
Russia's Energy Outlook Gloomy Amid
Falling Oil Prices
By Alexander Panin

December 14, 2014

While most oil-dependent economies are likely to suffer under the low and volatile oil prices
predicted for next year, analysts paint a particularly dark picture for Russia, which is under
the additional pressure of a faltering economy and Western sanctions over Ukraine.

At the end of last week brent oil, the global benchmark, traded at below $62 per barrel, hitting
a new five year minimum. Oil prices continue to plummet from their peak in mid-2014 as
supply exceeds demand, further buckling under OPEC's decision in November not to curb
production.

"Moving into 2015, we see downside risks to energy prices on the back of OPEC's decision
to allow the market to "stabilize itself." This could result in lower oil prices but also higher
price volatility," Bank of America Merrill Lynch said in its commodities outlook released last
week.

The bank reduced its 2015 Brent crude oil forecast to an average of $77 per barrel and WTI
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forecast to $72 per barrel.

Against the backdrop of falling prices, global oil supply and demand will likely stay in balance
next year, according to the International Energy Agency's Oil Market Report for December
released on Friday.

Only in Russia will the plunge in oil prices, along with Western sanctions and a collapsing
economy, result in a decline in both production output and demand, the report said.

The International Energy Agency revised Russia's oil demand for next year down 5.5 percent,
to 3.4 million barrels a day and production output down 70 thousand barrels per day,
prompted by "price declines, sanctions and a falling ruble," the agency said in a statement.

U.S. and EU sanctions over Moscow's role in the Ukraine crisis have dried up foreign financing
and helped spur inflation past 9 percent for 2014. The ruble has fallen over 40 percent to the
U.S. dollar since January, buffeted by the falling oil price and geopolitical pressure.

Part of Russia's oil production slump could be attributed to Russia's biggest oil producer,
state-owned Rosneft. Last month, Rosneft reported production output was decreased by 25
thousand barrels a day.

Production could be wound down further depending on the level of demand and oil prices,
Igor Sechin, the head of the company, said in November.

Leonid Fedun, vice president of Russia's biggest private oil producer LUKoil, earlier estimated
that Russia's oil production could decline 6.6 percent in the next four to five years, from the
current 525 million tons per year to 490 million tons.

As conventional oil fields become depleted, producers in Russia are forced to tap into hard-
to-reach reserves, which require both Western technology, currently unavailable due
to sanctions, and higher level of investment. If oil prices continue on their downward trend,
development of many of these fields will be economically unviable, further decreasing
production output, analysts said.

"If oil prices stay below $65 per barrel for a prolonged period of time, development of many
of these reserves will be hampered or even frozen, which will make Russia's [resource-
dependent] economy more vulnerable in the long run," said Pavel Simonenko, sales director
for Russia and the CIS countries at Dukascopy Bank, a Swiss Forex trading and investment
bank.

Falling oil productions means less revenue both for oil companies and the government, which
relies on oil exports for 40 percent of its income.

In the wake of a continued decline in oil prices and their increased volatility, Russia's
economy could contract by 0.7 percent in 2015 and grow by only 0.3 percent in 2016, according
to the World Bank's baseline prediction, released last week.

"For companies in the natural resource sector, lower oil and commodity prices are expected
to negatively affect investment decisions. For the first time since 2009, consumption is
expected to decline, following a negligible expansion in 2014," Birgit Hansl, World Bank's



lead economist on Russia said in a statement accompanying the report.

Russia's economy could avoid recession next year if oil prices grow to $85 per barrel in 2015
and to $90 per barrel in 2016, which is the bank's most optimistic scenario.

But most analysts did not expect the prices to climb this high in the near future, as global oil
demand is unlikely to soak up the rising oil supply from the Middle East and the U.S.
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