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New Chapter in OPEC History: Group of Oil 
Exporters Getting Net Importer of Oil on Board?
           
             – Fatma Babayeva
 
Indonesia is rejoining OPEC at the December meeting of the 
cartel, boosting membership of oil producers’ organization to 
13 nations. Indonesia was already an OPEC member from 
1962 until 2009 but suspended its membership due to 
declining crude output and rising domestic demand. The 
situation has not changed much since then. Therefore, the 
rationale behind the decision of admitting Indonesia back to 
OPEC seems a bit blurry and makes many analysts scratch 
their heads: why is organization of exporters accepting a net 
importer as a member?

Before addressing this question, let us have a closer look at 
the historical path and current state of the Indonesia’s oil 
sector.  

Indonesian Energy Strategy to 2025

According to the BP Statistical Review of World Energy, 
Indonesia ranks 20th in the world as an oil producer and 
provides 1% of total global oil production. Although the 
country still exports some crude, it remains a net importer 
because of its need for refined products.

Southeast Asia’s largest oil producer has a fast growing 
population and rising consumption. Total energy demand in 
2025 is predicted to be nearly 3 times higher than in 2010. 
Nevertheless, growing domestic demand for energy supplies is 
not the only problem the country is facing. Indonesia is an 
archipelago country comprised of lots of small islands, which 
means high transport costs between islands and primary 
energy production centers. Existing energy infrastructure in 
the country such as electricity transmission network, gas 
pipelines and storage has insufficient capacity; oil and gas 
exploration has been neglected after the implementation of a 
new mining law in 2008. The existing legal system in the 
country has deterred foreign investors as dealing with 
regulatory hurdles. Stalled coordination between ministries 
and local governments and navigating bureaucracy was not 
easy tasks for energy companies. 

Securing sufficient energy supply and further development of 
abundant energy resource potential are significant issues for 
which Indonesia needs to find solutions.

It is also worth mentioning that, as an oil producer Indonesia 
had a remarkable past. It is one of few who were able to avoid 
a resource curse that most of oil exporting countries have 
faced. Indonesia was able to diversify its economy from oil 
based economy to manufacturing by reinvesting the income 
obtained from oil exports to other sectors. Later, Indonesia 
become a net importer of oil because of its aging wells, 
exploration failure, declining production and depletion- main 
factors that lead to implications for its OPEC membership in 
2005, a period when oil prices were rising. 

Indonesia’s reasons to strengthen ties with OPEC

Minister of Energy and Mineral Resources Sudirman Said told 
Reuters in September that Indonesia hopes to forge a closer 
relationship with the world’s main oil suppliers and ease 
reliance on third parties/traders for supplies by reactivating 
OPEC membership. In his speech, the Minister mentioned that 
some people took advantage of Indonesia leaving OPEC, and 
Indonesia had almost 100% dependence on a small group 
that dominated oil supplies to the country. The Minister 
avoided further elaboration on this issue. By a small group, he 
actually meant trading company Petral, which acted as arm of 
Pertamina, State Oil and Gas Corporation of Indonesia. In late 
2014, Sudirman Said formed a team designated to reform the 
management of the oil and gas sector in the country. One of 
the major findings of this team was a series of fishy business 
practices conducted by Petral Company. The Indonesian 
government decided to disband Petral. Petral was notorious 
for being a nest of “oil and gas mafia” in Indonesia, and its 
imminent dissolution was widely recognized as clean up of 
the graft-tainted oil sector.

Energy News Blog
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Now, Indonesia is seeking oil supply contracts in the Middle 
East. By rejoining OPEC, it hopes to strengthen its ability to 
secure oil supplies and negotiate more competitive deals. 
According to officials, Indonesia hopes exposure to the market 
via OPEC will also attract investment to its domestic energy 
industry.

Indonesia’s oil production target for the current year is 825 
thousand barrels daily, which will make it the fourth smallest 
oil producer in OPEC ahead of Libya, Ecuador and Qatar. 
The recent price drop in oil is another positive aspect for 
Indonesia in this deal.

Changing OPEC’s role

OPEC is known as the organization of petroleum exporting 
countries; it focuses its activity on ensuring harmony and 
stability in the global oil market with reasonable prices by 
adjusting oil output of its member states via quotas. That’s 
why OPEC’s decision to allow a net importer back in is quite 
confusing. Is OPEC acquiring new dimensions, or changing its 
role?

“OPEC is desperately looking for markets and retaining market 
share is a fit for them getting cozy with Indonesia”, said Wood 
Mackenzie’s analyst to Financial Times . OPEC members are 
keen to build relationships with consuming countries of Asia 
in order to secure buyers for crude amid a global oil glut. 
It seems OPEC members are just looking for a market to 
offload their supply by admitting Indonesia back as a member 
state. 

Instead of overcoming opinion differences existing within 
organizations, OPEC is looking for other means to a solution. It 
appears the war is now about market share, not price. Unhappy 
members of OPEC, Venezuela and Algeria, keep complaining 
that they are getting no benefit from this organization, while 
Saudi Arabia ignores pleas for higher prices and floods the 
market to preserve and even gain share. Not only is the group 
intact, but former member Indonesia is also returning now.
The irrationality of the last decision made by OPEC was 
probably interpreted best by oil and gas financial consultant 
Gary Aston : “If OPEC will admit importing countries as well, 
perhaps it is time to change the name of Alliance of Oil 
Exporting and Importing Countries”. 

Cipiota, WIkipedia Commons, CC BY-SA 3.0

http://www.ft.com/intl/cms/s/0/a7105c1e-55e6-11e5-a28b-50226830d644.html#axzz3qiorK0nF
http://www.investopedia.com/articles/investing/100115/does-indonesias-opec-membership-matter.asp
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Shell Halts Engagement in Canadaian Oil Sands Project

Royal Dutch Shell Plc announced it will not continue the construction of its Carmon Creek thermal oil 
sands project in Alberta, Canada. The reason is the lack of infrastructure to get the oil to the market. 
However, a major role plays the low oil price environment which makes investments more risky, and 
“forcing tough choices on Shell,” according to CEO van Beurden. Canada's oil sands carry some of the 
highest project breakeven costs globally. Shell owns 100 per cent of the project and the charges to halt 
and partly restructure the project are around USD 2 billion. This is the second project in two month that 
has been discarded by Shell, after the company stopped its drilling project in the Arctic in September. 

Ed Crooks, 2015. Shell takes $2bn charge on Canada oil sandsproject. Financial Times, 28 October 2015. 

LNG Wave More Likely to Head to Europe than to China

Reuters’ analyst Clyde Russell forecasts that “a coming wave of new LNG”, derived from growing production 
in Australia (66 billion tons) and the United States (61 billion tons by 2020) is heading to Europe instead 
of commonly assumed China. With the slowing economic growth, China reduced its imports of LNG by 
almost 4 per cent in 2015, whereas the import of piped gas increased by 8 per cent. Even if LNG prices will 
be lower due to increased supply, China unlikely will absorb the expected glut in production. Australia 
would then be the major supplier of LNG for the Asian market and Qatar would be changing its shipping 
routes to Europe. The United States in this scenario becomes a swing producer as it can choose its 
supplies between Asia and Europe and thus Henry Hub would become the natural gas benchmark. The 
prices for LNG and natural gas in total will be lower. However, Russell suggests that the process of lower 
LNG process will also be a volatile process.

Clyde Russell, 2015. COLUMN-Coming LNG wave more likely to head to Europe than China: Russell. Reuters, 27 October 2015

Russian Ministry Backs Tax Breaks for Gazprom Pacific Gas Field

Alexei Miller, CEO of Gazprom, asked the Russian government for tax breaks for the gas field at Sakhalin 
in October 2015. In specific the development of the Yushno-Kirinskoye field is considered by Gazprom as 
essential for its Sakhalin-2 LNG project. Sakhlain-2 is Russia’s only LNG terminal for the Asian market and 
thus vital for Gazprom’s efforts to keep up with the pace of LNG production on the global market. In 
addition, Gazprom suffers from Western sanctions over Ukraine. Russia's Natural Resources Ministry 
therefore supports the idea of giving Gazprom a tax break. However, the request from Gazprom supported 
by the ministry still requires approval from the Russian ministry of finance and from the President.

Katya Golubkova, 2015. Russian ministry backs tax breaks for Gazprom Pacific gas field. Reuters, 27 October 2015. 

The Week in Review

http://www.ft.com/intl/cms/s/0/32a8cf92-7cf5-11e5-98fb-5a6d4728f74e.html#axzz3pv6vEFO7
http://www.reuters.com/article/2015/10/28/column-russell-lng-idUSL3N12S1FH20151028
http://www.reuters.com/article/2015/10/27/russia-gazprom-tax-idUSL8N12R1SE20151027
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Nuclear Power Emits No Greenhouse Gases, Yet it is Struggling in the Rich World

The Economist explains the struggle of nuclear energy in developed countries, where one would suggest 
that it is all about safety especially after Fukushima. The reason however is rather the financial aspect of 
nuclear energy. The argumentation is quite simple, low commodity prices, a more efficient use of electricity 
and the quick development of renewable has made nuclear energy more costly to produce. Emerging 
markets, especially China are on the rise of to develop their nuclear sector, whereas traditional producers 
losing its share – Japan reduced its reactors to almost zero, Germany is phasing out and France wants to 
cut down its production. But also the United States are having trouble to keep their least efficient reactors 
alive. “In the coming years the number of them shutting down is only likely to accelerate. The closures on 
both sides of the Atlantic represent a blow to an industry that for years talked about the prospect of a 
‘nuclear renaissance’ based on the merits of large scale, low-carbon energy.” Nuclear power becomes an 
unwanted energy resource, even though nuclear power emits no greenhouse gases. Perversely instead, the 
burning of fossil fuels is on a rise, which is to explain that governments intensively subsidise renewable 
energy production without penalising the use of dirtier fuels, such as coal and gas.

The Economist, 2015. The future of nuclear energy – Half-death. The Economist, 31 October 2015. 

Start on Statoil’s North Sea Mariner Project Delayed

The Norwegian NOC has pushed back the start date on its USD 7 billion Mariner field projects, which is 
one of the biggest projects in the North Sea. The collapse of oil prices has made the North Sea one of the 
most difficult regions to invest. However, Statoil does not fully abandon the project as it announced that 
production would start in 2018 instead of originally planned in 2017. The project is expected to produce 
more than 250 million barrels of oil with 55,000 barrels per day during peak production. Although, Statoil 
could increase production in 2015 of about 4 per cent, the main reason for the delay is that the company’s 
profits are well below expectations and reacts with a cut in investments of about USD 1 billion in 2015.

Christopher Adams, 2015. Statoil pushes back start date for $7bn North Sea Mariner project. Financial Times, 28 October 2015. 

Gazprom Signs 10-year LNG Supply Agreement with Singapore’s Pavilion Gas. 

Under the deal, Gazprom will supply liquefied natural gas (LNG) from its portfolio to Asian countries, 
including Singapore. Recently, Pavilion Energy also signed deal with Huadian for the supply of LNG to the 
Chinese energy company from 2020. In addition, the firm signed agreement with Japan's Jera to jointly 
procure and invest in LNG. In September 2014, Pavilion Gas signed an agreement to buy 400,000 tons per 
annum of gas LNG from BP for 20 years commencing in 2019. In 2014, Gazprom entered into a 30-year 
deal with China National Petroleum (CNPC) to supply 38 billion cubic meters of gas per year through its 
western route pipeline. The recent deal between Gazprom and Pavilion Gas will strengthen Gazprom’s 
presence in Asia. “This agreement will strengthen our presence on the Asian LNG market as it backs our 
strategy of boosting operations in emerging LNG markets,” Gazprom Deputy Chairman Alexander 
Medvedev told the news agency. These aforementioned deals fits into the strategy by Singapore to 
become a global trading hub for LNG in the region. 

EBR Staff Writer, 2015. Singapore’s Pavillion and Gazprom sign 10-year LNG supply deal. Energy Business Review, 28 October 2015. 

http://www.economist.com/news/international/21677243-nuclear-power-emits-no-greenhouse-gases-yet-it-struggling-rich-world-half-death
http://www.ft.com/intl/cms/s/0/316fbd78-7d47-11e5-a1fe-567b37f80b64.html#axzz3pv6vEFO7
http://www.energy-business-review.com/news/singapores-pavilion-and-gazprom-sign-10-year-lng-supply-deal-281015-4703768
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Low Oil and Gas prices Set to Cut Australian LNG Revenue by Half

Australia is set to rival the gulf state of Qatar as one of the world’s largest LNG producers in a few years 
time, with earnings of as much as USD 70 billion in 2018 from LNG exports once predicted. But the 
managing director of the Australian listed oil Search, which own nearly one third of one of Papua New 
Guinea’s major resources projects, PNG LNG, said Australian Government revenue from the LNG boom 
could be far less than expected. “it will be a very good revenue but a lot less than originally thought,” said 
Peter Botten. The jobs Boom from the construction of new LNG plants has also started to peter out. With 
falling valuations because of lower oil and gas prices, more companies are becoming takeover targets. The 
lower prices is believed to delay the development of some viable projects indefinitely. 

Sue Lannin, 2015. Low oil and gas prices could slash Australian LNG revenue by half, Oil Search boss says. ABC, 25 October, 2015. 

Singapore Set to Liberalize Domestic Gas Market to Bolster Plans of Becoming 
Leading LNG Trading Hub in the Region. 

Singapore plans to establish a domestic natural gas trading market to help support plans to become a 
center for trading liquefied natural gas (LNG) and take advantage of the growing importance of the fuel 
in Asia's energy markets. Singapore wishes to take advantage of the rising LNG supplies in the region, 
particularly from Australia, and an increase in buyers, particularly China and India. Currently Singapore 
produce more than 90 per cent of its electricity from imported natural gas including LNG, but current buys 
are being done through bilateral contracts. It is suggested that a domestic gas market will allow domestic 
gas price recovery that better reflect conditions within Singapore. There is presently no established LNG 
price benchmark for Asia. Most contracts are priced off a mix of oil, price reporting agency assessments 
and regional contracts, Singapore wishes to create this Asian LNG benchmark and move away from prices 
linked to the oil price. Singapore’s greatest competitor in becoming a global oil trading hub for the region: 
Japan, set to fully liberalize its domestic electricity market from next year on. The Asian region consumes 
70% of global supplies of LNG, and Singapore is at the very heart of the trading routes of LNG.

Jacob Gronholt-Pedersen, 2015. Singapore to liberalize gas market to bolster Asia LNG trading hub plans. Reuters, 26 October, 2015. 

Iran Seen Flooding Market with 90-day Supply of Oil

Iran may roil global oil markets with plans to sell about 45 million barrels of fuel stored in tankers in the 
Persian Gulf within three months of the removal of sanctions on its economy. Most of the stored oil is 
condensate that contains a sulfur compound, which complicates sales because many refineries can't 
process it. To market this large amount of oil within three months - the equivalent of about half a million 
barrels a day - Iran will have to resort to offering deep discounts. The country is seeking to claw back the 
market share it lost under sanctions by boosting oil exports after a July deal with world powers to return 
to energy and financial markets. The condensate in tankers moored off its southern coast will add to a 
worldwide oil glut, putting more pressure on crude prices that have dropped more than 40 per cent in the 
last year. Sanctions curbed Iran's sales of crude and condensate to 1.4 million barrels a day in 2014 from 
2.6 million in 2011.
 
Anthony DiPaola, 2015. Iran seen flooding market with 90-day supply of oil. AFR 30 October, 2015. 

http://www.reuters.com/article/2015/10/26/singapore-lng-idUSL3N12Q1ED20151026
http://www.abc.net.au/news/2015-10-25/low-oil-and-gas-prices-to-slash-export-earnings/6883782
http://www.afr.com/business/energy/oil/iran-seen-flooding-market-with-90day-supply-of-oil-20151029-gkmhuj
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Weak Oil Prices deplete Russia’s Sovereign Wealth Fund.

Russia is running out of emergency funds. The country, which has been relying on its sovereign-wealth 
fund to plug gaps in its budget deficit, said its Reserve Fund is likely to be depleted in 2016. Russia 
operates two sovereign-wealth funds: the Russian National Wealth Fund, which supports the nation’s 
pension system, and the Reserve Fund, which is a part of the federal budget asset.  The news is another 
blow to an economy reeling from weak oil prices and Western-led sanctions in connection with fighting 
in Ukraine. Russia’s budget deficit for 2016 is projected at 6.7 per cent of GDP. The Reserve Fund would 
cover most, but not all. “If the current oil prices and exchange rates remain the same, and the current oil 
price is at around USD 44 per barrels for Urals, and the ruble exchange rate is about 62 rubles to the 
dollar, we can fall 900 billion rubles short. We really face such risks,” stated Russian Finance Minister 
Anton Siluanov. It is now being further debated to what extent increasing pressure and changing 
economic situation could have any effect on present sanctions and Russia’s annexation of Crimea. 

Sue Chang, 2015. Weak oil prices deplete Russia’s Sovereign Wealth Fund. MarketWatch 27 October, 2015. 
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