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January 2013  
 

Is Saudi Arabia cutting output in answer to increased US production? 
 

Some want but can’t, some can but won’t. This is how we 
can best describe the current OPEC supplies. The 

production from Saudi 
Arabia in December is down 
-0.8 myn b/d versus a year 
ago and is therefore down as 
much as the production from 
Iran. 
 
This can be seen as surprising, given that Saudi Arabia was 
supposed to be the supply cushion to replace the lost Iranian barrels 

but it highlights the fact that there is not enough room in global demand to accommodate both an 
increase of production from other OPEC countries and from the US without a negative price 
impact. 
 
Saudi Arabia does not like to be described as managing supplies to manage prices and therefore it 
was quick to explain after the publication of its December production number that the drop was 
due to a seasonal drop in domestic and international demand and not due to a willingness to 
control prices. 
 
Looking at crude oil prices, during 2009-2010 Saudi Arabia 
claimed that the “fair” price for producers and consumers 
was at 75 $/bbl and they did trade during that period in a 
range around that level. With the start of the “Arab Springs” 
and their pull on budgets for different reasons, Saudi Arabia 
hiked the notion of “fair” price to 100 $/bbl and since 2011 
they have traded around that level. If Saudi Arabia had not 
increased production during the Libyan war oil prices would have tested the highs of 2008 or 
higher levels and if Saudi Arabia had not been cutting production during 4Q 2012 then the 
average of Oman, Brent and WTI would have been trending below 100 $/bbl. It is not that easy to 
differentiate between supply management and price management.  
 
Looking at the seasonal domestic demand in Saudi Arabia for 
crude oil burned for power generation we can see that winter 
demand for direct crude burn in Saudi Arabia is about 0.5 myn 
b/d lower than in the summer. Hence there is an argument to put 
forward that Saudi Arabia needs to produce 0.5 myn b/d less in 
winter than in the summer for its domestic market. The problem 
however is that the December crude oil production is down -1 
myn b/d compared to the summer. Hence there is at least 0.5 myn 
b/d of the drop in production that has nothing to do with the seasonal demand patterns of Saudi 
Arabia. 
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Why then is Saudi Arabia cutting oil production when the world is still trying to enforce tougher 
sanctions against Iran? 
 
We think that it has mainly to do with the increased US 
crude oil production, where Saudi Arabia is cutting 
production to offset the US increase. The big increase of US 
crude oil production in 2012 came during the fourth quarter 
and that is also when Saudi Arabia started to reduce its 
production in step with the surge of US production.  

Furthermore the DOE 
weekly data on US 
imports of  crude oil 
from Saudi Arabia clearly shows that the main Saudi exports 
cuts during the fourth quarter were to the US. Current US 
crude oil imports from Saudi Arabia are down -0.5 myn b/d 
versus a year ago and are at the lowest level since the fourth 
quarter of 2011. 
 

Therefore it does seem that Saudi Arabia has been cutting production to offset the increase in US 
production but its exports to the US have now reached a low level that will be difficult to cut 
further. With the US production continuing to increase further in 2013, Saudi Arabia will very 
probably have to start cutting exports to other destinations (Europe or Asia) to allow other crude 
flows to be redirected away from the US. Increased production from Iraq will however be a 
challenge to that and any increased leakage in the sanctions against Iran as well. 
 
Saudi Arabia was supposed to replace for other countries 
some of the Iranian barrels lost to the sanctions but if the 

exports of Iranian crude oil 
collapsed during the summer 
they have somewhat 
rebounded since then. After a 
full stop in August and 
September, South Korea is 
back to importing steady flows from Iran and China has 
increased its imports of Iranian crude oil during December back 
to the levels of a year ago. 

 
The P5+1 and Iran are due to meet soon and if some improvement is made during these 
negotiations it should result in greater leakage in the sanctions against Iran. That would become 
an additional challenge for Saudi Arabia as it would need the help of other OPEC countries 
reducing production to balance the market at the 100 $/bbl target. However, Iraq and Libya will 
not cut due to their lost production during their wars, Algeria will not cut, Iran will obviously not 
cut, etc… 
 
OPEC has not been challenged on production cuts since early 2009, the continued increase in US 
production is likely to bring that challenge back to front stage in 2013.  
 

mailto:info@petromatrix.com
http://www.petromatrix.com/

