocal support for its 
NATO ally, and later Washington raised its 
objection to a ground operation in Syria by 
Turkish armed forces.  

Now Turkey is in a fix. The original war 
objectives in Syria are beyond reach. Relations 
with Russia are ruined with substantial economic 
and political losses for Ankara. Western powers, 
and the US in the first place, do not support any 
direct Turkish military involvement in Syria. 
There is a standoff  with the US on the Kurdish 
issue. The Americans are supportive of  the 
Syrian Kurds who are fighting IS, while the 
Turks have recently restarted the war against 
radical Kurds, a term often loosely applied to 
innocent people, inside the country, and are 
attacking the US allies, the Kurds in Syria.  

It’s not clear what course the internal political 
evolution in Turkey would take, but something is 
already cooking under the cover. It’s enough to 
mention that the Turkish military were originally 
opposed to a ground operation in Syria. The 
economy is contracting. The aspirations of  
Turkey to become a major regional energy hub 
are fading. The coming tourist’s season might be 
a disaster spelling bankruptcy for many in this 
high revenue-earning sector etc. Even the Saudis 
are not in a hurry to assist Ankara in launching a 
military operation in Syria, limiting its stance to 
declarations and diplomatic gestures.  

What can the West do in such a quagmirish 
situation? Not much. It can no longer be 
assumed that al-Assad’s regime will fall soon. 
There are no serious allies on the ground, except 
for the Iraqi and Syrian Kurds, but the latter are 
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on good terms with Damascus and on bad terms 
with the NATO member state, Turkey.  

Moreover, two important events contributed to a 
change of  the mind in Europe:  The refugee 
crisis and the IS terror attacks on Paris in 
November 2015. Basically, Europeans are 
paralyzed and cannot count as an important 
actor in the Syrian conflict.  

Meanwhile, the US is hesitant. The Americans 
do not have ready-made answers to crucial 
questions. Do they want to confront Russia in 
Syria? If  yes, what might be the end goal? Does 
the US need a full-scale war in the region with 
major Sunnite powers picking up a fight with 
their Shiite foes? What could be the outcome of  
such a Third World War in its light regional 
version? What is more dangerous to the US 
strategic interests in the region: a brutal secular 
regime in Damascus or an expansion of  
unstoppable Islamic jihadism beyond the 
borders, which would have a strong impact on 
the Muslim population in Western countries? 
Would it not lead to a permanent red-hot 
terrorist alert and a pervasive sense of  fear of  
Western citizens? What would be left then of  the 
US leverage in the region?  

Apparently, Washington decision-makers decided 
that the US did not want direct military 
invo lvement in Syr ia wi th an unsure 
unpredictable outcome, since there is no 
capability to change the present course of  the 
war. In that context, the best option seems to be 
to look for a truce and a political settlement 
through negotiations. On this terrain the US can 
act as a strong player and obtain important 
concessions. The practicability of  such an 
approach would be appreciated in mid-term 
depending on the results of  the agreed ceasefire 
in Syria.  

Oil Prices - What’s On Producers 
Side 

Recent efforts to put a cap on oil production in 
an attempt to balance the market, has not 
affected the pricing trend. Energy ministers from 
Saudi Arabia and Russia, the two major oil 

producers, accompanied by colleagues from 
Qatar and Venezuela failed to reach an 
agreement to cut production, compromising only 
on introducing a limit, fixing the output at mid-
January level. With this diminishment of  the 
original intentions, the agreement had no 
immediate impact on prices: curves stayed almost 
unchanged. The market, psychologically eager 
for a price adjustment, was disappointed by the 
modesty of  the bargain.  

All eyes were on Iran, which enjoyed being 
sanctions-free and was looking to increase his oil 
production and sales, seeking cash-flow, 
investments, and modernization. Iran did not 
promise to limit its production to the agreed 
level, but said to support the move.  

However, the Russian-Saudi joint initiative 
should not be viewed in a short-term perspective. 
The impact of  an unexpected concordat could 
prove itself  later and apparently both countries 
have an understanding on the long-term 
consequences. The initial goal seems to be to 
send a clear message to the market that the two 
biggest producers perceive that something should 
be done, in the present dire state of  sales, on the 
producers’ side. Combined with other factors, the 
mutual concessions could set the stage for the 
future correction of  prices through the 
rebalancing of  supply and demand.  

The most important of  these factors is the 
underinvestment in the oil industry, counting 
from 2015 (-24%). For the current year, the 
forecast adds another -17% to the investment 
allocations. The International Energy Agency is 
worried that it’s the first time, since 1986, that 
the investments in the oil sector are lowering 
uninterruptedly for two consecutive years. It is an 
assured path to production slowdown, whatever 
political decisions could be adopted to prop up 
the industry.  

The tonality of  comments by the energy 
Ministers of  both Saudi Arabia and Russia are 
suggesting that they are playing the mid- and 
long term strategy, not expecting immediate 
results. 

Mr. Ali Ibrahim al-Naimi, Saudi Arabian 
Minister of  Petroleum and Mineral Resources, 
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said while in Huston that he was not willing to 
strike a deal with other producers on production 
cuts, because nobody would respect it. However, 
the freezing of  the present output levels is a step 
in the right direction in order to balance the 
market. In his opinion, with a price of  $100 a 
barrel producers of  unconventional oil, shale oil 
are inclined to invest heavily and flood the 
market.  

Mr. Alexander Novak suggested in an interview 
that $50 a barrel would perfectly satisfy 
producers and consumers. From his perspective, 
even if  Iran does not limit its production to the 
mid-January level, it will not have an impact on 
the global supply because producers responsible 
for 75% of  oil output are keen to support the 
Russian-Saudi agreement.  

The main problem in that supply and demand is 
not the only influencers shaping oil prices. 
Geopolitics is one more contributor to the 
h a n g i n g u n c e r t a i n t y. P l u s t h e t o t a l 
financialization of  the oil market (oil is no longer 
only a commodity, it is a financial instrument of  
choice), and this could be the most valuable 
element in the equation.  

Looking back at the evolution of  oil prices, up to 
mid-2004, they were fluctuating around $40 a 
barrel. In 2006, they went up to $60 and then 
peaked at $147 in July 2008. At the end of  the 
same 2008, they were down to $30, but in 2011 
they once again reached $110. From September 
2014 up to now, they dropped to the current level 
of  around $30.  

The high price volatility does not at all 
correspond to the real global oil supply and 
demand equation.  The global extra supply is 
barely 1/100 of  the consumption level, but the 
prices have lost almost ¾!  

Apart from a pure speculative aspect with big 
players betting on a low oil price, there are some 
objective factors pushing the prices down.  

The strategy of  Quantitative Easing (QE) was 
used by the US Federal Reserve to provide the 
economy with cheap money and to pull the 
economy out of  the crisis, which started in 2008. 

The US economy rebounded; however, growth 
was very modest compared with the enormous 
amount of  freshly printed paper money. The 
enlarged monetary mass didn’t affect production 
or consumption, it remained revolving mainly in 
the financial sector thus providing opportunity 
for those who know how to make money out of  
money. The FED cancelled QE in December 
2015 but the European Central Bank, the Bank 
of  Japan and some other regulators are going on 
with their own QE programs.  

These huge amounts of  money are not 
contributing to the economic recovery: the 
consumers’ and corporate demand for loans and 
credits is not there, especially with deflation 
expectation is some of  the free market zones. 
The “new” money remains in the financial 
turnover, including the oil market, and does not 
contribute to revitalizing production. As a 
consequence, the growth in the EU, Japan, etc. 
remains anemic; forecasts claim there would be 
another slowdown in US, and further on in 
China. It does not help oil prices to stabilize and 
contributes to the present uncertainty.  

Another important element is the high level of  
debt of  energy corporations. When oil prices 
were high they’ve accumulated enormous debts 
using loaned money for investment purposes. 
From 2006 to 2014, the indebtedness went up by 
13% a year on average, from $600 billion to 
$1,600 billion. Their obligations emission, in the 
same timeframe, was up by 15% y-o-y, from $455 
billion to $1,400 billion.  

The impact of  the low price trend is dramatic. 
The capitalization of  energy companies is down, 
as well as profits while risks of  insolvency soared. 
Oil industry lacks liquidity and keeps pumping to 
provide cash-flow, simultaneously contributing to 
overproduction and further sliding of  prices. 
Finally, deals with oil futures are multiplying, and 
it saturates the market with paper oil and pushes 
the price further downward, in full conformity 
with the rules of  commodity exchange 
speculative mechanism.  

There are no efficient solutions on offer to rectify 
the distortions in the financial and energy sectors. 
Until this challenge to global economy is properly 
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addressed, the current situation of  instability and 
unpredictability on the oil market, uncomfortable 
for producers and also for consumers, will persist. 

  
Peak Shale Oil - Nightmarish 
Lullaby For European Customers? 

Torn between two opposing scenarios, whether 
we are heading towards “peak oil” or “peak 
demand”, energy pundits assess with due caution 
reports coming out of  the American states which 
thrived for the last 5-8 years on drilling and 
selling shale oil.  

Recent investigative feature story in The New 
York Times on the diluting bonanza in North 
Dakota, where drilling for shale oil has almost 
come to a halt, is in no way encouraging. Yet, the 
state of  affairs in this state is far from being 
dismal: with an “enviable” 2.7 percent 
unemployment rate North Dakota is still 
delivering on early promises of  jobs although not 
offering highpaying work as before. 

With a depressed oil price market, rotating 
around $30 a barrel, prospecting and drilling has 
practically seized. Other businesses drawn by the 
lure of  easy money generated through servicing 
and catering to oil fields’ dwellers with, once 
again, “enviable” paying capacity, face a 
downturn trend, at least for the foreseeable 
future. 

During the shale oil boom, local communities 
were swarmed with newcomers, ready to chase 
the American dream and materialize it with 
petro-dollars. Consumption soared, and was one 
of  the major drivers of  economic growth. As 
Nancy Hodur, a research assistant professor at 
North Dakota State University, phrased it, 
“Those communities out there were drinking out 
of  a fire hose.”   

Today, the mood in these slowly shrinking 
communities is sombre. The appeal of  the oil-
based economy has partially faded. The 
Governor of  North Dakota Jack Dalrymple, 
according to The New York Times, has approved 
of  a four percent cut in expenditures and was 
forces to eject $497 million from a special fund 

earmarked for a “rainy day” to fill in a hole of  a 
$1 billion in the state’s budget. 

The shale oil “boomers” are in a dire situation 
too, pressed by lenders to pay back the money 
they had borrowed to stimulate growth, 
sometimes going all the way from a risky 
miniscule start-up to a recognizable listed 
producer. One of  the headlines in a national 
daily pins down the problem: “Stung by Low Oil 
Prices, Companies Face a Reckoning on Debts.”  

The showcase example of  the former darling of  
the energy industry in the US, Chesapeake 
Energy, a major natural gas and oil company, 
proves the rumours are not groundless. In early 
February it came to pass that Chesapeake has 
hired lawyers to assist in restructuring a $10 
billion in debt. The news produced a furore. One 
of  the headlines read: “Chesapeake Energy 
Plagued by Plunging Shares”, which was true. It 
left no other option for the bosses but to refute 
allegations that the company was on the brink of  
bankruptcy. 

This is a bit of  a problem. Should Europe and 
Greece in particular worry about American shale 
oil companies awaiting reckoning on their 
extended debts? There seems to be a good reason 
to worry. The forecast by analysts of  IHS, an 
energy research firm, asserts that if  low oil prices 
environment stays around long enough, as many 
as 150 oil and gas companies could file for 
bankruptcy.  

It is no secret that from the start of  shale boom in 
the United States, oil was trading well, thus 
compensating for the costs of  shale gas 
production. Shale gas was considered as a by-
product, and it did not much matter what was 
the price benchmark fixed at Henry Hub.  

Another powerful supportive factor for shale gas 
producers was the sophisticated system of  
hedging the risks, elaborated in the United 
States. By selling futures to the highest bidders, 
shale gas companies could stop caring about the 
tomorrow’s volatility of  the market. 
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Now, the expiry date has arrived. In the fourth 
quarter of  2015, according to IHS, some 28 
percent of  oil and gas production was hedged in 
this way. In 2016, the figure is down to 15 
percent. The verdict passed by The New York 
Times sounds troublesome: “Without the 
cushioning from hedges, oil prices soon will no 
longer cover the costs of  production.” The 
spreading doomsday sentiment was revealed by 
Danny Campbell, chairman of  the Permian 
Basin Petroleum Association: “Today our goal is 
to survive.”  

Nevertheless, the chances of  US shale industry’s 
survival are good enough. The upbeat prediction 
is shared by experts who authored the latest BP 
Energy Statistical Review. “US shale gas and 
tight oil is going to continue to grow due to 
fundamental demand in US economy.” However, 
these commodities will target predominantly the 
“internal market” while leaving a meagre share 
for exports. 

In the context of  the EU policy of  energy 
sources’ diversification, should Greece place its 
bets on the supplies of  the US LNG? Definitely, 
it is a welcome development which is enhancing 
the negotiating power of  Athens vis-a-vis its 
pipeline suppliers, namely Russia’ Gazprom. But 
one should make proper calculations. Greece is 
hardly in a position to overpay for imported gas. 

The journalists play up the showdown between 
American LNG and Russian pipeline gas, and 
they’ve got a point. Yet, for consumers in Greece 
and elsewhere in Europe it would make sense to 
weigh all the benefits and arguments, looking first 
at the price tag. 

According to James Henderson, Russian oil and 
gas specialist at the Oxford Institute for Energy 
Studies (OIES), the cost to Gazprom of  
delivering its gas to Germany is $3.5 per mmbtu, 
which exceeds an estimated $4.3 per mmbtu 
break-even for US LNG supplies. 

No less telling are the calculations made by well-
known gas analyst at Société Générale in Paris, 
Thierry Bros who commented on the arrival of  
American LNG to Europe. “Now the market is 
getting excited about it; but also the Russians 
have done their maths and they know they can 

win, if  it happens,” Mr. Bros claims. If  Gazprom 
decided to beat the price of  the US LNG, it can 
do it, says the French expert. It would cost the 
Russians $1.3bn in lost revenues, but this is less 
than 1% of  the company’s average annual sales. 

Europe may witness a price war this year 
launched on its energy market. The real issue is 
whether Europe, and Greece in particular, will 
end up being the winner in this war. If  we are 
reportedly going in the direction of  “peak shale 
oil/gas” in the United States, it is better to hedge 
the risk by playing safe. 

Iran. Generation Of  Change Will 
Focus On The Hip Pocket 

Election results, resembling an earthquake, with 
the moderates making a strong gain at the 
expense of  their arch-rivals, the hardliners, have 
shaken up Iran for the second time in its post-
Shah status of  an Islamic state. The astoundingly 
big win for reformers and independents marks a 
watershed in the on-going tug-of-war between 
the two wings of  the political class. Soft-speaking, 
smiling, spectacled, with a convincing image of  
an intellectual, Iranian President Hassan 
Rouhani has essentially secured a vote of  
confidence for his long-term pragmatic policies. 

In a landmark warning, coming just a couple of  
days after the vote, former President Akbar 
Hashemi Rafsanjani, classified in the West as 
“moderate” reform-minded politician, punched 
the air with a strong-worded message: “No one is 
able to resist against the will of  the majority of  
the people and whoever the people don't want 
has to step aside.” Will any hard-liner voluntarily 
“step aside” or back off ? 

It is hardly conceivable that the conservative 
clerics would give up the battlefield without 
mounting a fierce resistance. After all, the adepts 
of  the ideological orthodoxy did it in the past.  

Looking back, it is worth to be reminded that 
after the 1997 election President Mohammad 
Khatami pursued a flexible policy based on 
“positive engagement” approach to adversaries.
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Three years later, the voters propelled reformers 
to the parliament where they formed a majority 
demanding to soften the rigidity of  Islamic social 
regulations, as well as granting the citizens more 
political and civil rights (namely, freedom of  
expression entailing freedom of  the media), and 
on foreign track – improving relations with the 
West. 

The pendulum swung in the opposite direction 
prior to the 2004 elections because most of  the 
reform-leaning candidates were barred from 
taking part in it. After the presidency was won in 
2005 by three-fisted fighter Mahmoud 
Ahmadinejad, the reformers were legally 
ostracised, blacklisted, and banished from 
political process.  

The tables were overturned only in 2013 with the 
arrival of  Hassan Rouhani with the mandate to 
free the nation from the grips of  the crippling 
international sanctions’ regime. Today, President 
Rouhani has every reason to celebrate:  The 
people have spoken and they have spoken in 
favour of  breaking out of  isolation by using the 
force of  wise diplomacy and flexible negotiation 
tactics. 

For the moment, it is fair to conclude that the 
reformers have won the battle, but not yet the 
entire war. Irrespective of  the setbacks, which 
cannot be counted out, the outcome of  the 
parliamentary elections illustrates a drastic 
change of  mood of  the nation, ready to re-invent 
itself  but without betraying its inherent national 
identity. 

With the elections results paving the way for a 
smooth re-apportioning of  power within the 
divided political class, it also serves, coming as a 
surprise for quite many outside onlookers, as solid 
evidence that Iran is a rather mature democracy.  

So, what is the core reason of  the remarkable 
swing toward a reformist agenda? Essentially, it is 
worth examining two factors. 

First, just like many other nations in the region, 
Iranian society is predominantly young:  Almost 
two out of  three citizens are under 30. This type 
of  “angry young men”, clustered in big cities, 
who have reached the level of  civil and 
psychological maturity under the heavy yoke of  

international sanctions, and today are seeking 
jobs, lifts to go up the social ladder, improvement 
in the standard and quality of  living, could be 
termed Generation of  Change. They are the 
actual driver of  reforms, the pillar of  public 
support for President Rouhani and his team of  
like-minded post-crisis managers. 

Second, the reformists’ camp was emboldened by 
the exemplary compromise hammered out in the 
summer of  2015 by the 5+1 world powers and 
Iran, which, in simple terms, amounted to a 
bargain: Tehran abandons its ambitious nuclear 
program, suspected of  having at least a military 
component aimed at bui lding A-bomb 
production facilities, in exchange for the lifting of  
international economic and financial sanctions. It 
worked, if  viewed against the flurry of  business 
trips to Iran by European and Asian CEOs 
seeking lucrative deals, estimated to be worth 
billions of  euros and dollars.  

In anticipation of  the arrival en masse of  foreign 
businesses, offering investments, technology, 
know-how, expertise, all of  this to be converted 
into new local jobs, the rank-and-file Iranian 
voters, without taking sides in the confrontation 
between the rightist and the leftist groupings 
(there are no formal political parties in the 
country), simply endorsed those whom they 
associated with the opening up and ending 
isolation.  

It meant casting votes for those who promoted 
and implemented President Rouhani’s foreign 
policy of  engaging rather than disengaging the 
West. This balancing act has already started to 
pay off, and a significant share of  the 55 million 
eligible voters felt instinctively that Rouhani’s 
policy it is the best option. Eventually, so they 
thought, engagement with the West would help 
ordinary folk, using an old English expression, 
“bring the bacon home”.   

What now? The direct effect of  balance of  power 
tilting in favour of  Generation of  Change will be 
the enhanced support for the pragmatic foreign 
policy course with a clearly articulated demand to 
‘open up” and welcome closer cooperation with 
the outside world.  

Hopefully, the immediate consequence of  the 
reformists coming to forefront in the parliament 
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would be an accelerated process of  sweeping 
“change of  guard” in other government 
institutions. It would open career opportunities 
for the new breed of  Persians, open-minded, 
creative, and with an appetite for modernizing 
the state and the society. Nevertheless, this is pure 
theory, so far.  

The previous 290-seat parliament was dominated 
by the so-called principlists, or dyed-in-the-wool 
conservatives, who enjoyed a privileged position 
due a political system pegged on the clerical 
supremacy. This supremacy is still embodied in 
the omnipotent Guardian Council, which has the 
right to veto laws passed by parliament. For the 
record: this year Guardian Council has 
disqualified all but 200 of  the 3,000 reformist 
candidates who hoped to run. Yet, it did not 
prevent the Rouhani-type politicians to come on 
top. Besides, it has also created a pool of  
dedicated reformists to capitalize on if  there is a 
need to fill in vacancies. 

Generation of  Change will shape the political 
and economic agenda in order to meet their long-
deferred demands and wants. On the one hand, it 
would mean an upgrade in the status of  
economic interaction with international trade 
partners, especially those eager to buy Iranian 
crude and natural gas (to be supplemented with 
LNG, once the production facilities are put on 
stream).  

“Re-formatted” Iran opens new vistas for foreign 
investors and traders, making them feel more 
welcomed than ever on a market of  80 million 
clients. Local young urban professionals would be 
the most sought-after purchasers of  Western 
consumer goods, from trendy cars to hot-selling 
and just out of  the oven IT gadgets. Motive? To 
make up for years of  forced austerity. They will 
act out of  self-interest, inspired by impulses 
coming from their “hip pocket”, from the wallet 
where they keep the money. 

On the other hand, the change in the mood of  
the urban population would, under certain 
circumstances, entail a more self-centred and 
even introvert Iran. The pragmatism-preaching 
leadership would be less inclined to get involved 
in “overseas” adventures, and less bent on 
projecting its military might across borders.  

Yet, once again, this is a hypothetical option 
limited by a multitude of  ”ifs”, as well as 
“supposing” and “in case of ”. Iran is stuck on a 
strategic crossroad. Nothing is written. And a lot 
is hidden.  
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Oil Prices: Causes and 
Consequences  

*By Demosthenes Floros 

The trend in crude oil prices, the weakening of  
the dollar, the effects of  the price decrease, 
especially for producing countries. Here is an 
analysis of  what is happening. 

In December, despite the depreciation of  the 
dollar over the euro that moved from 1.06 €/$ to 
1.09 €/$, oil and gas prices significantly dropped 
in the wake of  OPEC’s decision to maintain its 
official production ceiling during its last meeting 
on December 4. 

In particular, the Brent opened at $45.49/b and 
closed at $37.99/b, while WTI opened at 
$42.95/b and traded at $37.21/b at the end of  
2015. Both qualities reached their minimum on 
December 21 respectively, $36.63/b (the lowest 
since July 2004) and $35.75/b. Then, prices 
remained steady until the beginning of  2016 
when they when they once again fell below $30/
b. This price is under the break-even point of  the 
“looking forward‘ project mentioned by the 
CEO of  ENI Claudio Descalzi. At the same time 
gas prices in the US Nymex market dropped 
below $1.89/Mbtu, their minimum in 16 years. 
How can we explain the depreciation of  the 
dollar against the euro? 

On December 3, the European Central Bank cut 
the deposits rate to -0.30% and extended its 
Quantitative-easing program until March 2017. 
On December 16th, the Federal Reserve 
increased the Fed Funds from 0.25% to 0.50%. 
Even so, the dollar depreciated againt the euro, 
but the price of  the barrel did not increase as 
usual. Probably, the market expressed its 
disappointment over the monetary policy 
implemented by Governor Mario Draghi, who 
did not increase the total monthly amount of  
bonds purchased by the ECB. Moreover, it seems 
that the market has already discounted the “new 
interests course‘ opened by Janet Yellen, FED 
Governor. 
  

Crude oil: the consequences of  the fall in 
prices 
 
Which are the most important effects of  the fall 
in oil prices? 

Firstly, according to MEES-Weekly Middle East 
Oil & Gas News and Analysis, between 2013/15, 
the annual revenues of  the OPEC countries 
decreased by $598 billion, more than 50%, and 
the expectations for 2016 estimates a further 
decrease of  $118 billion. Certainly, this impact 
on the OPEC member States budget, which 
includes Indonesia after its return, which was 
decided during the meeting mentioned above, is 
different from country to country. In particular, 
the economies of  Iran, Venezuela, Algeria, 
Nigeria and Ecuador are suffering more losses 
than   Saudi Arabia, Kuwait, United Arab 
Emirates and Qatar because of  a higher break-
even point. “Saudi Arabia is acting directly 
against the interests of  half  the cartel and is 
running Opec over a cliff‘, said Helima Croft 
(RBC Capital Markets). 

Secondly, as pointed out by Fatih Birol, there was 
a 20% decrease in oil industry investments in 
2015. In addition, the Director of  the 
International Energy Agency stated, “during the 
last 30 years we have never seen a decline of  this 
amount in investments, adding that this situation 
will have effects [in prices] in the years to come‘. 
Thirdly, the weakening of  the Russian currency 
is a factor. In fact, on December 31, the ruble 
reached its lowest levels, both against the euro 
(80.6 €/ruble) since August 26th and the dollar 
(74.1 ruble/$) since the speculative attack 
sustained on December 17 2014, which was also 
overcome thanks to a currency swap between the 
Russian Central Bank and the People’s Bank of  
China. 

According to the data provided by the Oil 
Market Report on 11th December 2015: 
  
1.      Global oil supply reached 96.9 million b/d 
in November. OPEC crude oil production 
increased by 50 thousand b/d to 31.73 million 
b/d total output (1.8 million b/d above a year 

Open Forum



AN INDEPENDENT MONTHLY REVIEW	 "14

VOLUME 4,  ISSUE 1II MARCH 2016

ago) due to record production from Iraq. Non-
OPEC supply remained at 58.5 million b/d, but 
annual growth slowed to below 300 thousand b/
d from 2.2 million b/d at the start of  2015 
despite the fact that the Russian Federation 
achieved its record high with 10.78 million b/d. 
In 2016 Non-OPEC supply is expected to decline 
by 0.6 million b/d. 

In light of  the fact that Saudi Arabia has held 
supply above 10 million b/d since March 2015, 
we can see that the risky Saudi-led strategy is 
starting to work as time goes by. Taking into 
account that the oversupply is still evaluated 
between 500 thousand and 2 million b/d and 
that it coincides with the surpassing of  the 
OPEC output ceiling, the request, made by the 
Iranian Energy Minister Bijan Zanganeh before 
the OPEC meeting, to respect the Cartel 
production limit clearly remained a dead letter. 
Probably, this situation led the Russian Energy 
Minister, Alexander Novak, to state, “Saudi 
Arabia has ramped up production by 1.5 million 
barrels per day, which in fact destabilized the 
situation on the market‘. 
  
2.      With regard to the demand, the resulting 
annual growth of  1.8 million b/d for 2015 was 
driven by China, the US, India and - somewhat 
surprisingly - Europe. In 2016, world demand 
growth is forecast at 1.2 million b/d. 
  
3.      After the record high reached in April 2015 
with 9.7 million b/d, US crude oil production is 
currently at around 9.2 million b/d, which is the 
result of  2 different tendencies. On one hand, the 
conventional output has increased due to the new 
operational wells in the Mexican Gulf. On the 
other hand, the American unconventional output 
has been decreasing and the strengthening of  the 
FED monetary policy will definitely put the 
frackers in a corner because of  the increase in 
their debt. The simultaneous “green light‘ given 
by the US Congress to oil exports   will not save 
them. During 2015, approximately 40 enterprises 
filed for to Chapter 11 (Magnum Hunter 
Resources being the latest one). “Time Is 
Running Out on U.S. Frackers‘, the story 
published on Bloombergview.com,   pointed out 
that in the second quarter of  2015, 83% of  US 
on-shore oil producers’ operating cash flow was 
used for debt servicing.   Even so, British MP’s 
have voted to allow fracking for shale gas 1.200 

meters below national parks and other protected 
sites. 
  
What is happening in Europe? 
 
European natural gas production has been 
decreasing for years. This trend will accelerate 
since the Dutch government has decided to 
reduce the production from Groningen, the 
largest gas field in Europe and the third largest in 
the world, due to an increase in seismic activity. 
Thus, after 55 years, Holland has become again 
a gas importer from the Russian Federation and 
Norway. Taking into account the Russian 
objective of  bypassing the territory of  the 
Ukraine, the cancelation of  the South Stream 
and the freezing of  the Turkish Stream project, 
Germany may be the new biggest gas hub in 
Europe. In that case, Italy would depend on 
Ger many for i t s gas supply too. The 
involvementof  the Italian company SAIPEM for 
the laying of  pipes on the Baltic floor is 
important, however it is not enough for the 
energy security of  Italy, which receives all its 
Russian gas, covering 42% of  its gas energy mix, 
through the Ukraine. After SNAM took over 
20% of  the shares in the TAP pipeline from 
Statoil, why doesn’t the Italian government 
suggest doing the same for the North Stream II? 
On the other hand, TAP wi l l sat i s fy 
approximately 1% of  the European consumption 
and SNAM’s most important shareholder is 
Cassa Depositi e Prestiti Reti (28.98%), which is 
controlled by the Italian Ministry of  Economy 
and Finance (80.1%). 

*As posted on January 21, 2016 on abo.net. 

If  Stability Is What Is At Stake 

*By Demosthenes Floros 

There are many players that may influence the 
trend in crude oil prices. From the financial 
markets - suffering from a grueling volatility, to 
the production strategies of  the United States 
and Russia, through the decisions expected of  
OPEC. When will the wait be over? 

In January, oil prices decreased. In particular, the 
ICE Brent opened at $38.59/b and closed at 
$35.89/b, while NYMEX WTI opened at 
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$38.06/b and closed at $33.75/b. 

On January 20, both oil quality prices reached 
their minimum s ince December 2003, 
respectively $28.55/b and $28.26/b. During the 
last 10 days of  the month, prices recovered due to 
the rumors dealing with a possible agreement 
between OPEC and the Russian Federation 
aiming at a common cut in oil supplies. 

Throughout the first month of  2016, the €/$ 
exchange rate steadily traded at around 1.08 
dollars per euro. On January 21, as a direct 
consequence of  the fall in oil prices, the rouble 
reached its new lowest since December 2015, 
against both the dollar (1$/84.2 roubles) and the 
euro (1€/91.7 roubles). 

According to Sergio Squinzi, the President of  the 
Italian Manufacturers’ Association, the current 
€/rouble trend is an obstacle for our exports and 
the Italian government should lift the sanctions 
that are still in place against the Russian 
Federation. 
  
Latest data and estimates on oil and gas  
Currently in the oil market, there is an 
oversupply of  1.0/1.5 million b/d. Iran, now 
relieved of  the sanctions, could offer 300 
thousand b/d of  additional crude by the end of  
the first quarter of  2016. However, in December 
2015 for the first time since September 2012, the 
non-OPEC production has slightly decreased in 
comparison with the year’s earlier levels, while 
the OPEC output of  32.28 million b/d remained 
up to the the Cartel’s production ceiling. 

According to the data provided by the 
International Energy Agency on January 16, the 
outlook for 2016 has demand growth moderating 
to 1.2 million b/d thus supply is expected to 
exceed demand by 1.0 million b/d. 

At present, US crude production is estimated at 
around 9.2 million b/d but the unconventional 
oil & gas output have been decreasing in 
conformity with the EIA Drilling Productivity 
Report. Adam Sieminsky, administrator of  the 
US Energy Information Administration, stated 
on January 19, that the 2016 US crude 
production is forecast to decrease by 700 
thousand b/d (7%), to 8.7 million b/d, after the 

8% increase in 2015 over 2014, that was the 
highest rate since 1972. 
  
Political and economic assessments  

Despite the fact that Saudi Arabia and its allies in 
OPEC (Kuwait, Qatar and United Arab 
Emirates) are clearly acting directly against the 
interests of  half  the Cartel and their national 
budgets have been suffering big losses, the very 
risky Saudi-led strategy of  maintaining low prices 
thanks to their lower costs of  production is 
gaining ground. Indeed, the non-OPEC output 
has started decreasing. The Iranian Oil Minister, 
Mehdi Asali, expressed concerns about this 
situation stating, “for the oil market this is [the 
oversupply] the highest threat in the short term’. 

In spite of  the fact that in 2015 the American 
frackers reduced their extraction costs by 40% 
and the well productivity increased by 48%, the 
US unconventional output seems to be only at the 
beginning of  its nightmare too. Wolfe Research 
forecasts that approximately 1/3 of  US 
enterprises that pump crude might appeal to 
Chapter 11 before mid-2017 if  the oil does not 
recover to $50/b. Other estimates are even worse: 
Fadel Gheit, senior oil and gas analyst at 
Oppenheimer & Co., stated on CNBC “that half  
of  the current producers have no legitimate right 
to be in a business where the price forecast, even 
in a recovery, is going to be between, $50/60/b 
and they need $70/b oil to survive‘.  

Taking into account that American oil and gas 
producers, according to Bloomberg, are expected 
to announce losses totalling over $15 billion in 
2015, the hope is that Nouriel Roubini will be 
proven wrong when he states that the new world 
financial crisis could be detonated by the US tight 
and shale company busts. 

Moscow’s turning point  

The decision by the US Federal Reserve to raise 
rates in December 2015 for the first time since 
the beginning of  the financial crisis and in 
addition to the previous end of  the quantitative 
easing monetary policy program, seems to have 
marked the start of  the strong dollar era. Even 
though dark clouds are looming on the American 
Central Bank willing to raise the interest rates 
again during the next months; these factors have 
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directly affected the fall in oil prices, which pose 
new challenges for the Russian economy in 2016. 

In the short term, the macroeconomic trend of  
the Russian Federation is still stable thanks to the 
$368 billion reserves of  the Central Bank and the 
2 national Funds, whose liquidity respectively, 
total $70 and $80 billion. Furthermore, after the 
revision of  the public spending (except the 
military expenditure), the deficit/GDP ratio is 
under 3%. Finally, the fall in oil prices is partially 
counterbalanced by the depreciation of  the 
rubble – that means a reduction in majors’ costs – 
and the simultaneous appreciation of  the dollar, 
which allows higher revenues for the producers 
and the Russian State too. On the contrary, the 
real risk is that the depreciation of  the national 
currency will lead to a higher inflation thus, a 
reduction in the purchase power and also in 
consumpt ions, prevent ing the Russ ian 
government to achieve the 2016 inflation 
targeting of  6.4%, after the approximately 12% 
reached in 2015. 

In the medium term, besides the uncertain 
financial stability of  the projects that are still in 
place, the Russian Federation must face the issues 
clearly pointed out by Gherman Gref. The 
President of  the most important Russian public 
bank declared that Russia “has failed to adapt to 
economic and technological changes and has 
fallen into the ranks of  ”downshifter’ countries, 
where the most terrible export, and the largest 
export, which must be stopped, is the export of  
brainpower‘. Actually, because of  a fall in oil 
prices from $50/b to $30/b, the Russian 
Federation, which extracts 10 million b/d, loses 
$200 million/d or $70 billiona year. This is an 
amount equal to one of  the national Funds. 

The Kremlin should not overestimate   the 
statement made by Sergio Romano, former 
Italian representative to NATO and Ambassador 
of  Italy in the Soviet Union during the ’80, who 
believes that Vladimir Putin is right when he 
declares that the North Agreement Treaty 
Organization doesn’t make sense anymore.  

Despite the legitimate auspices of  the Russian 
Energy Minister, Aleksandr Novak, the Russian 
government does not rely too much on the 
possibility that OPEC will soon call an 
extraordinary meeting with the objective of  

reducing the oversupply in the oil market in 
accordance with the non-OPEC producers. If  
this happens, which political request will the 
Saudis ask for in exchange? 

The Russian Federation should probably 
accelerate bringing into trade its oil benchmark - 
the Urals - which will be traded in roubles. 
Actually, the Russian Federation is able to 
mitigate the negative effects of  low barrel prices 
and sanctions by increasing Chinese oil exports.  
In conformity with the data from RBC Capital 
Markets, the Saudi share of  Chinese crude 
imports was about 20% at the beginning of  the 
decade, while Russia’s was below 7%. According 
to Austria’s Junge Welt, Saudi oil supply to China 
decreased from 55 million to 50 million tons in 
2014, while the supply of  Russian crude surged 
by 36%, to reach 42 million tons.  

However, this data is only a small view of  the 
developing partnership in trade, energy, 
diplomatic and military cooperation between the 
2 United Nation Council member States. 

*As posted on February 18, 2016 on abo.net.  
Demostenes Floros, a geopolitical analyst, is a 
professor of  the Masters’ in International 
Relations Italy – Russia, at the University of  
Bologna Alma Mater, as well as being the head 
and professor of  the third course in Geopolitics, 
established at the Open University of  Imola 
(Bologna). 
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