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Iraq Sectarian Violence Lifts Risk Premium For Oil 

 

1. Oil Prices Will Probably Remain Higher Than 
Fundamentals Warrant Due To Iraq Sectarian Fighting 
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Source:  OPEC Monthly Oil Market Report, June 2014 

30.7 May Production 

World oil prices have strengthened over the last few weeks as the ISIL (Islamic State of Iraq and 
Levant) a Sunni extremist group expanded its military operations successfully against the Shiite led 
Government of Prime Minister Nuri al-Maliki. With large parts of eastern Syria and most of western 
Iraq in their hands, the takeover of Mosul (the second largest city in Iraq) in northern Iraq, a city of 
2M people, was a wake up call to this new phase in the ongoing sectarian war that has been going on 
as the Shiite led government continues to disenfranchise the minority groups of Sunni and Kurds. The 
resulting extremist led Sunni fighters have now moved southeast and taken over Tikrit and are now 
moving to surround Baghdad. Iran has upped the ante to protect its Shiite brethren and has sent in 
some of its best troops to assist the Maliki government stabilize the military situation and begin to 
push back the ISIL. How this plays out may have significant impact on oil prices in the near term.  
 
If Iraqi oil production is halted for any length of time, a removal of their nearly 3.2Mb/d would 
tighten up the supply and demand picture abruptly. In Q1/14, OPEC exceeded market demand, 
producing 29.8Mb/d against the call on OPEC of 28.9Mb/d. In Q2/14 the call on OPEC appears to be 
29.3Mb/d of which Iraq was producing 3.18Mb/d in May, prior to the recent military moves by the 
ISIL. With many oil fields now in the hands of the militants and one-third of Iraqi production, as well 
as a key refinery, production from the Kirkuk area is estimated to be 500Kb/d now, down from 
1.5Mb/d in May. This is despite the Kurdish military (the Peshmerga) having moved in and taken 
control of the city of Kirkuk. Most of the oil fields and pipelines are now behind enemy lines. A worry 
that Iraq may go the way of Libya is a very justifiable concern. Iraqi production is more than twice 
Libya’s before it fell off from 1.6Mb/d to just over 200Kb/d in May. The recent spike in oil prices is the 
result.  
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We had been expecting that the slowing world economic activity  at the same time as OPEC was 
losing market share of world demand, would push oil prices lower as countries in the OPEC group in 
financial need would try to grab market share from their OPEC colleagues and would push oil prices 
lower to gain needed revenues.  The difficulties in Libya has cushioned this view as they have not yet 
been able to resolve their internal differences and return production to their 1.6Mb/d capacity. If 
Libya had started to return to full production, and Iran had been allowed to sell more oil as they had 
made progress on their nuclear negotiations, then the addition of  Iranian production of 700Kb/d and 
Libya production, would have driven oil prices both for Brent and WTI down to the low US$80’s. This 
of course has not happened! 
 
While we view the above scenario as still possible to happen at some point later in 2014, for now the 
military activity and most importantly all setbacks by the Iraqi government against the ISIL and any 
further loss of oil producing territory will elevate oil prices. How high they could go will be impacted 
by the production decisions of the Saudi government, who have capacity of over 12Mb/d and were 
producing 9.7Mb/d in May.  
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Petroleum Supply OPEC Market Share 

Petroleum Supply OPEC 

OPEC’s highest world wide market share for oil had been 37.5% in 2005 and 2006 and their share fell 
precipitously post the financial crisis of 2008-2009. Current market share is just under 32.5% and was 
expected to fall even further in the next few years, as growth in non-OPEC production took all of the 
volume growth worldwide. The US and Canada, due to the shale revolution, have been the big 
beneficiaries as OPEC lost market share.  
 
OPEC is continuing as a group to spend significant capital to expand capacity on an expectation of 
better economic conditions in the world later in this decade. If the drilling and exploration programs 
now in place succeed in meeting the ambitions of the OPEC countries and Libya returns to full 
production, than OPEC’s capacity could rise 4-6 Mb/d from current levels over the next 3-4 years. In a 
decent growing world economy this capacity would likely be needed, and the price of oil in such an 
environment could be north of US$120/b. This is the optimistic case for oil, but we are not in this camp 
at this time.  

Source:  WTRG.com 
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We remain more cautious as the pace of economic activity has not met the optimists’ view. 
Our key concerns remain the high debt levels across the globe and the use of deficit financing 
by governments to continue to keep the pace of economic activity in positive 
pronouncements. The sluggish growth which has been bought with fast debt creation is 
unsustainable. Also the world economic juggernaut – China, has seen the pace of its 
economic gains slacken below their desired levels and much below what the world needs to 
foster healthy economic growth for all.  
 
So, the current war in Iraq is the focus of rising oil prices currently and may remain so for 
some time. If Iran and the US help the Iraqi government to push out the ISIL and the oil 
production returns to full usage then the price of oil should retreat. This though is a big IF.  
The US  and Iran in bed together to help Iraq seems surreal.  
 
The long term winners in this conflagration could be the Kurds. With their own successful 
governing of their province and having their own substantial and effective military, they may 
be able to grab more of the oil fields and infrastructure around the current Kurdish enclave to 
support their long term viability as an oil producing nation, and  eventually secede from 
Baghdad.  
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U.S. Petroleum Stock Coverage And Oil Price 
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Part of our concern about current oil prices has been the weak demand in the US and the high 
inventories in the largest oil consuming nation. Inventories in the US are near historic highs of 101 
days (now 99.8 days) and the norm of mid-80’s. Consumption has also been weak as high prices and 
a sluggish economy have lowered usage to just over 18Mb/d, 1Mb/d below the 5-year average of 
consumption. Current demand is the lowest in a few years and is reaching back to the lows post the 
financial crisis.   



Source:  Stock Charts, June 12, 2014 
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Light Crude Oil 

We will be watching carefully as events unfold in Iraq. If things stabilize and production returns to May 
levels, then the price of oil should retreat. If the violence continues and the ISIL gains more territory 
then prices will rise even further with how high dependant on what Saudi decides to produce. A range 
of US$90 – $112/b should hold for the coming months unless Iraq falls into a comparable hell as Libya.  

Crude Oil Production Iraq 

Source:  WTRG.com 

Crude Oil Production Libya 
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Europe, India, and the Middle East: 

Play Area 
SAMI Covered 

Companies 
Target Location 

Ownership  
Working Interest 

Leverage 
Potential to 

Upside 
Success 

Est. Chance 
of Success 

Timing 

Sidi Moktar  
Kamar-1 

Longreach Oil & 
Gas (LOI) 

>15Mboe Morocco 50% $0.50+ 25% News Q4/14 

MJ-A2 
Niko Resources 

Ltd.(NKO) 
Gross 3TCF 

200B Liquids 
Offshore  India 10% $5+ 33% News Q3/14 

Block 2-3 
Petromanas 

Energy Inc. (PMI) 
>200Mb 3 wells in Albania 25% $0.50+ 25% 

Milosht-1 News 
 July-August/14 

Shukheir Bay 
Sea Dragon  

Energy Inc.(SDX) 
5Mb Target 

Nubia 
Egypt 100% $0.20 33% Spud Late 2014 or 1H/15 

A8 &Crosgan 
Sterling Resources 

(SLG) 
100Bcf UK N.Sea 30% $0.50+ 33% Q2-Q3/14 

2.     Maison Universe High Impact Drilling Watch List 
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4.     Recommended Buy List:  

Source:  Schachter Asset Management Inc., June 13 ,2014 

3.     Top Picks:  No Domestic Picks This Month 
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Petromanas Energy  PMI V 4 

Sea Dragon Energy  SDX V 1 4 
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Sterling Resources SLG V 5 
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