
 
 

 

 
  



Overview 

Key Drivers of Middle East Geopolitics 

We are focused on the following drivers of Middle East geopolitics: 

1. new Russian presence & activities in Syria 
2. worsening relations between Saudi Arabia & Iran 
3. Iran’s compliance with Joint Comprehensive Plan of Action 
4. US/Russia relations 
5. Yemen 
6. Assad staying in power. 

We are basing our conclusions, in part, on the following assumptions: 

1. Putin’s motivation seems to be to keep Assad in power 
2. deaths in Mina may be catalysts 
3. no sign of political solution in Yemen 
4. potential backlash to King Salman in Saudi Arabia 
5. renewed problems between Turkey & PKK 
6. Iran seeming rush to compliance. 
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Saudi Arabia 

 Production 

OPEC Open Revolt 

By Dalan McEndree  20 August 2015 22:42 | 3  

OPEC next gathers December 4 in Vienna. Despite intense financial and economic pain 
this decision has inflicted on Saudi Arabia, its fellow OPEC members, and other oil 
producers, the Saudis have given no indication they plan to alter course. In fact, Saudis 
have downplayed the impact of lower prices on their country, asserting that the kingdom 
has the financial wherewithal to withstand lower oil prices. 

Presumably swayed by Saudi equanimity, financial markets do not see the Saudis 
abandoning their current policy. Brent futures projected the price remaining below 
$60/bbl until June 2017. A CNBC poll of oil traders, analysts, and major fund investors, 
aired on CNBC August 17, showed 95 percent believing the Saudis will not alter course. 

Are the futures market, CNBC’s oil traders, analysts, and major fund investors, and 
others, being lulled into an unjustified consensus? The damage the Saudi decision has 
inflicted on Saudi Arabia itself provides reasons for the Saudis to change course. 

Self-Serving Policy? 

Stresses within OPEC should add to the pressure on the Saudis to rethink their strategy. 
The Saudis sold their change to their fellow OPEC members as being in OPEC’s general 
interest. They asserted their traditional method of stabilizing the oil market, production 
cuts, would not work since non-OPEC producers would increase output; second, that 
“market” forces would reduce investment and therefore increase prices in the medium 
and longer term and ultimately benefit all OPEC members; and third, that any Saudi 
increase in output was aimed at defending its market share, not reducing theirs. 

It is reasonable for OPEC outsiders–OPEC members, other than the Gulf States—to 
interpret Saudi policy shift as designed to serve Saudi interests and those of its Gulf Arab 
allies rather than their interests and those of OPEC in general. 

“Market” forces include many components. A key component—perhaps the key 
component—is a country’s capability, at a minimum, to maintain output, and better yet, 
to increase output. Financial wherewithal is the foundation of this component. Saudi and 

http://oilprice.com/contributors/Dalan-McEndree
http://oilprice.com/Energy/Oil-Prices/Saudi-Oil-Strategy-Brilliant-or-Suicide.html
http://video.cnbc.com/gallery/?video=3000407650
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Gulf Arab OPEC members’ foreign currency reserves and sovereign wealth funds (SWF) 
comprise approximately 78 percent of total OPEC member holdings, $2.73 trillion of 
$3.05 trillion. 

Their advantage is particularly large on a per capita basis. Only Libyan per capita 
resources exceed the average. (The UAE includes data for three SWF funds only: Abu 
Dhabi Investment Authority ($773 billion), Abu Dhabi Investment Council ($110 
billion), and Investment Corporation of Dubai ($183 billion). 

Given budgetary demands on their oil revenues, $50/bbl or $60/bbl oil leaves these 
OPEC outsiders with little to invest in maintaining oil output, much less expanding 
output. Budgetary pressures and limited financial resources, for example, have forced the 
Iraqi government to request its foreign partners, BP in the Rumaila field and Exxon in the 
West Gurna-1 field, to reduce spending to cut 2015 investment by $500 million ($1.1 
billion vs. $1.6 billion) and $1 billion ($2.5 billion to $3.5) respectively. 

OPEC members have not shared the pain equally. Saudi Arabia and its Gulf allies, except 
Qatar, have increased output, while the output of other OPEC members, other than Iraq 
and Angola, has either flat-lined or decreased, compared to 2014: 

 

https://en.wikipedia.org/wiki/List_of_countries_by_foreign-exchange_reserves,%20http:/www.swfinstitute.org/fund-rankings/
https://en.wikipedia.org/wiki/List_of_countries_by_foreign-exchange_reserves,%20http:/www.swfinstitute.org/fund-rankings/
https://oilprice.com/images/tinymce/andree2.jpg
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Given Saudi determination to defend its export markets, it is interesting that the 
percentage gain in their crude exports exceeded the percentage gain in crude output in 1H 
2015, by 2.7 percentage points. For Iran, the only other OPEC country for which the IEA 
provides domestic demand data, the increase in exports, 0.7 percent, matched the 
increased domestic output. 

 

Interestingly, also, the Saudis increased their share of OPEC average daily output in the 
first half of 2015 over 2014 average daily volume—and their share of average daily 
global output. Their share of OPEC output increased to 26.6 percent in 1H 2015, from 26 
percent on average in 2014, while their share of world output increased to 10.4 percent 
from 10.2 percent. 

For the OPEC outsiders, this should be particularly distressing, since the increase in 
output likely deepened the decline in prices the Saudi decision to abandon its role as 
guarantor precipitated. 

Both results continue trends seen since 2010. Saudi share of OPEC output increased three 
percentage points, from 23.6 percent in 2010 to 26.6 percent in 1H 2015. At the same 
time, the Saudi share of world output increased 1.1 percentage points, from 9.3 percent to 
10.4 percent, during the same period; during the same period, OPEC output as a share of 
global output declined slightly, from 39.5 percent to 39.2 percent. 

In fact, over this period, Saudi Arabia and its Gulf Arab allies increased their total output 
18.1 percent while the output from the other OPEC members decreased 5.4 percent. 
During this period, the Saudi and Gulf Arab share of global output was flat, declining 
only 0.1 percentage point, while the share of the other members declined 1.5 percentage 
points, from 16.7 percent to 15.2 percent. 

https://oilprice.com/images/tinymce/andree3.jpg
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In defense of their policy, the Saudis could point to IEA projections that show the rate of 
growth in output from major non-OPEC producers slowing substantially in 2016, 
particularly in North America, a major Saudi target, and Brazil: 

 

However, it is reasonable for the OPEC outsiders to question the actual efficacy of Saudi 
policy on non-OPEC producers and the benefit it will bring them. In both the United 
States and Russia, each of which produces roughly as much as Saudi Arabia, output 
increased in 2015 rather than decreasing, and will continue to increase in 2016 in the U.S. 

The IEA projects Brazil’s output, despite Brazilian political turmoil, growing 6.45 
percent in 2016. Moreover, Saudi policy, combined with the impact of U.S. and EU 

https://www.iea.org/media/omrreports/tables/2015-07-10.pdf
https://oilprice.com/images/tinymce/andree5.jpg
https://oilprice.com/images/tinymce/andree6.jpg
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sanctions on Russia, led to the undesirable result for OPEC (and other oil exporters) that 
Russian exports have increased, from 7.21 million barrels/day in 2014 to 7.55 million 
barrels per day in 1H 2015, in part because as Russia’s economy contracted, reducing 
domestic crude demand to 3.47 MMbbls/day in 1H 2015 from 3.65 MMbbls/day, while 
crude output increased to 11.025 MMbbls/day from 10.86 MMbbls/day. 

Moreover, any comfort the OPEC outsiders gain at best may be cold comfort. While the 
IEA projects surplus production will begin to recede in 2H 2016, they are suffering now 
(and in any case, it is a projection). As we have pointed out, RBC Capital’s fragile five, 
Algeria, Libya, Nigeria, Iraq and Venezuela, the pain is intense. Also, it is wealthy Saudi 
Arabia and its Gulf Arab allies and non-OPEC members, in particular the U.S., Canada, 
Mexico (foreign investment), and also Russia (Chinese investment), that will have the 
financial wherewithal to grow output to satisfy the 18 million barrel per day increase in 
demand that OPEC sees by 2040. 

Dec OPEC Meeting 

Likely Saudis will face an OPEC outsider revolt at the December 4 OPEC meeting.  The 
Saudis and their Gulf Arab allies would seem to have three possible approaches, should a 
revolt occur: 

Reconciliation, as Saudi Arabia acquiesces in the wishes of OPEC’s weaker members to 
bring price increases forward through OPEC production cuts, Saudi Arabia bearing the 
brunt; 

Separation, as the Saudis and their Gulf Arab allies ignore their fellow members’ 
entreaties and force them to wait for “market” forces to balance supply and demand; or 

Divorce, as the Saudis Gulf allies decide to exploit their financial wealth and go their own 
way, therefore forcing their fellow OPEC members, unable to finance their domestic oil 
industries, unwillingly to bear the brunt of global production cuts. 

In October 2014, the Saudis began signaling their intention to abandon their role as 
guarantor. It is unlikely however, that whatever Saudi decision makers are now 
considering, they will show their hand in advance of the December meeting, since this 
would reduce pressure on the non-OPEC producers that the Saudis claim to be targeting, 
before necessary. 

By Dalan McEndree for Oilprice.com 

Bloomberg 

http://oilprice.com/Energy/Energy-General/Low-Oil-Prices-Could-Break-The-Fragile-Five-Producing-Nations.html
http://www.punchng.com/business/business-economy/diversify-income-sources-opec-chief-tells-nigeria-others/
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Global Rout Wreaks Havoc on U.S. Stocks  

The oil price was near its lowest in more than a decade, cash reserves were being 
depleted, emerging markets were in turmoil and Saudi Arabia was beginning to panic. 

The bastion of conservative Sunni Islam also is paying for an expanding role in regional 
conflicts in the face of a resurgent Iran and Islamic State extremists who have bombed 
Saudi mosques. 

 

Economists are predicting a budget deficit of 20 % of GDP and IMF forecasts a first 
Saudi current-account deficit in more than a decade. Reserves at central bank tumbled 10 
% from a year ago, or by more than $70 billion.  As a result, bets on devaluation of the 
riyal are surging. The Tadawul All Share Index lost 18 percent in the past three months 
and dragged stocks down across the Gulf region. The benchmark’s moving averages 
made a so-called death cross on Aug. 18, a sign to some investors that more losses are 
ahead. 

http://www.bloomberg.com/news/videos/2015-08-21/global-rout-wreaks-havoc-on-u-s-stocks
http://www.bloomberg.com/news/videos/2015-07-06/a-multi-billion-dollar-saudi-military-a-messy-yemen-war
http://www.bloomberg.com/news/videos/2015-07-06/a-multi-billion-dollar-saudi-military-a-messy-yemen-war
http://www.bloomberg.com/news/articles/2015-05-14/iran-flexes-muscle-in-gulf-as-tensions-with-saudis-keep-growing
http://www.bloomberg.com/news/articles/2015-06-03/suicide-bombs-strike-saudi-faultline-as-islamic-state-widens-war
http://www.bloomberg.com/news/articles/2015-08-12/yuan-shock-sends-saudi-riyal-devaluation-wagers-to-six-year-high
http://www.bloomberg.com/news/articles/2015-08-12/yuan-shock-sends-saudi-riyal-devaluation-wagers-to-six-year-high
http://www.bloomberg.com/news/articles/2015-08-18/saudi-stocks-retreat-after-imf-warns-of-2-year-economic-slowdown
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Patient Saudis 

The difference is the sheer cost of maintaining the state as an employment machine and 
guarantor of the riches that Saudis have become accustomed to since the last squeeze. 
Subsidized gasoline costs 16 cents per liter and while there’s the religious levy called 
zakat, there is no personal income tax in the nation of 30 million people. 

“The Saudi government can’t continue to be the employer of first resort, it can’t continue 
to drive economic growth through the big infrastructure projects and it can’t keep 
lavishing on subsidies and social spending,” said Farouk Soussa, chief Middle East 
economist for Citigroup Inc. in London. 

Taking Action 

That’s not to suggest Saudi Arabia is headed for the kind of spending cuts and tax 
increases more familiar to austerity-hit Europeans. The government, for instance, could 
first freeze the expansion of two mosques in Mecca or tax wealthy landowners, Jamal 
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Khashoggi, a former media adviser to Saudi Prince Turki al-Faisal, said by phone from 
Riyadh. 

“There’s a long list of things that Saudi officials can do before touching the livelihood of 
ordinary Saudis,” said Khashoggi. “Yes, it’s a difficult time and maybe it could have 
been much better if we did what we’re doing today a couple of years ago when the price 
of oil was in the $100s.” 

Fuel subsidies alone will cost Saudi Arabia as much as 195 billion riyals ($52 billion) this 
year, or 8 percent of GDP.  During those good times, King Abdullah increased social 
spending as the Arab Spring uprisings toppled leaders elsewhere.  It’s also not like Saudi 
Arabia has no control over its destiny. Oil rebounded after 1998 – the price of crude 
advanced in 11 of the 16 calendar years since then – not least because the Saudis used 
their clout as the de facto leader of the Organization of Petroleum Exporting Countries, or 
OPEC. 

What Crisis? 

The country has declined to cut production and lift prices over the past year to gain 
market share from the shale industry in the U.S. and other producers with higher 
expenses, even if that’s come at a cost to its finances. Saudi Arabia still has $664 billion 
of net foreign assets, equal to almost 90 percent of the economy, and little debt. 

“I wouldn’t say there’s any kind of crisis or even a crisis on the near horizon,” said David 
Butter, associate fellow at Chatham House in London. “They’re in the oil business. 
They’ve had it pretty good for quite a long time and that’s not typical.” 

Even so, the IMF recommends that Saudi Arabia control its growing wage bill, make 
changes to government subsidies for fuel and electricity and bring in more non-oil 
revenue through taxes. The country’s breakeven oil price – the point at which it can 
balance its budget – is about $100, said Soussa at Citigroup. 

A new economic council headed by Deputy Crown Prince Mohammed bin Salman could 
help make the changes if it can move quickly, said Alsweilem, the former investment 
chief who is now a fellow at Harvard University’s Belfer Center.  While less per capita 
than in smaller energy-rich Gulf states Qatar and the United Arab Emirates, the relative 
wealth of Saudi Arabia means the government might need to tread carefully. Any 
adjustment will be “jarring,” said Soussa. 

http://www.bloomberg.com/news/videos/2015-01-23/saudi-arabian-king-abdullah-dies-at-90
http://www.bloomberg.com/news/articles/2015-06-18/next-threat-to-u-s-shale-rising-interest-payments
http://www.bloomberg.com/news/articles/2015-08-17/saudi-growth-to-slow-as-kingdom-adjusts-to-cheaper-oil-imf-says
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“These are things that are absolutely politically explosive,” he said. “You’ve gotten 
accustomed to a certain lifestyle and that lifestyle is far in excess in terms of luxury that 
was prevailing in 1998.” 

 “It’s clear that the major producers, the Saudis, Russians, the U.S. and others, are 
battling for market share,” John Kilduff, a partner at Again Capital LLC, a New York-
based hedge fund, said by phone. 

Looking ahead, WTI for delivery in December 2016 traded $6.06 above December 2015, 
the narrowest closing premium since Aug. 17.  “It could be the result of producers 
hedging, pressuring the back end of the curve more than front,” said Michael Hiley, head 
of over-the-counter energy trading at New York-based LPS Partners Inc., a futures 
brokerage. 

Angola plans to ship 1.83 million barrels a day in October, the most since November 
2011, according to a preliminary loading program obtained by Bloomberg. 

ISIL 

May 31, 2015, 5:36 PM 

A suicide bomber disguised as a woman blew himself up in the parking lot of a Shiite 
mosque during Friday prayers, killing four people in the second such attack in as many 
weeks claimed by the Islamic State of Iraq and Syria (ISIS). 

The latest attack and a suicide bombing at a Shiite mosque that killed 21 people last 
Friday appeared aimed at fanning sectarianism and destabilizing the kingdom. Both 
attacks took place in the oil-rich east, which has a sizable Shiite community that has long 
complained of discrimination.  ISIS views Shiites as apostates deserving of death and 
also seeks the overthrow of the Saudi monarchy, which it considers corrupt and 
illegitimate. 

Saudi Arabia had vowed to crack down on the extremists after last week's bombing, and 
authorities appeared keen to claim credit for preventing the bomber from entering the 
Imam Hussein mosque, the only Shiite mosque in the port city of Dammam. The state-
run Saudi Press Agency said security guards halted a car in the parking lot and that the 
bomber detonated his explosives as they approached. 

Witnesses said, however, that worshippers had taken their own security measures, 
including setting up checkpoints, and that young men had detected the bomber and 

http://www.cbsnews.com/news/in-detail-sunnis-vs-shiites/
http://www.cbsnews.com/isis/
http://www.cbsnews.com/feature/inside-saudi-arabia/
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chased him down, leading him to set off the explosion. It was unclear if the bomber was 
among the four dead. 

A security official told The Associated Press that the attacker had disguised himself in the 
black all-encompassing garments worn by women in Saudi Arabia and blew himself up 
after being stopped by security guards. He insisted on anonymity because he was not 
authorized to speak to the media. 

Mohammed Idris, a worshipper who witnessed the attack, told the AP by telephone that 
the suicide bomber attempted to enter the mosque but was chased by young men, who 
had set up checkpoints at the entrance.  "They chased the suicide bomber when he tried to 
enter the women's section of the mosque," he said.  

Another witness, who did not want to be named because of security concerns, said 
security had been tightened at mosques after last week's attack and that women were told 
to stay home because there were not enough female guards to check them. 

Body parts were scattered around the area after the explosion, which set four cars ablaze 
and sent black smoke into the air, said Mohammed al-Saeedi, who arrived half an hour 
after the blast. He called on police to do a better job of sharing information with the local 
Shiite community. 

ISIS group claimed responsibility for the attack, saying it was carried out by its "Najd 
Province," referring to a region in the central Arabian Peninsula. ISIS leader Abu Bakr 
al-Baghdadi has repeatedly called for attacks on the Saudi kingdom. 

A statement posted on a Facebook page used by the extremist group said a "soldier of the 
caliphate," blew himself up among "an evil gathering of those filth in front of one of their 
shrines in Dammam." The name al-Jazrawi suggests that the bomber is a Saudi national.  
It called on Sunnis to "purify the land of the two shrines from the atheist rafida," a 
derogatory term for Shiites. 

Last Friday, an Islamic State suicide bomber killed 21 people in the village of al-Qudeeh, 
in the oil-rich eastern Qatif region. It was the deadliest militant assault in the kingdom in 
more than a decade. Saudi Arabia's newly enthroned King Salman vowed to punish those 
responsible for the "heinous terrorist attack." 

Interior Ministry official Bassam Attiyah said earlier this week that the IS group has 
divided the kingdom into five self-styled provinces. He said on state TV that the group's 
short-term plans are to target the security forces and attack Shiites to foment sectarian 
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strife. Then they plan to target foreigners, including those working in the OPEC 
member's oil industry, he said.. 

Saudi Arabia branded ISIS a terrorist group last year and has joined the U.S.-led coalition 
targeting it in Syria and Iraq. But the kingdom's powerful clerical establishment continues 
to espouse a hard-line version of Islam, known as Wahhabism, that views Shiites as 
heretics.  In the decades before the Sept. 11 attacks, Saudi Arabia had used its vast oil 
wealth to support jihadi groups across the Muslim world, leading many critics to view the 
latest attacks as a predictable blowback. 

"He who plants thorns must never expect to gather roses. We have planted many thorns," 
Saudi writer Turki al-Hamid wrote on Twitter.  Another Saudi writer, Abdullah al-Alami, 
asked "how many Saudi citizens should get martyred before we purge the screens, the 
curriculum and the (mosque) podiums ... from incitement," referring to hard-line clerics 
who host TV programs and deliver weekly sermons across the kingdom. 

Shiites in Saudi Arabia have long complained of discrimination, and say their 
communities have benefited little from the country's vast oil riches, which are also 
concentrated in the east.  

In 2011, Shiites in the east inspired by the Arab Spring uprising in neighboring Bahrain 
took to the streets to demand greater rights. Police arrested hundreds of people and a 
counterterrorism court sentenced an outspoken cleric, Nimr al-Nimr, to death.  Saudi 
Arabia views Shiite movements elsewhere in the Middle East as proxies of its main 
regional rival, Shiite-majority Iran. It is currently leading a coalition in bombing raids 
against Shiite rebels in neighboring Yemen who seized the capital, Sanaa, last year. 

ISIS has deftly exploited sectarian conflicts generated by the Saudi-Iranian rivalry, 
particularly in Syria and Iraq, where it has carried out brutal attacks on Shiites and then 
portrayed itself as the defender of embattled Sunnis.  Many now fear it will pursue a 
similar strategy in Saudi Arabia.  Mohammed al-Hajji, a Saudi Shiite activist, called on 
the government to curb hate speech against Shiites in mosques, schools and the media, 
warning that the growing ISIS threat is "bigger than us." "ISIS and whoever is behind it is 
trying to hit Saudi through the minority to create chaos in the region, and to make Saudi 
vulnerable," he said 

ISIS Attacks 

DUBAI, United Arab Emirates (AP) — ISIS is extending its reach in Saudi Arabia, 
expanding scope of its attacks and drawing in new recruits with its radical ideology. Its 
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determination to bring down the U.S.-allied royal family has raised concerns it could 
threaten the annual Muslim hajj pilgrimage later this month. 

So far, the extremist group’s presence in the kingdom appears to be in a low-level stage, 
but it has claimed four significant bombings since May, one of them in neighboring 
Kuwait. And it has rapidly ramped up its rhetoric, aiming to undermine the Al Saud royal 
family’s legitimacy, which is rooted in part in its claim to implement Shariah law and to 
be the protectors of Islam’s most sacred sites in Mecca and Medina that are at the center 
of hajj. 

“Daesh and its followers have made it very clear that Saudi Arabia is their ultimate 
target,” Because of Mecca and Medina … That’s their ultimate prize.” 

An attack last month in which IS claimed responsibility appeared to mark a significant 
spread in the group’s reach. Militants claiming loyalty to the group had already carried 
out three major bombings — two in eastern Saudi Arabia in May and one in Kuwait City 
in June, all targeting Shiite mosques and killing 53 people. 

But on Aug. 6, a suicide bomber attacked in western Saudi Arabia, hitting a mosque 
inside a police compound in Abha, 350 miles south of Mecca, killing 15 people in the 
deadliest attack on the kingdom’s security forces in years. 11 belonged to an elite 
counterterrorism unit whose tasks include protecting the hajj pilgrimage. 

Affiliate that claimed responsibility for the August attack called itself the “Hijaz 
Province” of ISIS, its first claim of a branch in the Hijaz, the traditional name for the 
western stretch of the Arabian Peninsula where the holy cities are located. The previous 
attacks were claimed by the group’s “Najd Province,” the traditional name for the central 
heartland of the peninsula and the homeland of the Al Saud family. 

Lori Boghardt, Gulf security analyst at the Washington Institute, said it would not be 
surprising if IS militants tried to take advantage of the hajj to stage an attack, particularly 
since the group has encouraged lone wolf operations. This year, the hajj begins Sept. 21 
and is expected to draw some 3 million Muslims from around the world. 

“The kingdom is a holy grail of sorts as a target from the perspective of ISIS because of 
its significance to Muslims 

A direct attack on pilgrims carrying out the hajj rites — potentially causing large 
casualties or damaging holy sites — may be a risky move for IS, bringing a backlash 
from shocked Muslims worldwide. Still, the group “has made it very clear they have no 
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red lines,” said Nazer, a senior analyst at the Virginia-based consultancy and security 
firm JTG Inc. 

But there are other potential targets, including security forces in or around Mecca. The 
group could attempt to hit pilgrims from Shiite-majority nations like Iran, who would 
stand out since pilgrims generally move in groups by country. IS and other Sunni radicals 
consider Shiites heretics. 

Justin Mahshouf, a 30 year-old American Shiite planning to perform the hajj this year, 
said friends and family are telling him to be careful. “There seems to be a really bad vibe 
right now in the Shiite community.” 

Little is known about the structure of the Islamic State group in Saudi Arabia. It is not 
known if the militants in the kingdom have direct operational ties with the group’s 
leadership based in its self-declared “caliphate” in Iraq and Syria — or if they simply 
operate independently in the group’s name. 

In all four attacks claimed by the branches in the kingdom, the bombers were young 
Saudis, suggesting the group’s ranks are largely homegrown as opposed to foreign 
militants. The bomber in the August attack was identified as Yousef Suleiman, a 21-year-
old Saudi with no record of ever having travelled abroad, pointing to the group’s ability 
to radicalize even youth who have not gone to join fighting in Syria. 

“If you are looking at IS as a state, the territory it controls is not going to vastly expand, 
but the ideology it espouses is expanding,” said Hani Sabra, head of Middle East practice 
at Eurasia Group. 

Since Syria’s civil war escalated over the past four years, Saudi Arabia’s 
ultraconservative clerics urged young men to go fight alongside Sunni rebels in Iraq and 
Syria. Concerned about possible radicalization, the late King Abdullah last year banned 
fighting abroad or encouraging it. But by then, some 2,500 Saudis had already gone to 
Syria. The Interior Ministry says around 650 have since returned and that they left 
disillusioned with the fighting.  This year, Saudi Arabia and other Gulf countries joined 
the U.S.-led campaign of airstrikes against IS in Syria. 

In an Aug. 24 audiotape, an IS supporter denounced the royal family as “tyrants” ruling 
Islam’s heartland without implementing what IS calls its true teachings.  “Pledge 
allegiance to the Islamic State,” the audio urged Saudis. “Stand up against the tyrants and 
liberate the peninsula of Muhammad … from their filth.” 
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A prominent radical Saudi cleric, Nasr al-Fahd, who has been imprisoned since 2003 for 
connections to militancy, recently declared support for IS in a message smuggled from 
his prison. In the letter carried by IS supporters online, he advised others to pledge 
allegiance to the Islamic State group, which he said had “destroyed the idols” and is 
implementing Shariah, not “man-made laws.” 

Saudi Arabia is already run by one of the most ultraconservative interpretations of 
Shariah, known as Wahhabism. Some of its clerics view Shiites as heretics, are virulently 
opposed to monuments or tombs they see as encouraging idolatry, believe in a strict 
segregation of the sexes and support the use of religious police to enforce Shariah rules 
— all teachings not far from the Islamic State group’s ideology. 

But Wahhabi clerics make a crucial distinction, preaching that the recognized ruler — in 
this case, the Al Sauds — must be obeyed. They condemn protests or violence that could 
lead to instability. The kingdom’s highest religious authority, Grand Mufti Sheikh 
Abdulaziz Al Sheikh, denounced IS and al-Qaida as Islam’s number one enemy. 

When asked by The Associated Press by email about possible threats of attacks on the 
hajj, Interior Ministry spokesman Maj. Gen. Mansour al-Turki replied that “that security 
forces will act swiftly and decisively with any violations of laws and instructions related 
to hajj.”  He said the holy sites are protected by a force specifically dedicated to the task 
and a large number of additional security forces will be deployed during hajj to ensure 
pilgrims’ “security and safety” and manage the traffic of the large crowds. He also 
pointed to the elaborate security system of surveillance cameras and helicopters that the 
kingdom implements each year. He could not give exact figures or specify whether the 
deployment would be larger this year. 

The kingdom has also arrested hundreds of suspected militants this year. Overseeing that 
effort is Crown Prince Mohammed bin Nayef, who is also interior minister and led the 
battle that eventually crushed al-Qaida’s branch in the kingdom in 2006. 

Sabra of Eurasia Group said despite a strengthening presence, IS does not currently 
represent a direct threat to Saudi political stability. He pointed to the crown prince’s 
experience in counterterrorism. “Mohammed bin Nayef has proven that this is a job that 
he takes very seriously.” 
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Iran  

Nuclear Agreement 

Having said that, with the recent advancement of the Joint Comprehensive Plan of Action 
(JCPA) a.k.a. the Iran Nuclear Deal, the possibility of lifting the Iranian nuclear-related 
sanctions have never been brighter. Nevertheless, there are many challenges that still 
need to be overcome before any official lifting of sanctions. Firstly, without the 
congressional approval of JCPA, the Nuclear Deal is not official. The outlook of the 
congressional approval for the JCPA is grim right now, and this is exactly why the 
Obama administration is ardently trying to persuade members of Congress to approve the 
JCPA. 

Secondly, without the official consent of the International Atomic Energy Agency 
(IAEA), no nuclear-related sanctions will be lifted. According to the JCPA, the IAEA is 
responsible to meticulously verify the Iran’s nuclear-related measures by the 
Implementation Day of the agreement and, thereafter, consistently corroborate the Iran’s 
ongoing conformance with the Nuclear deal throughout the JCPA’s duration. 

Iran’s Oil Sector With the Removal of the Nuclear-Related Sanctions 

Nearly two years of lengthy, dense and highly technical discussions have resulted in a 
159-page treaty with five annexes that is fittingly arcane and complex. The agreement 
boils down to five key areas.  

Sanctions relief 

Tehran wanted immediate removal of the economic and financial curbs that have 
throttled its economy. Under the deal, all EU and US energy, economic and financial 
sanctions, and most UN sanctions, will be lifted on “implementation day” — the day 
Iran shows it has complied with specific obligations to reduce centrifuge numbers and 
uranium stockpiles and address concerns about the potential military dimensions of its 
nuclear programme.  

This is expected to take at least six to nine months, meaning the huge economic boost 
brought by sanctions relief would start in the first half of 2016. At that point more than 
$100 bn in Iranian assets overseas would immediately be unfrozen and Iran’s oil exports 
would rapidly increase. 

http://www.ft.com/world/mideast/iran
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The EU and US will maintain proliferation-related technology trade curbs for eight years, 
or until the IAEA concludes that nuclear material in Iran remains in peaceful use. After 
10 years, the remaining UN curbs on sensitive nuclear related items are scheduled to be 
removed in full.  

A big point of tension in the talks was the longevity of curbs on arms sales. Under the 
compromise, UN curbs on access to ballistic technologies will last for a maximum of 
eight years and the arms embargo against Iran will be lifted within five years.  

A complex legal framework and political mediation process will be put in place to handle 
suspected violations, based around a joint commission made up of the international 
powers and Iran. The effect is to overhaul the UN regime so it takes account of Iranian 
obligations and is reimposed if a serious violation is confirmed.  

One big issue was finding a way for non-compliance penalties to be automatic and not 
subject to security council vetoes. This is done by an agreement that the old UN 
resolutions are readopted in full if there is political deadlock over a new UN resolution.  

Uranium enrichment 

As was specified in the blueprint agreement Iran sealed with the P5+1 in Lausanne three 
months ago, the Islamic Republic will be permitted to operate up to 5,060 first generation 
centrifuges, configured to enrich uranium to 3.67 per cent — well below the level of 
enrichment required to make an atomic weapon.  
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Iran will also be permitted to operate as many as 1,000 centrifuges at Fordow, its fortified 
mountain facility. Crucially, however, the centrifuges there will not be permitted to 
enrich uranium and instead will be reconfigured for the purification of other radioactive 
gases and elements that cannot be weaponised. The restriction on the number of first 
generation centrifuges will last for 10 years. The restrictions on the use of Fordow will 
last for 15.  

The deal also resolved one of the key sticking points on Iran’s research into new, more 
powerful centrifuges that would help it more rapidly “break out” of restrictions and build 
a nuclear weapon.  For the first eight years, Iran will be able to conduct limited tests at 
laboratory level without accumulating enriched uranium. Shortly after, it will be allowed 
to test up to 30 more advanced IR-6 centrifuges. 

Iran will be allowed to manufacture IR-6 and IR-8 centrifuge machines at Natanz. But the 
numbers will be limited to 200 a year, the machines will have no rotors and the work will 
be under continuous IAEA monitoring. From year 10 of the agreement, Iran will be able 
to produce complete centrifuges at the same rate. 

Plutonium production 

Iran has agreed to reconfigure its heavy water reactor at Arak. In its existing form, the IR-
40 reactor, which had been due to come online in 2014, would have produced significant 
quantities of plutonium as a byproduct of power generation. Although Iran does not have 
the plutonium enrichment facilities to turn such material into a bomb, dealing with the 
issue was one of the top priorities for P5+1 negotiators because of the sheer quantity of 
plutonium Arak could have produced in a short period of time.  

According to the deal, the core of the existing reactor will be removed. The repurposed 
reactor will only produce a tiny amount of plutonium. Iran has also committed not to 
build any more heavy water reactors for 15 years and will sell abroad any excess heavy 
water it does not need for use at Arak.  

Whether it lasts and how history will regard it remain to be seen, but the nuclear 
agreement signed on Tuesday in Vienna by six world powers and Iran promises to have 
a sweeping impact on both the citizens of the Islamic Republic and potentially the 
geopolitics of the entire Middle East. 

Verification and inspections 

http://www.ft.com/cms/s/0/271a104c-296b-11e5-8613-e7aedbb7bdb7.html
http://www.ft.com/cms/s/0/271a104c-296b-11e5-8613-e7aedbb7bdb7.html
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The complete supply chain of Iran’s nuclear complex will be subject to inspection by 
international monitors. This covers a spectrum ranging from facilities that enrich uranium 
to the uranium mines, the plants that produce centrifuge machinery and its storage 
facilities. Iran has agreed to implement and ratify the Additional Protocol of the IAEA, 
which grants inspectors access to declared and undeclared sites. 

Some elements of the inspection regime will last for a quarter of a century. Inspectors 
will have access to Natanz and its research facilities for 15 years, the IAEA will be able 
to verify centrifuge production for 20 years, and production of uranium ore concentrate 
— so-called yellowcake — for 25 years. There will be 130-150 inspectors working in 
Iran within the year.  

One of the biggest sticking points in the negotiation was access to facilities, scientists and 
documents related to military applications of nuclear research. Military or other 
undeclared sites can be inspected under the compromise. But such requests are subject to 
conditions and follow a complex request and approval process.  

If concerns have not been resolved within two weeks of an IAEA request to visit a 
suspect site, the matter will be taken to the joint commission. This body has a week to 
attempt to find a solution or vote to require an inspection. Iran will then have three days 
to comply. In total the process can take 24 days.  

Possible military dimensions 

Iran has committed to fully resolving outstanding issues over the so-called “possible 
military dimensions” to its programme by December. The issue of PMDs has long been 
one of the most sensitive for Iran: the country is reluctant to allow foreign inspectors 
access to its sensitive sites, particularly after a long history of assassinations and 
sabotage.  

More broadly, coming clean on its past research could also involve the admission that it 
has explored militarising its nuclear programme, even though it has always staunchly 
denied doing so.  

Under the agreement, inspectors from the IAEA will now follow a “road map” towards 
producing a full and comprehensive report on all outstanding PMDs by December this 
year. It will entail trips to Iran to interview technical experts as well as supervised site 
visits, including to sensitive bases such as Parchin, the top-secret research facility run by 
the Revolutionary Guard. The road map involves a “clear sequence of activities” 
according to the IAEA’s chief, Yukiya Amano.  
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Production 

Let’s analyze the Iranian oil sector with assuming that the nuclear-related sanctions are 
removed by the US and the International Community. 

• Considering that Iran is one of the last underdeveloped but yet major oil and gas 
country in the world, it will soon become a magnet for the oil and gas multinational 
companies. 

But, investing in such a market will not be without substantial risks. A prospective 
foreign investor faces two major risks with the Iranian oil sector. 

• According to JCPA, all the Iranian nuclear-related sanctions can immediately 
“snapback” in the event of Iran deviating from its nuclear-related commitments. 

• The current low global oil prices have presented a great challenge in economically 
developing new oil projects. 

Despite the high risks, there are a number of reasons why Iran’s oil sector will still be an 
attractive opportunity to the foreign investors if the international sanctions were to be 
removed. 

1. Low Lifting Costs 

For starters, Iran’s oil lifting costs – costs to operate and maintain facilities to pump oil to 
the surface – are low. This is mainly due to a large number of readily available, educated, 
but yet inexpensive young workforce. 

2. Providing Access to Capital 

Iran’s oil and gas reserves are either underdeveloped or not developed at all. According 
to the Oil & Gas Journal, over 60% of Iran’s crude oil production is attributed to the oil 
fields that were discovered before the nationalization of the oil industry in 1951. Despite 
the many recently discovered reserves, the rate of oil and gas developments remains very 
low. The lack of access to capital has hindered Iran to turn all of its discoveries into 
producing assets. This current lack of access to capital will create an attractive 
opportunity for foreign investments. 

3. New International Oil Company (IOC) Contract 

Iran is planning to introduce a new type of oil contract – similar to Iraq’s model – that 
promises to offer higher potential returns with lower investment risks as compared to the 
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old government buy-back program. The new contract is scheduled to be introduced later 
this year. 

4. Providing Access To New Technologies 

According to Business Monitor Intelligence (BMI), the current recovery rates for the 
Iranian oil fields are 20% to 30%. The outdated technologies that are often many decades 
old are the underlying reason for these low recovery rates. Immense opportunities exist 
for the more developed oil and gas corporations to introduce and utilize the modern 
methods of Enhanced Oil Recovery (EOR) in Iran. 

5. Improving Infrastructure 

The upstream infrastructure in Iran is currently underdeveloped and the transparency of 
information is very low. It is a very tedious process to access the right regulatory 
information for the Iranians themselves, let alone the foreign investors. This in turn has 
spawned many unwelcomed cases of corruption within Iran’s oil sector. However, it has 
to be mentioned that Rouhani’s administration – the current Iranian administration – has 
pledged to increase the transparency of vital economic and regulatory information 
pertaining to enhancement of the current economic activities and encouragement of the 
foreign investments. 

Iran’s oil sector is currently underdeveloped but there is a lot of potential for growth. 
Most, if not all, of the multinational energy conglomerates – Shell, BP, and Total to name 
a few – are eyeing Iran as the next goldmine in the global energy market. As Iran’s Oil 
Minister Bijan Zanganeh has mentioned several times, Iran’s oil and gas sector needs 100 
Billion USD in investments over the next five years. Of course, without the official 
removal of the nuclear-related sanctions by the US, it is going to be almost impossible for 
any of the oil and gas majors to make a move into Iran’s market as by doing so they risk 
getting heavily penalized by the US Department of Treasury for breaking the covenant of 
Iran nuclear-related sanctions. 

Let’s dig a bit more into the impact of these nuclear-related sanctions on the Iranian oil 
sector. It comes as no surprise that these sanctions have caused cancellations and delays 
of numerous Iranian oil and gas projects. Corollary to this, Iran’s crude oil production has 
significantly declined over the past three years.  

6. Optimum Geographic Location 

The geographic location of Iran is quite desirable for exporting oil and gas products. Not 
only does Iran bridge Asia and Europe – two of the biggest oil and gas consumers in the 



Middle East Production  Iran 

world – but it also has easy access to the rest of the the world through the Persian Gulf. 
The lifting of sanctions may perhaps, once again, enable Iran to restore itself as the 
trading hub of the region. 

Conclusion 

There is still a long way to go before Iran’s doors can be reopened to the global market. If 
I had to make a prediction, I would say in spite of the currently grim outlook of the 
congressional vote on the JCPA, I believe that the Congress will ultimately end up 
approving the JPCA. We have to remember that the U.S. is not the only country in this 
agreement. There are five other major countries – United Kingdom, France, Germany, 
Russia, and China – that have signed the JCPA. 

It is important to note that the reason the U.S. sanctions were very detrimental to the 
Iranian Economy was because of the international collaboration and support behind the 
sanctions. If Congress were to reject the JCPA now – especially with Iran agreeing to a 
comprehensive reduction of its nuclear proliferation activities – the International 
Community is very unlikely to follow the US’s foot steps. More prosaically, considering 
the current economic climate of the EU and the rapid slow down of the Chinese 
economy, the International Community is more likely to support the termination of the 
Iran’s nuclear-related sanctions. Understandably, the International Community would like 
to boost the global economy by trading with Iran, arguably one of the largest untapped 
markets in the world. This prediction is, of course, based on the assumption that Iran will 
continue to comply with its commitments while the JCPA is in effect. 

As for the multinational oil and gas corporations, I do not believe any of them will make 
any moves before the congressional vote is official. Even then, I doubt any of them will 
make any firm commitments to the Iranian market before all the nuclear-related sanctions 
are   
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Crude Reserves 

Iran has selected 45 oil and gas projects to show international companies at a conference 
in London in December when new oil contract models will be discussed ahead of 
exploration auctions to double the country’s crude output. 

The projects, including oil and gas exploration, will be discussed along with details of a 
new oil contract model at the Dec. 14-16 conference, Mehdi Hosseini, chairman of Iran’s 
oil contracts restructuring committee, said in an interview in Tehran. Iran hopes to boost 
crude production to 5.7 million barrels a day, he said. 

The Persian Gulf nation’s output was 2.85 million barrels a day in July, according to 
estimates compiled by Bloomberg. Oil producers such as BP Plc and Royal Dutch Shell 
Plc have expressed interest in developing Iran’s reserves, the world’s fourth-biggest, 
when sanctions are removed following last month’s nuclear agreement with world 
powers. 

“We will define projects in the oil and gas sector as much as feasible and necessary since 
we believe this sector will bring wealth and economic development,” Hosseini said. “As 
far as this conference is concerned, we have defined around 45 projects which include 
exploratory blocs at varying development costs.” 

Iran may give companies two to three months to decide whether to bid on the projects, he 
said. “The exact length will be decided by the time of the conference.” Shortly after that, 
Iran will call for bids, he said. 
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“We consulted with almost all medium and major oil companies over our contractual 
contents and projects. And the feedbacks have been positive,” he said. 

New Contracts 

Iran will adopt “risk service contract” models which will offer investors payback in the 
form of cash or oil allocation, he said. They won’t be allowed to claim ownership of the 
country’s energy reserves, he said. 

“They would resemble production sharing but with different characteristics,” he said. 
“The international oil company, or the investing company, would be accepting certain 
risks in view of which it would be entitled to a portion of the oil thus produced. Or the 
reward of that risk is a share/portion of the oil.” 

Iran’s production costs are $8 to $10 a barrel so, “our projects will be attractive to 
investors,” Hosseini said. Falling oil prices are in Iran’s interest at this point because high 
prices encouraged uneconomical fields, he said. 

“The drop in prices from $100 a barrel to around $50 a barrel now is only in the short 
run,” Hosseini said. “Looking at the international oil industry over the long-run, the 
demand will rise and so will the prices.” 

Pending the end of sanctions, Iran wants to boost oil production to about 15 percent of 
the Organization of Petroleum Exporting Countries’ output, or more than 4 million 
barrels a day, he said. “As OPEC’s share increases so does our share and we will need to 
build capacity. As a preliminary goal in the short run we plan to produce 5 million barrels 
a day and then go from that to 5.7 million barrels a day.” 
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Iraq 

 Production 

Output Climbs 

August 12, 2015 | By Bloomberg  

Iraq’s crude production climbed to all-time high in July with record exports from 
southern terminals mostly unscathed by Islamic State militants.  Output in OPEC’s 
second-largest crude producer rose to 4.18 million barrels a day last month from 4.15 
million in June, according to IEA monthly report on Wednesday. Giant fields in south 
cranked out record Basra crude exports of 3.06 mbd, up about 40,000 barrels from June. 

Iraq needs to keep increasing oil production because lower oil prices have curbed 
government revenue at a time when Islamic State militants captured parts of Iraq’s north 
last year.  Exports in shipments from the north of Iraq through port of Ceyhan on 
Turkey’s Mediterranean coast dipped 50,000 barrels a day to about 520,000 barrels a day. 
The drop was due to rising tension between the central government and the self-ruled 
Kurdish regional authorities in the north over oil payments and after an attack at the end 
of July on an export pipeline inside Turkey, it said. Exports resumed on Aug. 6. 

International oil companies operating KRG’s oil fields have not received revenue from 
exports since late last year, although they have received some cash for domestic sales, the 
IEA said. 

Kurdistan 

LONDON—International oil companies working in Iraqi Kurdistan will begin receiving 
monthly payments in September for the crude-oil they produce and export, for the first 
time since December, the semiautonomous region’s government said on Monday. 

The development marks the first good news in months for U.K. oil producers like Genel 
Energy GENL -3.46 % PLC and Gulf Keystone Petroleum Ltd. GFKSY -3.08 % 
and Norway’s DNO AS DNO -3.44 % A, whose bets on Kurdistan had soured as they 
pumped around 300,000 barrels a day in the first half of the year without payment for 
exports. The companies and analysts have said they are owed more than $1 billion.Their 
shares soared on Monday. Gulf Keystone rose 27.6%, while DNO was up 26% 
and Genel rose 11.6%. 

http://fuelfix.com/blog/author/bloomberg/
http://quotes.wsj.com/UK/XLON/GENL
http://quotes.wsj.com/UK/XLON/GENL
http://quotes.wsj.com/UK/XLON/GENL
http://quotes.wsj.com/GFKSY
http://quotes.wsj.com/GFKSY
http://quotes.wsj.com/GFKSY
http://quotes.wsj.com/NO/XOSL/DNO
http://quotes.wsj.com/NO/XOSL/DNO
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The news comes as Iraq is exporting record levels of crude oil in a furious bid to 
maintain market share during a period of low oil prices and keep its treasurys full 
for its war against Islamic State, which occupies much of the country 

The Kurdistan Regional Government said it would fund the payments from its 
controversial direct crude oil sales from Turkey’s Mediterranean oil terminal Ceyhan, 
where Kurdish and northern Iraq oil is sent via pipeline. The KRG is supposed to sell its 
oil through Iraq’s state company but began ramping up its independent sales of oil 
through Ceyhan after a pricing disagreement. 

The KRG exported an average of around 570,000 barrels a day in June through the 
pipeline to Ceyhan, it said last month. 

Those disagreements, along with an expensive fight with Islamic State, previously had 
been cited as obstacles to paying the oil companies. 

The government said the payments will initially cover Genel, Gulf Keystone and DNO’s 
ongoing expenses, but will increase as exports from the region rise in early 2016. 

ISIL 
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Syria 

Airstrikes 

Members of the US-led coalition against Islamic State have called on Russia to cease air 
strikes they say are hitting the Syrian opposition and civilians.  In a joint statement on 
Friday, the US, UK, Turkey and other coalition members said Russian strikes would 
"only fuel more extremism".  

Alexei Pushkov, the head of the foreign affairs committee in Russia's parliament, added 
that the US had only "pretended" to bomb IS and promised that Russia's campaign would 
be much more effective.  The Russian Air Force began air strikes in Syria on Wednesday.  

The Syrian military says that Russia carried out a total of 18 air strikes since Thursday 
evening. It said that several of these were in Hama and Idlib, provinces with little Islamic 
State presence.  The Russian Defence Ministry said it had attacked the IS stronghold of 
Raqqa on Thursday. Activists report that at least a dozen IS fighters had been killed there.  

 

Why? What? How? - Five things you need to know about Russia's involvement 

What can Russia's air force do? - The US-led coalition has failed to destroy IS. Can 
Russia do any better? 

Media offensive - What does the campaign look like through the lens of Russian media? 

Inside an air strike - Activist describes 'frightening Rusian air strike' 

The warning from members of the US-led coalition came as the French and Russian 
presidents met in Paris. The meeting was called to discuss peace efforts in Ukraine, but 
these are expected to be overshadowed by Syria.   The Syrian opposition and others have 
suggested rebel factions opposed to Syrian President Bashar al-Assad - the Kremlin's ally 
- are bearing the brunt of the Russian attacks. 

http://www.mfa.gov.tr/no_-267_-02-october-2015_-joint-declaration-on-recent-military-actions-of-the-russian-federation-on-syria.en.mfa
http://www.bbc.co.uk/news/world-middle-east-34416519
http://www.bbc.co.uk/news/world-asia-34411477
http://www.bbc.co.uk/news/world-europe-34411653
http://www.bbc.co.uk/news/world-middle-east-34419768
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French President Francois Hollande, using an Arabic acronym for IS, said it was 
important that "the strikes, regardless of who is carrying them out, target Daesh and not 
other groups".   Russian Foreign Minister Sergei Lavrov, speaking at the UN in New 
York, said Russia would also fight other terrorist groups including the al-Nusra Front - an 
al-Qaeda affiliate.  

He said this position was the same as that of the US-led coalition which has been carrying 
out air strikes in Iraq and Syria for the past year.  "We are not supporting anyone against 
their own people. We fight terrorism," he said.  Mr Lavrov said the targets were selected 
"in co-ordination with the Syrian army". 

The Pentagon and Russia had their first conversation on Thursday to ensure there were no 
accidental clashes between their aircraft in Syria. 

But Washington expressed concerns that Russia did not appear to be targeting IS-held 
areas. 
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"Carrying out indiscriminate military operations against the Syrian opposition is 
dangerous for Russia," White House spokesman Josh Earnest said. 

"It is only going to prolong the sectarian conflict inside Syria, if not make that conflict 
indefinite, and it also risks Russia being drawn even more deeply into that conflict." 

The joint coalition statement alleged that the strikes had caused civilian casualties but 
Russia says its warplanes have avoided civilian areas. 

Rights groups have also accused the US-led coalition against IS of causing dozens of 
civilian deaths in air strikes. 

 

Syria's civil war 

 

 What's the human cost? 

More than 250,000 Syrians have been killed and a million injured in four-and-a-half 
years of armed conflict, which began with anti-government protests before escalating into 
a full-scale civil war. 

And the survivors? 
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More than 11 million others have been forced from their homes, four million of them 
abroad, as forces loyal to President Assad and those opposed to his rule battle each other 
- as well as jihadist militants from IS and other groups. Growing numbers of refugees are 
going to Europe. 

How has the world reacted? 

Regional and world powers have also been drawn into the conflict. Iran and Russia, along 
with Lebanon's Hezbollah movement, are propping up the Alawite-led government. 
Turkey, Saudi Arabia and Qatar are backing the Sunni-dominated opposition, along with 
the US, UK and France. 

Diplomacy and Oil:  

Geopolitics May Change Oil Outlook Dramatically Again 

Posted on August 18, 2015 | By Amy Myers Jaffe  Fuel Fix 

As tCongress gears up to debate the merits of the nuclear deal signed between Iran and 
the P5+1 powers last July , the Obama Administration is working overtime to get Mideast 
diplomacy off the ground to prove that the politically controversial deal is paying the way 
for a better Middle East. The effort, if successful, could have large implications for global 
oil markets, now facing a major price collapse. 

Last week, a flurry of activity including high level meetings between top diplomRussian 
and Saudi diplomats, Iran’s foreign minister Javad Zarif and Syrian President Bashir al-
Assad and Iranian and Lebanese officials.   The blogosphere was buzzing with rumors, 
including one that Riyadh and Tehran are agreeing on a formula that would restrict 
Hezbollah back to Lebanon, cordon Bashir al-Assad off to a limited titular role and begin 
serious negotiations for an inclusive political transition in Syria.  

One report on the deal purports an Iranian proposal that encompasses a cease fire and 
full-scale, free elections in Syria. Russia added to momentum to positive prognostication 
when Fyodor Lukyanov, chairman of a council that advises the Kremlin on foreign policy 
uttered a more lukewarm support for Assad in an interview with the New York Times, 
proclaiming “Saudi still believes that Assad should go, but now they are a little less sure 
that the alternative will be better…Russia still believes he should stay, but cannot ignore 
that the general situation is changing, that the strategic position of Syria is much worse 
now than before.”  

http://fuelfix.com/blog/author/amymyersjaffe/
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But today’s rhetoric out of Russian-Iranian public announcements is unchanged in 
rejecting calls for Assad to step down as the head of Syria so hard to know if a 
meaningful deal can really be achieved. Zarif said at a press conference in Moscow, “The 
Syrians must themselves decide their fate, their future, while foreign states should only 
make this easier.”  To date, the complex conflict has defied any and all attempts at a 
peace conference or cease fire. 

From the United States point of view, positive movement on the Syrian front would 
permit a very key development. Turkey, Saudi Arabia, the United States, Iran and Russia 
could all come together in a concerted effort to stop the Islamic State (ISIS). 

But for oil markets, most interestingly, it would lay the groundwork for Saudi Arabia and 
Iran to work more cooperatively inside (OPEC). A surprisingly resilient U.S. oil 
production from shale, combined with the cloudier outlook for China’s economy, means 
OPEC would have its work cut out for it to bring prices back to the lofty levels seen in 
2014. Analysts agree that a Saudi gesture to pull back its high production would at least 
give markets reprieve from the current free fall. Sources say Saudi Arabia may be 
inclined to consider an OPEC floor price $60 to $65 a barrel, were Iran’s actions in Syria 
demonstrate a serious commitment to a peace process. Any Saudi move would likely 
require real progress on the ground in Syria, not just on paper. 

So far, oil markets are ignoring signs that diplomacy is intensifying. Instead, “lower for 
longer” is becoming the catch phrase for 2016 and puts are being placed at $35 a barrel 
West Texas Intermediate, now that  $45 has been breached. The International Energy 
Agency (IEA) reported last week that despite strong demand, the oil market oversupply 
will extend into 2016. The IEA revised its demand forecast for 2015 upwards to 1.6 
million b/d but said that an overhang of 3 million b/d of oil will persist into the first half 
of 2016. The IEA report said non-OPEC oil production is still on the upswing of over 1 
million b/d, though down from last year’s 2.4 million b/d. 

For U.S. shale producers, the summer oil price downturn will test abilities to cut costs. 
There seems to be no end of investors willing to throw a few more dollars at shale oil 
producers. Financial markets and private equity firms still have an appetite for corporate 
bonds and other facilities on offer to cash in ahead of the expected rebound in oil prices, 
whenever it happens. Rather than the wave of bankruptcies predicted if oil prices went 
below $50 a barrel, shale producers still seem resilient, saying that they can keep going 
given hedges and rising productivity. 
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There seems to be some evidence that experienced wildcatters, figuring $100 oil would 
never last, had produced some of the more marginal acreage first, and are now, given oil 
price pressures, shifting to areas where unit costs can be better controlled. All this will 
mean that even if Saudi Arabia and Iran can reach a truce in Syria that holds, OPEC will 
still have its work cut out for it in fashioning a production quota sharing deal that will 
move prices back to target levels this year. The producer organization may have to 
position itself in a more forward looking, longer term strategy to capture market share 
when the supply hole comes from tightening budgets for oil sands, Arctic and deepwater 
drilling in the next three to five years 

Saudi Arabia 

 

1. February worldwide oil supply remains relatively flat at 92.3 million 
bbl/d as Saudi Arabia doesn’t use swing capacity of 2.1 million bbl/d. 
Saudi is the only Country that doesn’t produce at full capacity. All 
other countries produce to full capacity except Iran due to sanctions. 

 

 

 

 

Russia 

6. Russia was the third-largest producer of liquid fuels in 2012, following 
the United States and Saudi Arabia. During that year, liquid fuels 
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production averaged 10.4 million bbl/d. In Dec, 2014 Russia’s oil 
production peaked at 10.667 million bbl/day. 

 

7. Current March 2015 output is estimated to be 10.5 million bbl/d.  
Actual hard data for Russia is always a challenge.  

 

8. Given the impact of low prices and the absence of any large projects 
expected to come online, oil production in Russia will drop by 
800,000 barrels a day by then end of 2016. (source d) This equates 
to a 4% annual decline which is ½ of expected the “natural” decline of 
mature, conventional oil fields in the 8% per year.  To achieve 4% 
decline additional new drills, workovers or other decline flattening 
activities must occur.  

 

 

Iran 

9. Iran's exports of crude oil and condensate dropped from 2.5 million 
bbl/d in 2011 to 1.1 million bbl/d in 2013 because the United States 
and the European Union tightened sanctions that targeted Iran's oil 
exports. The largest buyers of Iranian crude and condensate are 
China, India, Japan, South Korea, and Turkey. 

 

10. Iran is the second-largest oil-consuming country in the Middle 
East, second to Saudi Arabia. Over the past few years, Iran has 
expanded its domestic refining capacity to meet growing domestic 
demand, particularly for gasoline. Almost all of Iran's domestic oil 
consumption was of locally produced products.  (Source f) 

 

Iraq 

11. From August to December, Iraq's production grew by almost 
600,000 bbl/d, reflecting increased output from fields in southern Iraq 
and in the Iraqi Kurdistan Region following infrastructure expansions 
and a partial recovery in northern Kirkuk production. In December, 
Iraq's crude oil production reached 3.75 million bbl/d, the highest 
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amount on record. 
12. In December, Iraq's central government and the KRG reached 

a deal on oil exports and revenues, which could facilitate significant 
increases in production and exports from northern fields. 
Notwithstanding this agreement, the threat of ISIL on northern 
production and exports is still present. Barring any major supply 
disruption, EIA expects that Iraq will continue to be the largest source 
of production growth within OPEC over the next two years. (source e) 
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Terrorist Groups 

 

ISIS 

 

Al-Quaeda 

 

Lone Wolfs 

OPEC 

by Mark Shenk 

July 31, 2015 — 12:17 PM EDT Updated on July 31, 2015 — 3:15 PM EDT  

OPEC crude output declined this month as Iraqi production slipped from a record in June. 

OPEC output decreased 362,000 barrels to 32.107 million a day this month, according to 
a Bloomberg survey of oil companies, producers and analysts. Last month’s total was 
revised 335,000 barrels higher, to 32.469 million a day, because of changes to the Saudi, 
Kuwaiti, Angolan and Nigerian estimates. 

Brent crude relapsed into bear market this week on speculation that global supply glut 
will grow. OPEC agreed on June 5 to retain its collective output target of 30 million 
barrels a day, a level exceeded for 14 months, according to data compiled by Bloomberg. 

“Prices are going to remain under pressure because output is near record levels in several 
OPEC countries,” John Kilduff. Iraqi production dropped 194,000 barrels a day to 4.194 
million this month, according to the survey. Iraq, OPEC’s second-biggest producer, was 
responsible for more than half of the total decline this month. Exports from the south of 
the country through the Persian Gulf rose to a record while there was a larger dip in 
shipments from the north through the port of Ceyhan on Turkey’s Mediterranean coast. 

http://www.bloomberg.com/authors/AC7NyxvoVZ0/mark-shenk
http://www.bloomberg.com/%5C%5Cwww.opec.org%5Copec_web%5Cen%5Cindex.htm
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Saudi Summer 

Saudi Arabia increased output by 70,000 barrels a day to 10.57 million in July, the most 
in monthly Bloomberg data going back to 1989. Fuel consumption in Arabian peninsula 
peaks in the summer months, when high temperatures lead to increased use of air 
conditioners. 

Iranian production was steady at 2.85 million.  The nation pumped more than 3.1 mbd 
from 1991 until July 2012, when additional sanctions were imposed on the Islamic 
republic to curb its nuclear program. 

After its nuclear accord with world powers this month, Iran will focus on regaining 
market share it lost due to sanctions, regardless of the impact on prices, Oil Minister 
Bijan Namdar Zanganeh said July 20 in Tehran. The nation is seeking to produce almost 
4 million barrels a day within seven months of sanctions being removed, expanding to 4.7 
million as soon as feasible after that, Zanganeh said. 

Libyan output slipped 20,000 barrels a day to 380,000 this month. The country’s current 
output is about a third of what it was before the 2011 rebellion that ended Muammar 
Qaddafi’s 42-year rule. 

This is the second in a series of political risk and prediction blog posts derived 
from Dr Aziz's upcoming political comic book, The Global Kid (note: 100% of 
sales will go to global education non-profits that help youth reach their potential). 

In recent years, everyone from Citigroup to the Brookings Institution and 
Wikileaks has predicted Saudi Arabia -- the world's biggest oil exporter -- will face 
an oil shortage by 2030. More recent estimates suggest this could happen by 2020. 
The reality is the country isn't even the world's biggest crude oil producer anymore 
(America took over the lead in 2014). Is Saudi Arabia prepared for its potential oil 
crisis and the significant social instability it will cause within its own borders? Yes 
and no -- and ISIS is standing ready to exploit this inconsistency. In fact, ISIS may 
even expedite this oil crisis in its ongoing quest to destabilize Saudi Arabia. 

PREPARING FOR THE OIL CRISIS, SORT OF 

Local energy demand has soared in part due to Saudi Arabia's population increase 
by 17 per cent in the past 10 years. The government has responded sensibly, 
exploring oil alternatives for domestic energy use. In April, Prince Abdulaziz bin 

http://www.bloomberg.com/news/2012-09-04/saudi-arabia-may-become-oil-importer-by-2030-citigroup-says-1-.html
http://www.brookings.edu/blogs/markaz/posts/2015/07/02-saudi-energy-subsidies-hino
http://www.theguardian.com/business/2011/feb/08/saudi-oil-reserves-overstated-wikileaks
http://www.newsmax.com/Finance/StreetTalk/Evans-Pritchard-Saudi-Arabia-existential-crisis/2015/08/06/id/665818/
http://business.financialpost.com/news/energy/saudi-arabia-faces-existential-crisis-after-its-misjudged-gamble-on-oil
http://www.bloomberg.com/news/articles/2015-06-10/u-s-ousts-russia-as-world-s-top-oil-gas-producer-in-bp-report
http://oilprice.com/Energy/Crude-Oil/Could-ISIS-Attack-Saudi-Oil.html
http://www.bbc.co.uk/news/world-europe-30061109
http://gulfnews.com/business/analysis/saudi-arabia-s-soaring-domestic-energy-consumption-1.1559918
http://www.energyandcapital.com/articles/saudi-oil-consumption-could-drain-their-massive-supply/4922
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Salman, deputy minister of petroleum and mineral resources, noted the 
government's commitment to curbing growing energy consumption by a fifth by 
2030 through its Saudi Center for Energy Efficiency. In June, Saudi Oil Minister 
Ali al-Naimi said "we recognize that eventually ... we are not going to need fossil 
fuels" thanks to solar power. 

This sounds like a step in the right direction. But will this preparation be sufficient 
if the oil crisis hits sooner than the 5-15 year estimate? Probably not. First, the 
reality is that the crisis could be expedited thanks to ISIS' growing presence in 
Saudi Arabia. ISIS' most recent attack came on August 6 with a suicide bombing 
on a police compound mosque and the extremist group has unsurprisingly vowed 
more. To further destabilize the country, it is plausible ISIS will attack oil facilities 
-- much like al Qaeda did in past years (note: in 2006, it attacked the Eastern 
province's Abqaiq oil processing facility). 

Second, when the oil crisis hits, social instability will be significant. Let's not 
forget that Saudi Arabia currently derives over 45 percent of the country's GDP, 80 
percent of its budget revenue and 90 percent of its export earnings from oil. With 
an ISIS-expedited oil crisis, the government will not be in a position to provide the 
same level of social welfare to its citizens that it has historically. This is a problem 
that will logically create bursts of unrest in a way the country has not yet 
experienced. And sensitive social groups -- including unemployed youth, women 
and Shias -- will be even more frustrated, likely feeling even more excluded from 
the government's policies and the country's diminishing wealth. 

ISIS AND SENSITIVE SOCIAL GROUPS  

Look for recurrent social tensions involving these sensitive groups to resurface in a 
significant way when the oil crisis hits -- and for ISIS to try to exploit their 
frustration. Consider youth who even today are increasingly becoming more vocal 
against their government -- so be it on YouTube and Twitter. If we factor in that 
youth unemployment stands at over 30 percent and an expedited oil crisis then 
gives them less social welfare, it's only logical that ISIS will try to benefit. Let's 
not forget that more than 2,000 Saudi nationals have already joined ISIS to fight in 
Syria and Iraq. In July, the Interior Ministry announced it had arrested 400 
suspected members of ISIS, including those who recruited youth via Twitter and 

http://www.arabnews.com/news/715506
http://www.reuters.com/article/2015/05/21/us-saudi-oil-climate-idUSKBN0O61Y520150521
http://time.com/3989670/isis-vows-attacks-saudi-bombing/
http://news.bbc.co.uk/2/hi/middle_east/4747488.stm
https://www.cia.gov/library/publications/the-world-factbook/geos/sa.html
https://www.cia.gov/library/publications/the-world-factbook/geos/sa.html
http://www.al-monitor.com/pulse/originals/2014/04/saudi-protest-youtube-social-media-economy.html
http://edition.cnn.com/2013/09/05/world/meast/twitter-campaign-highlights-poverty/
http://www.al-monitor.com/pulse/originals/2013/01/saudi-arabia.html
http://www.ibtimes.com/saudi-arabias-youth-unemployment-problem-among-king-salmans-many-new-challenges-after-1793346
http://www.cnbc.com/2014/10/15/youth-unemployment-in-rich-middle-east-a-liability-wef.html
http://www.ft.com/cms/s/0/29a6f058-8a68-11e3-9c29-00144feab7de.html
http://www.bloomberg.com/news/articles/2014-06-15/jihadis-recruitment-drive-in-riyadh-revives-biggest-saudi-threat
http://www.bbc.com/news/world-europe-30061109
http://www.buzzfeed.com/emaoconnor/saudi-arabia-arrested-hundreds-of-isis-suspects#.wapK4qyB6
https://www.middleeastmonitor.com/news/middle-east/14758-saudis-most-likely-to-join-isis-10-of-groups-fighters-are-women
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propaganda sites. Last August, Saudi police arrested eight people suspected of 
recruiting youth to join ISIS. 

As for women, there has been some positive momentum given gender employment 
reforms by the late King Abdullah Abdulaziz. But the reality is 60 percent of the 
country's jobless are female and the unemployment rate for women is over 30 
percent. Some women have on occasion staged sit-in protests outside government 
offices over their jobless plight. Expect more if an oil crisis hits. And given that al 
Qaeda has attempted to recruit Saudi women online, as recent as last year, it is 
plausible for ISIS to target this increasingly frustrated group as well. 
 
As for the Shia minority who has historically felt persecuted by the government, 
there will undoubtedly be more protests and instability. This is mostly because of 
ISIS' larger goal to create a major sectarian war in Saudi Arabia - back in May, 
ISIS attacked two Shia mosques in a two-week time period. And it has repeatedly 
called for Saudi Sunni youth to "kill" Shias in their borders. The Shia minority has 
since formed civil defence groups to protect themselves and even the Saudi 
authorities have boosted security in the Shia-populated Eastern Province as a 
precautionary measure. But with an oil crisis, naturally expect more instability 
surrounding this group - ISIS' targeted attacks on this group will only increase 
amid rising instability in the country. 

HOW TO PREP NOW FOR THIS EXPEDITED OIL CRISIS  

Many have said it before, but let's spell it out again: 
Step 1: Diversify the Economy! 
The good news is that Saudi Arabia's leaders are already clued in on this. There 
have been legitimate efforts to develop the private sector, including 
telecommunications, entrepreneurship and power generation to reduce the 
economy's oil dependence. But will this be sufficient, especially if the oil crisis hits 
sooner than expected?  

Step 2: Create Non-Oil Sector Jobs 
These new industries in the private sector will of course lead to new jobs. But the 
key will be to make sure they are being offered to unemployed youth, women and 
Shias. Make them see they are part of the country's new economic path. 

http://www.businessinsider.com/saudi-arabia-isis-recruiters-2014-8?IR=T
http://fortune.com/2015/08/10/women-saudi-arabia/
http://www.bloomberg.com/news/articles/2015-08-10/saudi-women-are-joining-the-workforce-in-record-numbers
http://www.arabnews.com/news/560096
http://riyadhconnect.com/sit-in-protest-by-unemployed-saudi-woman/
http://en.alalam.ir/news/1577640
http://www.bbc.co.uk/news/world-middle-east-27619309
http://www.bbc.co.uk/news/world-middle-east-32993720
http://www.bbc.co.uk/news/world-middle-east-32843510
http://www.bbc.co.uk/news/world-middle-east-32929928
http://en.abna24.com/service/middle-east-west-asia/archive/2015/06/01/693210/story.html
http://www.haaretz.com/news/middle-east/1.658821
http://www.ft.com/cms/s/0/0d8f8b98-079c-11e5-a58f-00144feabdc0.html#axzz3iQxqLXp9
http://globalpublicsquare.blogs.cnn.com/2014/08/07/how-saudi-arabia-can-avoid-an-energy-crisis/
http://www.bbc.co.uk/news/world-middle-east-27619309
https://www.cia.gov/library/publications/the-world-factbook/geos/sa.html
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Step 3: Publicize these Policies  
Any non-oil job creation strategies need to be actively publicised to these sensitive 
social groups. This communication will help reduce their likely sense of alienation 
from government policies. Educate all citizens about this notable shift in policy 
and economy away from oil dependence and towards new industries and 
entrepreneurship. 

The bottom line is this shift away from oil dependence will ultimately serve the 
country and its citizens well when the predicted oil crisis finally hits. Because this 
crisis may occur sooner than we think -- thanks to ISIS' growing presence in Saudi 
Arabia -- the government must act now. 

Risk Analysis 

Morteza Soleymannezhad , 

 

Morteza Soleymannezhad , 

http://www.forbes.com/sites/mortezasoleymannezhad/
http://www.forbes.com/sites/mortezasoleymannezhad/
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