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OPEC: An agreement is finally reached
Marcial Nava

The OPEC member countries met in Algeria from September 26 to 28. The goal was to lay the foundations
for an agreement to reduce oversupply on the market and raise oil prices. The negotiations ended with a
consensus to withdraw 750,000 barrels of crude a day from the market, which would place the cartel's total
output at 32.5 million barrels a day, a figure similar to that registered at the beginning of the year. The details
on the extent of the cut that will correspond to each country will be announced in November during the
plenary meeting to be held in Vienna. The decision took the markets by surprise, as they expected a repeat
of the failure to reach en agreement during the first half of the year.
Under pressure by the strong deterioration in their public finances and the need to implement increasingly
drastic and unpopular adjustments, Saudi Arabia relaxed its stance toward Iran, Libya and Nigeria to the
point that these countries will likely not be forced to cut their output, which has been reduced by violence in
the case of Libya and Nigeria and, in the case of Iran, by the application of economic sanctions prior to the
nuclear agreement between this country and the international powers.
Meanwhile, Iran's relative position in the negotiations improved. Its output has increased significantly and
stands at around 3.6 barrels a day, just 400,000 barrels below the level prior to the application of economic
sanctions. The country enjoys a comfortable fiscal situation thanks to the reforms implemented in 2012 and
2013 to address those sanctions and its economy could grow by 4% this year according to the International
Monetary Fund. This enabled it to secure concessions from Saudi Arabia, a powerful opponent, but more in
need of reaching an agreement. Meanwhile, Russia, which acted as an intermediary between the two rivals,
has expressed its willingness to adjust its output once the OPEC's agreement is implemented.
Will the OPEC's cut in itself be enough to reverse the current environment of low oil prices and give some
breathing space to producer countries inside and outside the organization? Probably not. The withdrawal off
750,000 a day from the market could not be enough in a context where the output of the main OPEC
members, in addition to Russia, is at all-time highs. Large-scale projects such as Kashagan in Kazakhstan
are about to resume operations, while U.S. production could recover quickly, as suggested by the recent
increase in the number of drilling platforms.
Moreover, the expect trend in demand represents an added problem for producer countries. The main
agencies in charge of analyzing the oil market agree on the likeliness of a slowdown in the growth of
demand in the short term. This reduction comes mainly from Asia, where lower economic growth and
weather phenomena will have a negative impact on the demand for fossil fuel.
From a long-term perspective, the challenges are even greater. Some analysts have raised the possibility
that the demand for oil would be about to reach a peak level as a result of the increasingly more efficient use
of energy, the rebalancing of the Chinese economy and the resulting deceleration of its industrial base, the
efforts to decarbonize the global economy and the development of electric vehicles. In this context there
could be a decline in the demand for crude, to the benefit of other sources of energy such as natural gas and
renewable energy.
Oil producer countries, inside and outside the OPEC, will celebrate the agreement reached on September

1/3

www.bbvaresearch.com

Press Article
03 Oct 2016
28. However, the sensation of victory will be short-lived. The energy market is changing quickly and heading
for greater diversification. The years of oil as the leading fuel and the OPEC as a price stabilizer are coming
to an end. And its members know this.
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This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses data,
opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit,
regarding its accuracy, integrity or correctness.
Estimations this document may contain have been undertaken according to generally accepted methodologies and should be
considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.
This document and its contents are subject to changes without prior notice depending on variables such as the economic context or
market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of
any kind.
In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under
no circumstances should they base their investment decisions in the information contained in this document. Those persons or entities
offering investment products to these potential investors are legally required to provide the information needed for them to take an
appropriate investment decision.
The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases
where it is legally permitted or expressly authorized by BBVA.
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