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COMMENTARY
Brent is trading this 
morning at $105.00 
down 0.32 and WTI 
trading at $101.80 down 
0.22. It seems like the 
oil market doesn’t know 
quite what to do right 
now, stuck between 
concerns about supply 
disruptions from Russia 
and demand coming 
lower in China and 
the rest of the world 
because of inflation. 
Let’s look at the state 
of the world right now. 
Europe - broken. North 
America - blinkers. 
Middle East - booming. 
Asia - struggling. 
Antipodes - welcoming. 
South America - chilling? 

The fact is that 2022 
has proved extremely 
difficult to form a 
cohesive argument 
about the state of the 
oil market because of 
just how fractured the 
world has become. 
Crude prices are lower 

yet refining margins for 
diesel are at an all-time 
high. What does that 
tell us? Fuel oil used as 
a substitute for LNG in 
Asia hits record high. 
Again, what does this 
tell us? There are myriad 
stories along the same 
lines, but these are two 
that stood out to me. I 
would argue the answer 
to the first one is that 
simply crude oil has been 
in most Wall St funds for 
a while now and crude 
is merely following the 
general risk off attitude 
equities have faced the 
last few days. From a 
physical point of view, 
products are stronger 

than ever. The second 
question - now this is the 
important one to look at. 
Are LNG cargoes being 
diverted to Europe based 
on the fact that those 
EU countries will pay 
what they have to when 
they have to, in order to 
replace Russian gas? I’d 
argue yes. And there we 
come back to the BTU 
crisis we were in around 
Q4 last year. All of this 
means one thing - higher 
prices for the end user. 
The inflation, and hence 
recession argument, 
grows stronger every 
day, but with tensions 
in Ukraine seemingly 
increasing.  
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1. OIL EDGES LOWER AS MASS COVID TESTING BEGINS IN CHINA
2. DOLLAR NEARS TWO-DECADE PEAKS AS PROBLEMS PLAGUE EURO, YEN
3. EU GASOLINE MARGINS SET APRIL RECORD
4. BEIJING IN RACE TO STAVE OFF SHANGHAI-STYLE LOCKDOWN WITH MORE MASS TESTING
5. HAS OIL LOST ITS UPSIDE MOMENTUM?
6. EU DENOUNCES 'GAS BLACKMAIL' AS SANCTIONS BATTER RUSSIAN ECONOMY
7. BP, SHELL TIGHTEN UP ON THEIR RUSSIAN OIL RESTRICTIONS
8. UKRAINE WAR TO CAUSE BIGGEST PRICE SHOCK IN 50 YEARS
9. PUTIN WARNS AGAINST FOREIGN INTERVENTION
10. DOUBTS GROW OVER CHINESE STATISTICS AS COVID RAVAGES ECONOMY

RECOMMENDED REPORTS
• INFLATION TO BE ELEVATED FOR LONGER ON WAR, DEMAND, JOB MARKETS
• WHY THE EU NEEDS TO UNLEASH OIL SANCTIONS ON RUSSIA
• THE TURBULENT JOURNEY OF THE OFFSHORE SUPPLY VESSEL MARKET
• THE GOLDEN AGE OF OIL AND GAS PRODUCERS
• $2.5TRN IN CASH TO FLOW FROM OIL & GAS SECTOR TO GOVERNMENT COFFERS IN 2022
• THE BEST AND WORST PLACES TO BE IN A WORLD DIVIDED OVER COVID
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Russia cutting off gas access to Europe would be considered a Red Line.
Europe would have to react accordingly. Until now, Russia has actually increased its volumes, reinforcing its 
position as a reliable supplier. So, cutting supplies to Poland and Bulgaria this week was a very significant 
step. It shows how serious Russia is about maintaining its financial security and about using the energy 
weapon if necessary. It’s put the EU in a very difficult position and has increased the level of confrontation. 
If the EU were to accept paying in rubles now, it would be seen to be capitulating to the threat and would 
certainly undermine the unity within the EU that has persisted until now. We may not be at the point where 
Russia and the EU break energy trade ties altogether, but the risk is getting higher that we’re moving in 
that direction, and markets need to start pricing that in.  
  
Where can the conflict go from here?
This isn’t happening in isolation. From Putin’s perspective, he can’t afford to lose. The perception by the 
West that Putin would somehow not see economic sanctions as implicit involvement in this war alongside 
Ukraine, has been somewhat sanguine, as has the view that one can contain the crisis within Ukraine because 
Russia has scaled down its operations to the east of the country. What Russia has done with this gas move, 
is signal to the world that it is simply not going to play by the rules imposed on it and that the energy 
weapon which it’s now wielding, has always been in the background. There’s almost been an assumption 
by the West that if oil and gas trade was allowed to continue, that somehow the Russians wouldn’t use it. 
But the more the EU and NATO engage in direct support for Ukraine, the more Russia is squeezed and is 
going to kick. It’s also increasingly difficult to see a win-win situation or where peace negotiations can start, 
when the US says it wants to see Russia lose this conflict and be weakened significantly into the future. 

Should Europe be more cautious around the robust US posture?
Europe has shown a certain caution all along, for example around the debate on energy and how much 
pressure to put on Russia with that. There hasn’t really been one consistent view on some of these issues. 
But with Russia not willing to step back, I think even from a European perspective, there’s a desire to 
weaken Russia and that’s feeding the escalatory ladder.

Has the fracture between Arab Gulf states and their western allies widened?
There is a deep fracture and that’s been a process that’s been ongoing for some time, but this Ukraine 
crisis has shone a light on it. The US security guarantee in the region is not seen to be what it was. That 
is compounded by the fact that Asian markets are now seen as growth markets for the key commodities 
that the Gulf states export. Certainly, the new leaderships in the Gulf are beginning to look at the world in 
a very different way. 
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How will the rest 
of Europe react 
to Russia cutting 
off Poland & 
Bulgaria to Gas?

Do Nothing

NRG Embargo 

None of above

All Pay in Roubles

Answer:

28%23%
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The $140 oil price that we saw last week was not sustainable. During the first 
two weeks of the Russian invasion of Ukraine, the market was looking for some 
foundation on which to rest where prices should be. I think it found that towards 
the end of last week and the volatility then started to seep out. Furthermore, oil 
markets are fungible. It’s not sanctions that are getting in the way of calming oil 
and gas prices – it’s self-sanctioning by Western buyers. The notion that you’ve 
got 1.5 million bd of crude and a million bd or more of product, necessarily 
being taken out of the market by sanctions, is too absolute a view. Russian 
Urals crude, which was trading at $65 a barrel this week, is going to be picked 
up. There are traders who, once they get through the compliance risk and who 
don’t have the same sense of reputation risk - particularly buyers from the 
East - will take these cargoes. And that’s where OPEC’s head is – it’s looking 
at the market fundamentals that were outlined prior to the war, which was an 
anticipation of stock builds from the second quarter all the way through to 
the end of 2023. That suggests weak fundamentals, a bearish outlook and 
downward pressure on prices. Another aspect which gives the market 
pause is anticipation of a deal with Iran that could bring back one million 
bd or more, very quickly, and probably volumes far higher than in 2015 
and 2016. The Iranians have been placing barrels close to market for a 
few months. Demand is the other factor – the IEA has revised demand 
growth forecasts from 3.3 million bd to almost two million bd. Add to 
that worries about Covid in China, high commodity prices, and interest 
rates rising, and the spillover effect on growth globally will be a further 
drag. Under those circumstances, it’s more difficult to paint a picture of 
bullishness with absolute certainty, and we now have a market hedging 
around $100, as it waits to see what unfolds next. 

Russian Crude Oil with Big Discount
will be Picked up by Asian Buyers 
Dr. Raad Alkadiri, Managing Director, Energy, Climate & Resources, Eurasia Group
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Middle East’s Prep for COP27? 

Urgent: Carbon pricing 

In the lead up to the COPs in Egypt and 
the UAE, look for the reaffirmation and 
perhaps governments’ increased net 

zero ambitions. But, more importantly, 
I hope to see the establishment of 
foundational work to implement a 
carbon pricing scheme. 

In the next two years, if we can 
demonstrate that we are working 
towards setting carbon pricing, we 
will accelerate the pace of technology 
adoption and projects. COP27 and 
COP28 provide an opportunity for huge 
national oil companies (NOCs) like Saudi 
Aramco and ADNOC to demonstrate 
they have the skills and ambition 
required to take a leadership position in 
the energy transition. We describe these 
organizations as NOCs, but let’s face it, 
they are international operators. They are 
huge in scale and have a global reach.

A topic that must be addressed is a mechanism for carbon pricing. Until emitting CO2 emissions has a real cost penalty 
associated with it globally, investors will likely be skeptical about making substantial investments [in net zero]. Standards 
that underpin a carbon price or tax will enable investors to see a genuine route to success: it will undoubtedly be critical 
in delivering net zero ambitions in the Middle East. Plus, the region has many advantages that other parts of the globe do 
not. For example, renewable power through solar and, in some cases, wind will be very cheap to deliver in the Middle East. 
Additionally, there is a lot of existing infrastructure that can be repurposed either through CO2 or hydrogen pipelines. And 
many oil wells could potentially be repurposed for carbon capture and sequestration (CCS). 

2024
should see the Middle East make significant progress in crafting an architecture 
for a carbon pricing scheme – an integral part of achieving the region’s 
decarbonization goals. 

Daniel Carter, Vice President of Decarbonization and New Energies, WoodPlc 
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UAE’s competitive edge
The UAE has always been very proactive 
when it comes to diversification and 
embracing new technologies. We are 
starting to see ADNOC moving away 
from its traditional model of developing 
domestic projects to developing projects 
like TA’ZIZ, where they are working with 
several external stakeholders to diversify 
the downstream portfolio, for example. 
The UAE has all the tools it needs to 
deliver on its net zero ambitions. This 
includes the infrastructure and the 
human capital to manage, deliver, 
operate, and enable these projects. The 
UAE is in a tremendously good position 
to lead the pace in the Middle East.
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Energy Intelligence
Releasing stocks from the US SPR won’t have an impact on the oil price.
It’s not a tool for market management. This is what many of the OPEC ministers keep 
telling the US, both in private and in public, urging it to have more trust in the Gulf’s 
ability to manage markets and balance supply and demand. Although there’s a fear of an 
oil shortage, OPEC Plus doesn’t see this. Russian exports have also gone dark, selling into 
India and China at discounts, so these barrels are still landing in the market.  

OPEC aren’t even meeting current output commitments?
A lot of the countries are having difficulty meeting their quotas, and there isn’t a mechanism 
to punish them to do this. Keeping unity in the group is a top priority so the UAE and 
Saudi Arabia will not step in and compensate. Also, with the new higher baselines given 
to five of the members, the already limited spare capacity will be reduced to almost two 
million bd. If they were to also use that, the market will panic and we will have higher 
prices.

Where does the OPEC Plus alliance go beyond the current agreement?
Beyond September, OPEC will reach an agreement that continues the market management 
process and that’s why it’s important for them to have Russia on board. It is seen as a 
critical member of the group. 

Is the drop in Chinese demand giving OPEC cause for concern?
They’re monitoring the situation very closely, especially with the lockdowns in the country. 
China is a huge market for them and so all the more reason for them to be cautious 
around the idea of pumping more barrels into this market. And we also have this flood 
coming in from the US.

Are we any closer to a deal being reached with Iran?
The nuclear deal still looks very complicated. It’s not something that’s going to happen 
any time soon. The US doesn’t want to sign a ‘bad deal’ just because more barrels are 
needed on the market. The fact that they’re releasing oil from their SPR shows that 
they’re not expecting Iranian barrels to come back anytime soon. 
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1. OIL EXTENDS LOSSES ON RESERVES RELEASE, YEMEN TRUCE
2. IRAN’S OIL PRODUCTION REACHES PRE-SANCTIONS LEVEL
3. S&P GLOBAL RATINGS: OMAN'S OIL OUTPUT TO RISE NEARLY 20% BY 2025
4. SELLERS ARE LOOKING TO UNLOAD RUSSIAN CRUDE FOR YUAN
5. IRAN FM SAYS AGREEMENT IN VIENNA NUCLEAR TALKS ‘CLOSE’
6. PUTIN’S WAR IS A DISASTER FOR THE GLOBAL ECONOMY
7. EU MUST DISCUSS IMPORT BAN ON RUSSIAN GAS, GERMAN DEFENCE MINISTER SAYS
8. KUWAIT BARS RUSSIAN SUPPLY CHAIN ACCESS
9. PETROCHINA PLANS TO BOOST RENEWABLES OUTPUT
10. KREMLIN WARNS WEST: ROUBLE-FOR-GAS SCHEME IS THE 'PROTOTYPE'
RECOMMENDED REPORTS
• CHINA SENDS MILITARY, DOCTORS TO SHANGHAI TO TEST 26MN RESIDENTS FOR COVID
• COULD UKRAINE CRISIS LEAD TO BETTER RELATIONS BETWEEN CHINA & THE WEST? 
• BRITISH HOMES WILL STILL BE HEATED BY ENERGY FROM RUSSIAN COAL UNTIL THE END OF THE YEAR
• RUSSIA-LINKED SHIPPING CONTAINERS ARE CAUSING A 'NIGHTMARE' SITUATION IN THE PORT OF ROTTERDAM
• SHANGHAI PORT PLAGUED BY COVID-INDUCED DELAYS
• “CHINA’S OIL IMPORTS SET TO FALL FOR 2ND YEAR IN A ROW!”
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