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Geopolitical risk has always been 
important when it comes to oil pricing. 
In Iraq, for example, the growing 
presence of the Islamic State militant 
group prompted the oil price to jump 
by around $5 a barrel this year.

Due to such issues, geopolitics have 
continued to be a main concern for 
the oil industry in particular this year, 
as the volatile situations in the Middle 
East and Russia present immediate 
threats to supply. 

“Geopolitical factors have an 
impact on the oil price when they 
affect production expectations,” 
explained Simon Redmond, director at 
Standard & Poor’s Ratings Services. “In 
reality, Iraq has not yet seen a loss in 
production – for now the insurgency 
remains in the north and around 
Baghdad, while the main producing 
fields are further south. Yet that 
demonstrates just how sensitive the oil 
price can be.”

“Just as in Iraq, expectations of a 
decline in Russian production – in this 
case due to the sanctions imposed on 
the region by Western governments – 
has affected the oil price,” he added. 

Russia produces about 12% of global 
oil and exports about 70% of that as 
crude. The region is a big player that 
does not have a history of disruption 
to supply – but the potential for supply 
disruption has made waves in the 
marketplace.

Stuart Elliot, director at Platts, said 
it is important to stress that prices do 
move on fundamentals – the global 
market is currently very well supplied 
which is why the market has seen a 
sharp decline in prices over the past 
few weeks. 

US shale boom 
Another major event impacting global 
oil flows currently is in the US, where 
shale oil production has increased 
remarkably over the last decade. 

Producing 8.5 million barrels a day, 
the US is closing in on Russia and 
Saudi Arabia as one of the world’s top 
producers. The state of North Dakota, 
alone, has passed a million barrels a 
day, which is more than OPEC member 
countries such as Qatar and Ecuador. 

 “The US is producing more than 
enough gasoline for its own needs, 
and it no longer requires European 
products,” said Redmond. “On top of 
this, it can be cheaper to import US 
diesel than refine it locally. Therefore, 
the direction of the flow of refined 
products has shifted – the diesel, 
gasoline or petrol that previously 

travelled from European refineries to 
the US is now looking for a new home.”

A huge swing in global trade patterns 
is being seen, explained Elliott. Oil that 
used to go from West Africa and the 
Middle East to the US is now travelling 
east, to China and India. This is mainly 
because the US is less dependent on 
imports, given its own production 
boom, and because the Asian markets 
have very little production of their own. 

 
Shifting technology
Combined with this growing demand 
from emerging markets in Asia, the US 
shale boom is also changing the shape 

of technological flows. Some players 
in the Asian markets are producing 
assets in Africa with relative ease. Yet 
gaining the technology necessary to 
make use of some assets in Asia is 
proving more difficult. 

For instance, the Chinese have an 
abundance of shale rock but lack 
the knowhow necessary to exploit 
it. Therefore, they are looking to buy 

American companies which have  
the expertise.

Similarly in Russia, it is the transfer 
of technology that the US sanctions 
focus on. 

“However, we believe Russian 
companies still rely on conventional 
methods for their oil production – the 
fact they have not got the latest US 
technology is not an important factor 
in our ratings. That said, in the long 
term, there is a need for the Russians to 
stimulate new production,” explained 
Redmond. 

Exploiting shale
But for all the impact of the US shale 
boom elsewhere, those seeking to 
exploit the highly productive oil fields 
face challenges in bringing the crude 
oil extracted from these US shale 
reserves to oil market.

“The US shale market has 
transportation and infrastructure 
issues,” said Elliott. “The US currently 
struggles to find a home for all of 
its shale oil – mainly because the 
reserves of shale are located far away 
from the country’s main refining 
centers. This begs the question: 
should the US lift its ban on exports of 
crude?”

 “It would be a positive move for US 
oil producers because US benchmarks 
would rise and they could sell at 
a higher price,” said Redmond. 
“Infrastructure companies would 
have more crude to transport and 
would therefore benefit from a greater 
demand for pipelines and other 
infrastructure.”

“On the other hand, some US 
refiners are against lifting the ban 
because, obviously, they want to 
continue buying cheap, home 
produced, oil. They argue there is 
enough refining capacity within the 
US to avoid the need to export their 
crude.”

However, there are growing calls to 
end the ban and encourage stability 
in a market vulnerable to geopolitical 
turmoil in the Middle East and Russia. 

The CEO of Shell, Ben Van 
Beurden, recently made a public 
statement calling on the United States 
government to end the ban on crude 
exports, stating that the US would 
benefit from less isolated production, 
and the global markets would benefit 
from more stability and predictability. 

If the US were to lift this ban it 
would change the dynamics and 
design of the global market. It would 
be unrecognisable.  
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“For all the impact of the 
US shale boom elsewhere, 
those seeking to exploit 
the highly productive oil 
fields face challenges”
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