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Oil price in downward spiral 
 
Since the OPEC decision at the end of November, oil 
prices have come under further significant pressure, with 
the price of the key benchmark varieties Brent crude and 
WTI falling back below 60 dollars for the first time in 
five years. 
 
A combination of unexpectedly weak global demand 
and overproduction are seen as the main reasons for the 
current price slump. Despite the recent price falls on the 
global oil markets, OPEC, the Organization of the Petro-
leum Exporting Countries, will not be cutting its com-
bined production target of 30 million barrels per day. 
This was the agreement reached by the energy ministers 
of the twelve member countries. The Gulf States, seen as 
the cartel’s core members, evidently prevailed against 
countries such as Venezuela and Iran which had come 
out in favour of production cuts in the run-up to the meet-
ing. 
 
OPEC changes tack 
After a price correction of this magnitude, OPEC, led by 
Saudi Arabia, would normally have begun to slash its 
output in an effort to shore up prices. This time, though, 
they have been willing to accept lower prices. While the 
price plunge will certainly be painful for Saudi Arabia 
and the neighbouring Gulf states – the United Arab 
Emirates and Kuwait – these countries can still cope with 
lower prices. OPEC heavyweight Saudi Arabia, for 
example, has financial reserves totalling USD 735 bil-
lion. By contrast, members outside the Gulf region de-
pend on higher oil prices to finance their own national 
budgets. This means there is the potential for conflict 
within OPEC if oil prices continue to fall. 
 
US shale oil boom continues 
For a long time, the members of the powerful export 
cartel were not sure how to deal with the growing com-
petition from US shale oil. US crude oil production is 
now at a 30-year high because new production tech-
niques such as fracking have opened up previously 
inaccessible reserves. There has been impressive growth 
in the three major oilfields Permian Basin, Eagle Ford 
(both in Texas) and Bakken in North Dakota. Since 
2010, these oilfields have seen their production volume 
increase by 3 million barrels per day, which is equiva-
lent to the total production of Venezuela. 
 
 
 
 

US crude oil production at 30-year high 
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How far could oil prices fall? 
The prospect of an oversupply of around 1.5 million 
barrels per day in the first half of 2015 is putting pres-
sure on prices. The oil market does not yet appear to 
have found a new equilibrium. Or at any rate, this is the 
conclusion that can be drawn from the extensive specula-
tive positions on the futures markets. Short-term exagger-
ations in the price movement therefore cannot be ruled 
out. The focus here is on one question: at what price 
level will the rise in US shale oil production start to lose 
momentum? The oil cartel appears to be waiting for such 
a slowdown in growth. It is unlikely to depart from its 
current strategy before its next meeting on 5 June 2015. 
The only exception would probably be if prices were to 
embark on a further freefall, which would significantly 
increase the pressure on some OPEC countries. Until 
then, the supply situation on the oil markets will remain 
comfortable, which should keep prices down for the time 
being. 


