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Despite a much softer than expected performance 
during the last quarter of 2022, the crude market 
retains certain supportive factors. However, the 
outlook for 2023 remains clouded, primarily due to 

ongoing concerns over a global economic slowdown. 
In this piece, we analyse the current state of the  
oil market and highlight key factors to watch in the 
year ahead.

Economic Headwinds 
According to the World Bank, economic growth in China 
is estimated to have averaged just 2.8% in 2022, its 
weakest level in over 40 years. One of the primary drivers 
behind this slowdown was the country’s strict Covid-
zero policy, which led to a sharp fall in domestic activity 
and created major logistical bottlenecks. Oil demand 
was also affected, with purchases by the world’s largest 
crude importer falling by 4.7% between January and 

August last year, the first recorded period of contraction 
since 2004. In addition to this, during Q2 2022 China 
processed its lowest level of oil since Q1 2020, according 
to the Energy Information Administration (EIA). The hope 
is that its coronavirus-related restrictions will be relaxed 
further in 2023 and thus help to spur a rebound in the 
domestic economy, but it is not yet completely clear if 
the authorities will do this in a more expedited manner 
following last year’s anti-lockdown protests, especially if 
case numbers rise significantly. 

Slower-than-expected growth in the world’s second 
largest economy, global inflation, rising interest rates, 
tighter liquidity and the ongoing Russia/Ukraine conflict 
are just some of the major challenges facing the global 
economy in 2023, all of which increase the likelihood 
of a recession. The International Monetary Fund (IMF) 
has acknowledged this risk and consequently lowered 
its latest forecast for global growth to just 2.7% in 2023. 
‘This is the weakest growth profile since 2001 except 
for the global financial crisis and the acute phase of the 
COVID-19 pandemic, and reflects significant slowdowns 
for the largest economies’, an IMF statement published 
in October last year read. This was underlined again 
in December by the IMF’s Deputy Managing Director, 
Gita Gopinath, who said ‘Going into 2023, we have 
a broad-based slowdown in the global economy’,  
adding that the possibility of avoiding a recession is 
now ‘really narrow’.

According to the most recent EIA estimates, global oil 
demand averaged 99.82 million barrels/day (MBD) last 
year, while production was around 99.98 MBD. In 2023, 
consumption is expected to rise to 100.82 MBD and 
supply to 101 MBD, so these are essentially balanced, 
but in an environment of limited spare capacity and the 

ever-present risk of unexpected disruptions. Another 
key concern is the low level of fuel product inventories 
(especially heating oil and diesel), which across the 
OECD countries are still below their historical five-year 
average. Early last autumn, Western Europe’s gasoil 
inventories were sitting at their lowest seasonal level 
since 2004. It did not help that shipping disruptions, 
combined with strike action at a number of important 
refineries and petroleum depots in France and the 
Netherlands, led to a drop in diesel production during 
October and November. The EU’s natural gas storage 
facilities were admittedly over 90% full by late autumn, 
but the weather forecasts for early 2023 look grim. 
In addition to this, the EU will soon need to ramp up 
its purchases of LNG once again to ensure that it has 
enough inventory for next winter. Meanwhile, the 
picture in the US is not pretty, either, with November’s 
commercial crude inventories sitting roughly 8% below 
the five-year seasonal average, and US strategic oil 
reserves at their lowest recorded level since 1984. With 
regard to the latter, it is worth keeping in mind that the 
Biden administration has indicated that it would look to 
start replenishing the strategic reserves at a WTI price 
of USD 67-USD 72/barrel.  
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https://www.worldbank.org/en/country/china/overview#:~:text=Amid%20multiple%20domestic%20and%20external,8.1%20percent%20in%20in%202021.


GLOBAL INVESTMENT OUTLOOK 2023 | 28 GLOBAL INVESTMENT OUTLOOK 2023 | 29

US Production
US crude production was on course to average 11.87 
MBD last year, although questions are being raised 
over its ability to markedly expand output this year 
and beyond. Current estimates suggest we could see 
this figure rise to between 12.20 and 12.50 MBD this 
year, although it should be noted that US producers 
are facing rising input costs and a shortage of skilled 
labour, especially within the all-important shale sector, 
which pumped 9.49 MBD in November 2022. A recent 
survey of this sector undertaken by the research firm 
Energy Aspects warned that due to the two constraints 
mentioned above combined with the threat of a global 
recession, US shale producers were starting to become 
much more cautious, and that their overall output could 
peak by 2024. To highlight this risk, the report claimed 
that at least five producers were already considering 
cutting their number of rigs next year, while apparently 
none plan to significantly increase their activities. 

OPEC+
At its final scheduled meeting for 2022, the OPEC+ 
group stuck to its existing policy of reducing overall 
output by 2 MBD from November last year until the 
end of 2023. It also confirmed that its members’ 
production quotas would be left unchanged, despite 
the imposition of a new western embargo on Russian 
oil and fuel exports. The only adjustment made was 
that its Joint Ministerial Monitoring Committee would 
meet every two months instead of monthly, although 
it could be reconvened ‘at any time to address market 
developments if necessary’. The decision by OPEC+ not 
to reduce output further at its December gathering was 
not a surprise. The group clearly wants to wait and see 
how much Russian crude exports will be affected by 
the latest embargo, and if general oil demand softens 
further in Q1 2023.  

Geopolitical Risks 
The West’s price cap on Russian oil imports came into 
effect on 5 December 2022 at an initial level of USD 
60 FOB, while an EU embargo on fuel products will 
begin in February 2023. It is worth noting, however, 
that Urals grade oil was reportedly trading at around 
USD 52 at Russia’s main export terminal two weeks 
prior to the implementation of the cap. This large 
discount to Brent has been due in part to record-high 
freight rates for tankers transporting Russian crude, 
and although Moscow has warned it won’t sell its 
oil to any country that participates in the price cap, 
China and India already make up more than 65% of 
Russia’s total seaborne crude exports. Meanwhile, the 
European Council said in a statement that there is ‘a 
transition period of 45 days for vessels carrying crude 
oil originating in Russia, purchased and loaded onto 
the vessel prior to 5 December 2022 and unloaded at 
the final port of destination prior to 19 January 2023’. 
Therefore, all eyes will now be on Urals contract orders 
for February and March to see how much impact 
this embargo will have on future Russian oil exports. 
While initial indications suggest that the overall effect 
on global crude supplies may not be that significant, 
it does seem likely that Russian energy exports will 

decline somewhat in the months ahead. According to 
the International Energy Agency (IEA), Russia will need 
to find alternative homes for an additional 1.40 MBD 
of crude oil and 1 MBD of fuel products after the EU 
oil embargo and ban on maritime services come into 
full force. Consequently, the agency expects Russia’s 
overall oil production to fall to 9.50 MBD during 2023, 
compared to an average of 10.30 MBD during the last 
quarter of 2022.  

Sixteen months of indirect US-Iran talks over a new 
nuclear accord did not lead to a final agreement, and 
the chances of this happening during 2023 are in our 
opinion now almost zero. Domestic politics are also 
providing fresh hurdles to any new deal in the near-term; 
Iran has been facing the most serious street protests in 
more than a decade, while in Washington the Democrats 
lost their majority in the House of Representatives 
following November’s midterm elections. Reports that 
Iran has been speeding up its uranium enrichment 
programme and supplying attack drones to Russia for 
use in Ukraine are no doubt putting further pressure 
on the Biden administration to abandon attempts to 
revive the accord altogether. This means that Iranian oil 
exports look set to remain around 1 MBD, compared to 
2.50 MBD in 2017. 

https://www.bloomberg.com/opinion/articles/2022-11-27/china-india-squeeze-big-oil-discounts-out-of-putin
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Lastly, oil production in Libya recovered to around 1.20 
MBD during the second half of 2022, following the July 
agreement between General Haftar and the GNU’s 
interim Prime Minister Abdul Dbeibah, which ended 
protest action and blockades at key petroleum facilities. 
However the security situation on the ground remains 
fragile, and tensions between the main rival factions 
have not disappeared. Thus the risk of fresh disruptions 
continue to pose a threat to Africa’s second-largest 
producer.

A CAPEX Gap
The ongoing low level of capital expenditure going into 
finding and developing new sources of conventional oil 
and gas is a subject we have written about quite often 
over the past few years. The risks involved in pursuing 
such an unbalanced energy strategy could not have 
been highlighted more starkly than by the situation 
Europe and many other regions of the world found 
themselves in as energy prices rocketed last year. We 
know the primary reasons behind this shortfall include 
the accelerating shift towards renewables, tighter 
regulations surrounding the production of fossil fuels, 
activist investors, environmental groups and the drive 

to reverse climate change as quickly as possible. 
The environmental aims are laudable, and there is no 
question that the world needs to continue to aim for a 
much greener future. However, this transition is still far 
more complicated and costly than many imagine, and 
will be made much more difficult without the support of 
fossil fuels helping to meet our daily basic energy needs 
in the interim.  

Fossil fuels still account for more than 80% of the 
world’s energy mix, and the International Energy Forum 
(IEF) suggested in a report published in June last year 
that a minimum of USD 525 billion of annual capital 
expenditure into oil and gas resources will be needed 
from now until 2030 just to match natural demand 
growth. In 2021, global capex in the oil and gas sector 
was less than USD 400 billion, while the amount of fresh 
discoveries hit its lowest level since 1946.

Ironically, despite complaints by the White House in 
response to the OPEC+ decision to reduce crude oil 
output from November last year, one of the obstacles 
to rapidly increasing domestic US production (thereby 
helping to lower prices at the pump) has been the 
administration’s own restrictive federal energy policies, 

such as the cancellation of the Keystone XL pipeline 
permit. This was pointed out by the CEO of JP Morgan 
Chase, Jamie Dimon, who was quoted by CNBC in 
September last year as saying that the latest energy 
crisis was ‘pretty predictable’, and that in his view, 
‘America should have been pumping more oil and gas 
and it should have been supported. America needs 
to play a real leadership role. America is the swing 
producer, not Saudi Arabia. We should have gotten that 
right, starting in March’.

It should also be acknowledged that important OPEC+ 
members like Saudi Arabia and the UAE have, over 
the past decade, been leading by example when it 
comes to pursuing more balanced energy policies, by 
continuing to invest in conventional production while at 
the same time actively developing their renewable and 

clean domestic power resources, such as solar, wind, 
hydrogen and nuclear. 

Conclusion and Forecasts
As outlined above, the oil market will continue to face 
both economic and geopolitical uncertainty in the 
weeks and months ahead. Limited spare capacity, 
the low level of fuel product inventories and tighter 
sanctions on Russia should provide support for crude 
prices during the first half of this year. However, growing 
signs of a global economic recession combined with 
lingering uncertainty over the pace of China’s shift away 
from its Covid-zero strategy encourage a more cautious 
outlook. With all this in mind, we have adjusted our 
earlier forecast for Brent and now look for it to average 
USD 93.00/barrel in 2023.


