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OPEC+ meets this week amid
enormous geopolitical tensions

following Russia’s invasion of Ukraine.

With the conflict involving one of
the world’s largest oil exporters—
Russia accounts for around 12% of
global oil exports—oil markets have
moved to price in substantial supply
insecurity. Front month Brent futures
have pushed back up above $100/
bl and with sanctions from the US,
EU, UK and others tightening on
Russia, the country is likely to have
material challenges in exporting oil.
We expect that OPEC+ will endorse
its plan to increase production for
April by 400,000 bd. In terms of ol
market balances, conditions now are
essentially the same as they were a
few weeks ago. Balances are tight,
helping to keep spot prices high and

supporting a wide backwardation
in the futures curve. Russian oil
and gas exports have not been
directly targeted by sanctions,
though the threat of financial
penalties may discourage trade
in Russian commodity exports.
Differentials for Urals, a major
export grade of Russia crude,
have moved to as much as $9/

bl below spot Brent futures, its
widest discount on record. It is
worth remembering that Russia
remains part of OPEC+ and is the
second largest producer in the
alliance after Saudi Arabia. Its
share of total production quotas
is set to increase from May this
year when new baseline levels are
applied. But the country is already
producing up against its capacity

limits, having fallen short of
production quotas in the last
two months. The IEA estimates
Russia’s sustainable capacity
at 10.2m bd, around 200,000
bd higher than its January
production levels. OPEC+ will
also need to consider the flow
of negotiations around the
resumption of the JCPOA, the
[ran nuclear deal. The impetus
for reaching an agreement is
now more urgent given how
high oil prices are feeding into
inflation pressures globally. Iran
has more scope to increase
production than Russia likely
does and higher output from
the country could help to
dampen down prices.

(Source: Emirates NBD Research)
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How vulnerable does the war in Ukraine leave India in terms of flow of oil?

We are not so worried about the physical supply of oil because that will continue. Less than 2% of
our energy imports come from Russia. The issue for India is when oil prices go above $72, because
our budget is based on that. It affects our fiscal discipline, fiscal deficit, the value of the Rupee and
practically everything because we are an oil economy.

Will we see demand erosion if oil settles solidly around $100?

Our economy is going back to a 9% growth rate, and we need oil. India imports 85% of its oil and
56% of its gas. Energy prices and energy security are critical. If the oil price is sustained at $100,
that’s very bad news for us. That’s why they are keeping in contact 24/7 with Saudi Arabia, with
the UAE and with our other friends. The world over, foreign policy is run by diplomats who do not
understand how the energy sector works.

Are you concerned about the post-WW2 geopolitical shifts we are withessing?

An unstable Europe is terribly bad news for India, simply because we are so dependent on each
other. But we also want the world to focus on the Indo-Pacific region, stretching from India to the
western part of the US. The centre of global economic gravity and energy gravity has moved to
our part of the world and the West is refusing to acknowledge it. Of course, we need to herald
democracy, but the West should not get bogged down in Europe fighting with a declining power.
The Indo-Pacific region is where the real geopolitical challenges start, with China at its core. The
West will end up compromising their own geopolitical interests and facilitating the further rise of
a very belligerent China. The threat, the challenges and the opportunities are all here in our part
of the world. B

*Paraphrased comments
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Does the reason
for the creation
of current OPEC+
agreement still
exist?
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