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OPEC+ has faced three volatile years: 
2020, the year of the pandemic and 
demand plunge; 2021, the year of tight 
markets and inflation amid pandemic-
induced supply bottlenecks; and 2022, the 
year of geopolitical risk and record-high 
energy prices. It phased-out the historic 
9.7 Mb/d cuts by September 2022, then 
re-introduced cuts of 2 Mb/d starting 
November. Questions about compliance in 
2020 were replaced by concerns about the 
inability of many members to meet their 
targets. What is the outlook for the call on 
OPEC+ to meet demand? How will this be 
distributed between the group’s members?
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• The past three years have been tumultuous 
for oil. So far in 2023, we have positive 
compliance with a new OPEC+ 2 Mb/d 
cut due to multiple members’ low or zero 
spare production capacities preventing 
them from producing at quota.

• OPEC aspires to reduce price volatility 
directly with the aim of offsetting physical 
shocks as they occur. It maintains a reserve 
of spare production capacity in the form 
of underground developed reserves ready 
to be produced for this purpose.

• By preventing rapid exploitation of its 
reserves, OPEC has been able to keep oil 
prices on average higher than they would 
have been in a fully competitive situation, 
while meeting the marginal demand for its 
oil.

03 EXECUTIVE SUMMARY
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• Being able to exploit these reserves in 
the future, however, requires consistent 
demand, which is currently under threat of 
going into decline due to the adoption of 
electric vehicles and non-oil technologies 
in other transport, industry, and power, 
as well as strong global action on climate 
change.

• The wider OPEC+ group faces a tension 
between some members who cannot 
increase production for technical reasons 
(Nigeria, Angola, and Algeria) or political 
reasons (Russia), and others with plans for 
significant capacity growth (Saudi Arabia, 
UAE, and Iraq). This contrast will become 
more acute as and when the demand for 
OPEC+ oil and/or prices increase.
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• Quotas will need to be adjusted after the 
conclusion of the current 2 Mb/d cuts by 
end-2023 because of declining capacity 
in some countries and plans for strong 
production growth in others. This will be 
controversial.

• OPEC countries with large capacities will face 
a difficult choice. They will have to decide 
between continuing to restrict production to 
support prices (at the risk of losing residual 
markets to other producers) or produce at 
capacity and send prices tumbling.

• OPEC countries will want to utilise as much 
of their reserves up to and for as long as 
possible after peak demand. To do so, they 
will have to fashion a new role for their 
existing production capacities, as well as for 
any new capacity that comes online as part 
of their planned targets.

• They could stick to their legacy business 
or seek the expansion of their resource 
base and capacity by exploiting new 
commercial opportunities, such as CCUS, 
DAC, hydrogen, BECCS and offsets, 
and non-metallic hydrocarbon-based 
materials.

• OPEC will continue to stabilise markets, 
but the future of its capacity will depend 
on the diverging interests and capabilities 
of its members when peak demand is 
passed, and climate policy begins to 
seriously affect the long-term future of 
oil.

04IMPLICATIONS FOR LEADING OIL & GAS PRODUCERS
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05 OIL DISRUPTION ONCE AGAIN BRINGS OPEC+ INTO FOCUS

The past three years have been tumultuous for 
oil, once again bringing OPEC+ into focus.

• 2020’s pandemic-induced demand 
slump fuelled concerns that oil demand 
had passed its peak in 2019i. Prices 
declined dramatically as the global 
COVID-19 outbreak caused the greatest 
instantaneous demand decline in 
history. Saudi Arabia slashed its official 
selling prices (OSPs) to all destinations 
in a brief price war with Russia which, 
combined with US pressure to protect its 
shale oil industry, prompted an urgent 
reconciliation between cartel members to 
implement record cuts of 9.7 Mb/dii.

• 2021 witnessed demand revival and rising 
oil prices as vaccination programmes 
were rolled out, lockdowns and mobility 
restrictions gradually eased, and key 
markets (India, China, most of Asia-
Pacific, and even the EU) rushed to 
replenish stocks. Upward price pressures 
added significant volatility to producers 
with hedges, mainly those with scaled-
back drilling programmes to focus on 
shareholder returns. Despite calls, mainly 
from the US, to phase-out cuts faster, 
OPEC+ continued with its planned gradual 
production increments, keeping markets 
tight.

• 2022 saw the return of geopolitical crises 
and supply security into the fold. The war 
in Ukraine resulted in sanctions against 
Russia’s oil exports, disrupting ~3 Mb/d 
of Russian oil outputiii, mainly meant for 
Europe, leaving it to be redirected to other 
markets.  Oil prices skyrocketed to upwards 
of US$ 130/b with markets entering 
extreme backwardation.

 

Amid in-person visits by US officials to Saudi 
Arabia to coax the de facto leader into faster 
unwinding of the OPEC+ cuts and emergency 
releases from strategic petroleum reserves in 
the France, Germany, Italy, South Korea, UK, and 
the USiv. OPEC+ agreed to a 100 kb/d increase 
to its oil output goal, described as “so little as 
to be meaningless”v. This modest increase in 
output highlighted the appetite of certain OPEC 
countries’ to keep markets tight and remain the 
leading suppliers to meet global demand and 
expand market share.
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Figure 1 OPEC+ planned cuts since May 2020 and OPEC-10 Compliancevi 

2023 so far has seen positive compliance with a 
new 2 Mb/d cut announced by the cartel starting 
November 2022 as oil prices diminished to US$ 
80/b in late Q4 amid fears about the prospect 
of a global recession driven by rising inflation, 
high interest rates, and a slowdown in Chinese 
demand due to new lockdowns.

The main reason for continued strong 
compliance is multiple OPEC-10 members’ low 
or zero production capacities preventing them 
from producing at quota. These include mainly 
Algeria, Angola, the Republic of Congo and 
Equatorial Guinea, who are characterised by 
ageing brownfields requiring new workovers 
and investment, and to a certain extent Iraq and 
Nigeria, although their constraints are mainly 
the result of instability, theft, and/or dilapidated 
infrastructure.

The three OPEC members exempt from quotas, 
Iran, Libya and Venezuela, have seen volatile 
production levels due to the varying impact of 
sanctions, lack of maintenance, and internal 
security problems.

Among the OPEC allies (the “+” of the OPEC+), 
instability in Sudan and South Sudan has 
impacted their ability to consistently output 
at quota levels (which are already small). 
Field maturity has led to underproduction 
in Azerbaijan, Bahrain and Malaysia, 
while Kazakhstan has been hit by lengthy 
maintenance issues and problems at export 
terminals.  Russia, the main member of 
the non-OPEC allies, who was allotted a 
production baseline of 11.5 Mb/d starting 
May 2022, has already been producing at 
levels much lower (~9.8 Mb/d) due to the 
combined impact of sanctions, a price cap on 
its seaborne crude exports, an upcoming price 
cap on its refined products’ exports (which 
will limit domestic refineries’ ability to absorb 
production), and storage facilities reaching 
their peak. 
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07 WHY IS OPEC SPARE CAPACITY 
IMPORTANT TO OIL MARKETS?

Figure 2 OPEC-10 spare capacity by month, 2003-2022vii  

OPEC spare capacity is fundamentally different 
from usual response mechanisms to global 
macroeconomic and energy security shocks. 
Typical responses include: 

• National governments collectively building 
or releasing strategic reserves (i.e. oil held 
in above- or below-ground storage), and; 

• Private players using market-based tools 
such as hedging and long-term contracts 
to “ride the wave” until shocks dissipate. 

These responses act to mitigate the cost of 
price shocks after they have occurred. Figure 2 
shows OPEC-10 spare capacity by month and 
its erraticism, which is consistent with OPEC’s 
historical behaviour of using spare capacity 
to offset random shocks. The huge increase 
in spare capacity in May 2020 reflects the 
unprecedented production cuts decided to 
counter the pandemic-induced demand shock. 

One motivation attributed to OPEC’s use 
of spare capacity “erratically” is to make 
opportunistic sales to enhance oil revenues. 
This argument has often been used by the 

“NOPEC” lobby in the US and is based on a 
myopic view of OPEC responding to calls to 
meet demand purely from a profit-earning 
perspective. 

OPEC, meanwhile, aspires to reduce price 
volatility directly with the aim of offsetting 
physical shocks as they occur. It maintains a 
reserve of spare production capacity in the form 
of underground developed reserves ready to be 
produced for this purpose. 

To stabilise prices, OPEC theoretically meets 
the residual demand for its oil, i.e. the portion 
of global oil demand that is not met by other 
producers at a given price. In the face of 
positive shocks to the demand for its oil (i.e. 
a tight market), OPEC uses its spare capacity 
to increase production. In the face of negative 
shocks (i.e. a slack market), OPEC decreases its 
production, resulting in higher levels of spare 
capacity.

If demand is inelastic (not price responsive), 
taking its oil off the market when prices are low 
would indeed increase OPEC’s sales revenue. 
However, raising production when prices are 
high would decrease revenue. On the other 

Research Series 2023 January



08

hand, if demand is elastic, increasing production 
when prices are high would increase revenue, 
but taking oil off the market when prices are low 
would reduce revenue. 

In both cases, using spare capacity to increase 
revenues appears inconsistent with recent OPEC 
behaviour, which has typically been to raise 
output when the market is tight and cut output 
when it is loose. However, historically OPEC has 
typically been quicker to cut production when 
prices fall than to raise it when they increase, 
preferring to take a “wait and see” approach 
at times of higher prices. The relatively speedy 
response to price movements in both directions 
in 2022 may reflect the move to monthly (rather 
than quarterly) meetings, and to the strength of 
Saudi Arabia within the organisation, with few 
strong dissenting voices.

In this way, OPEC justifies its use of spare 
capacity as a market-stabilising behaviour 
rather than one of solely making opportunistic 
sales. However, OPEC has used its spare 
capacity to maintain higher prices, even 
when such a move was unsustainable and 
detrimental to market stability, as in 1980-85, 
and then again in 2011-14.

Another potential motivation is that OPEC 
employs its spare capacity to stabilise its own 
export revenues. However, assuming that 
demand is elastic, this would mean OPEC 
decreasing production when a positive shock 
to demand for OPEC oil occurs, which is not 
consistent with observed behaviour. Similarly, if 
demand is inelastic, by stabilising its revenues 
OPEC would inadvertently also tend to stabilise 
oil pricesviii.
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Figure 2 also shows the size of OPEC’s current 
buffer, ~3 Mb/dix. Compared to global oil 
demand of 100 Mb/d, this could be viewed as 
small, but the figure also shows that over the 
last 20 years spare capacity came close to zero 
only in late summer of 2004, suggesting that 
OPEC’s spare capacity buffer seems to have 
been sufficient so far to avoid shortfalls.

It could also indicate that OPEC might be 
holding too much spare capacity, or that spare 
capacity could serve objectives other than 
market stabilisation. But this view sees the 
historical data as one particular outcome of 
processes governed by random laws.  
To determine the proper size of its buffer, OPEC 
has to consider all possible outcomes. Spare 
capacity is also more concentrated now than 
historically, being held mostly by Saudi Arabia 
and the UAE, which makes it easier to wield 
rapidly, but also more vulnerable to disruptions. 
This was illustrated by the September 2019 
drone and missile attacks on Saudi Arabia’s 
Abqaiq processing facility, which temporarily 
knocked out 5.7 Mb/d of production capacity.

From an economic perspective, the right size 
for the spare capacity buffer is when the cost 
of adding an additional barrel/day of capacity 
is equal to the expected increment in global 
GDP generated by this additional barrel of 
spare capacity, although the holder of spare 
capacity will typically bear all costs and not 
get all the benefits of said gain in global GDP. 
Therefore, the optimal size of the buffer is 
reached when the marginal cost of building 
and maintaining an additional barrel/day of 
spare capacity equals its marginal value to the 
global economyx.

Figure 3 Monthly changes in US shale oil and OPEC 
production, vs oil pricexiviii 

Previous studies have shown that plugging 
estimated parameters into this formula 
gives a marginal value relatively close to the 
marginal cost, indicating that the size of OPEC’s 
buffer has indeed been in line with global 
macroeconomic trendsxi. 

There have been suggestions that the 
development of US shale oil may have 
diminished the need for OPEC’s buffer and 
reduced the value and significance of its spare 
capacity. However, US shale oil has a more 
limited impact in offsetting shocks to demand 
or supply, since it is mainly characterised by an 
expansion of privately-owned and production-
ready inventories subject to the profit motive 
where market prices determine the quantity of 
supplyxii (Figure 3). 

A recent example is US shale producers turning 
off production as a result of the price crash 
of 2020, and then picking up operations once 
prices improved, whilst OPEC production 
changes appear more stable across the year 
(apart from the massive reduction as cuts were 
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introduced in May). US shale production is also 
at risk of logistical constraints and even faster 
decline rates if not continuously drilled to 
sustain output, which further limits its ability 
to rapidly offset unanticipated shocks of large 
magnitude.

OPEC has therefore managed to stick to its 
position as a market stabiliser in recent years, 
and carefully avoids speaking in terms of price 
because of anti-trust concerns. It has also 
received indirect support in this regard with 
the weakening of production from former large 
producers such as Algeria, Libya, Venezuela 
and Iran, and the financial and institutional 
shakiness of the group’s second-largest 
producer, Iraq. 

This has left Saudi Arabia as the clear de facto 
leader, usually supported by its Gulf allies Kuwait 
and the UAE. The three combined have the 
most spare capacity among members, and can 
therefore exert more influence for maintaining 
a “market stabilising” rhetoric than other 
producers.
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11 WHO HAS THE MOST SPARE CAPACITIES?

From the currently available 3 Mb/d of spare 
capacity, the OPEC Middle East countries make 
up 2.97 Mb/d. These include Saudi Arabia, 
with the largest at 1.52 Mb/d; the UAE with 
1.16 Mb/d; Kuwait with 180 kb/d, and; Iraq 
with 110 kb/d. The exempt OPEC countries of 
Iran, Libya, and Venezuela make up almost the 
same as OPEC Middle East spare capacity, with 
~2.99 Mb/d, but unavailable due to a mix of 
instability, political turmoil, and/or sanctions.

Among the non-OPEC allies, Russia has 1.64 
Mb/d of spare capacity due to the impact of 
sanctions reducing its market share. Prior to 
being embargoed, Russia was producing almost 
at capacity, with available spare being just 
over 110 kb/d. Other non-OPEC allies have a 
miniscule buffer of <100 kb/d combined.

Clearly the OPEC Middle East countries (except 
Kuwait and Iraq) are producing their reserves 
at the slowest rate, or with the largest reserves 
to production ratios.  

Official reserves figures (Figure 5) have to be 
viewed with caution, especially in the case of 
exempt member countries, who might report 
much higher reserves figures than are actually 
available to produce (such as Venezuela, who 
reports a R/P ratio of 906 years, but much of 
this is extra-heavy oil which is unlikely to be 
developed in the foreseeable future).

Figure 4 Capacities of OPEC+ members as of January 11, 
2023 for offshore wind investments in Europexiviii

Figure 5 Reserves/production ratio of major oil producers. Green: 
OPEC. Red: former OPEC. Blue: OPEC+. Gold: non-OPEC/
OPEC+xv 
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Wealthier and more stable countries like 
Saudi Arabia, the UAE, and Kuwait have very 
long reserves lives. By preventing their rapid 
exploitation, OPEC has been able to keep oil 
prices on average higher than they would have 
been in a fully competitive situation, while 
meeting the marginal demand for its oil. 

Non-OPEC allies (OPEC+) also now feature 
among countries with longer reserve lives, 
as OPEC+ cuts increase their R/P ratio, slow 
reserves depletion, and discourage investment 
in new production. Still, a few OPEC+ countries 
typically under-comply with production cuts 
(mainly Kazakhstan), contributing more to its 
marginal supply, and making larger reserves 
holders like the OPEC Middle East over-comply, 
keeping prices higher and avoiding exploitation 
of their own reserves for as long as possible.

Still, the ultimate aim of avoiding exploitation 
in the near-term is to be able to easily exploit 
it in the long-term. However, being able to 
exploit these reserves would require consistent 
demand, which is currently under threat of 
flattening and/or going into decline due to 
the adoption of electric vehicles and non-
oil technologies in other transport, industry, 
and power, as well as strong global action on 
climate change, and growing policy pressure to 
reduce emissions. 

OPEC Middle East countries with large reserves 
therefore face a difficult choice. They can 
continue restricting production to support 
prices, but this would result in oil demand 
declining even faster, and risk them losing 
residual markets to the US, Russia (assuming 
an end to sanctions), and other producers. 
This would also mean (potentially) a large 
proportion of their reserves is never produced.
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Figure 6 shows production from key producing 
regions in a peak demand scenario (i.e. a 
scenario with consistently declining oil demand 
after peaking around 2025).  Projections have 
been adjusted taking into account the volatility 
of the past 3 years. In the mid- to late-2020s, 
North America gains market share at the 
expense of MENA and Eurasia (which is set 
back by embargoes on Russian output), but this 
starts getting reversed in the 2030s, and even 
more concertedly in the 2040s, with MENA 
gaining market share over both and in overall 
production volumes. Production from North 
America and Eurasia enters steady decline 
in the late-2030s, while other world regions 
continue declining throughout. 

MENA’s market share, a rough proxy for OPEC’s 
(given that the OPEC Middle East and Africa 
countries dominate output), reaches ~45% 
by 2050, a gain of some 11 percentage points 
from OPEC’s historical share.

Figure 6 Oil production by region in a peak oil demand scenario 
for offshore wind investments in Europexvi
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14BUT WILL 2050 DEMAND SCENARIOS 
JUSTIFY OPEC CAPACITY EXPANSIONS?

However,  a much different picture emerges 
if all of OPEC MENA decides to go ahead with 
planned expansions of production capacity 
(Figure 7). Demand for its crude would 
begin declining in the medium-term due to 
competition from North America and Eurasia, 
but it will begin enjoying a larger market share 
later on as these producers are pushed out due 
to rapid declines. It should be noted, however, 
that at its lowest point (which is 2050 in our 
range), demand for MENA’s oil would still be 
only ~72% of its production capacity. 

This situation could potentially further worsen 
if countries decide to expand their production 
capacities more than current plans indicate. 
For example, the UAE has aspirations to go to 6 
Mb/d of production capacity if its existing target 
of 5 Mb/d is successfully achieved.

The OPEC Middle East (as the largest producer 
group among OPEC MENA, and assuming 
non-MENA OPEC like Nigeria, Angola, and 
Venezuela seek to increase production as much 
as possible), would have to therefore choose 
between:

• Producing well below its capacity for an 
extended period; 

• Delaying its capacity expansion plans 
(but some production cuts would still be 
needed); 

• Hoping that some production growth 
plans (especially in Iran, Iraq, and Libya) 
don’t materialise because of instability, or; 

• Produce at higher levels, pushing prices 
down, to gather as much market as 
possible from other competing producers.

If  Iran and Libya (and to an extent, Algeria) 
are unable to materialise their production 
regrowth plans meaningfully, the OPEC 

Figure 7 MENA production and demand for MENA oil in a peak 
oil demand scenario for offshore wind investments in Europexvii

But not all these choices would be available 
in a more aggressive climate action-oriented, 
environmentally-stringent scenario, such as 
the Net Zero by 2050, which sees oil demand 
globally reach between 17-21 Mb/d in leading 
estimates by the IEA and BP. DNV is the only 
agency to see a lesser oil demand decline in its 
core outlook, to 45 Mb/d in 2050, mainly due 
to higher non-energy oil use, manufacturing, 
and demand from commercial vehicles, but 
this is still 20 Mb/d lower than some peak 
demand scenarios which have estimated that 
global demand could reach ~65 Mb/d in 2050. 

Middle East countries could exploit their 
production capacities without softening 
markets considerably till at least 2033. This 
possibility could become even more lucrative 
if the group’s second-largest producer, 
Iraq, struggles to meet ambitious planned 
production capacity expansions, with the 
remaining OPEC Middle East enjoying 
exploitation of their reserves while keeping 
markets tight till the late 2030s.
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BP’s New Momentum Scenario, which 
sees demand reach 73 Mb/d in 2050, likely 
assumes current laws and regulations that 
affect the energy sector, including laws 
that have end dates, remain unchanged 
throughout the projection period. Even more 
moderate scenarios like the IEA’s Sustainable 
Development Scenario and BP’s Accelerated 
Scenario see oil demand reach 42-47 Mb/d by 
2050.

OPEC supply in a Net Zero by 2050 Scenario 
would reach 52% of global oil supply, and 
in moderately aggressive scenarios, around 
43%, which is in line with our peak demand 
scenario showcased above, which assumes 
consistent action on stated policies and 
national pledges to abate climate impacts of 
energy activities.

At full exploitation of its reserves, OPEC MENA 
could amass production capacity of 41 Mb/d 
by 2035, a near 10 Mb/d increase from the 
current 32 Mb/d. This could meet ~64% of 
global demand in 2050 in our peak demand 
scenario, and ~98% in BP’s Accelerated 
Scenario. Production from other regions of 
the world, including North America, Eurasia 

Figure 8 Global oil demand scenarios and OPEC supply for offshore wind investments in Europexviii

(Russia, Kazakhstan, others), Latin America, 
South-East Asia would be greatly reduced and 
(very limited) Europe would be completely 
eliminated.

Even in moderate scenarios, OPEC MENA’s 
capacity would be at risk of remaining 
underdeveloped. In the more aggressive Net 
Zero scenarios, it could run the risk of remaining 
undeveloped, as existing capacity of the OPEC 
Middle East would be more than adequate at 
meeting the very minimal global demand. 

It is quite possible that several of the OPEC 
Middle East countries have already accounted 
for these scenarios in their future production 
growth plans, for example, the UAE. At the 
expiry of current cuts by end-2023, leading 
OPEC states might begin accelerating 
production to meet high demand towards 
peak demand in 2025, and then to outstrip 
competitors like the US as the market enters 
decline and take as large a share of the 
remaining demand. But this will lead to a 
“green paradox” as well as to low prices, which 
would hurt higher-cost OPEC producers such as 
Algeria, Angola, Venezuela, Ecuador, and those 
with high budgetary demands most.

Research Series 2023 January



16

Table 1 Planned capacity expansions of major OPEC producersxix 

MAJOR PLANNED CAPACITY EXPANSIONS

The OPEC-10, these include Saudi Arabia, the 
UAE, Iraq, and Kuwait, have major plans to 
expand their production capacities. Exempt 
members Iran and Libya also have plans to 
scale up production, but this is mainly to return 
capacity to pre-sanctions and pre-civil war 
levels. Nigeria plans to also return its capacity to 
former levels of 2.5 Mb/d, but vandalism against 
infrastructure and ongoing theft have limited 
the impact of expansion programmes.

Table 1 summarises the planned capacity 
expansion plans of the major OPEC Middle 
East producers. Iraq and Kuwait have the 
most ambitious plans, with Iraq planning a 
near 75% increase in capacity, and Kuwait 
67%. Saudi Arabia and the UAE have more 
realistic planned expansions, with Saudi Arabia 
targeting an increase of ~8.5% and the UAE of 
~20%, but these are not without challenges.
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• For example, Saudi Arabia’s expansion 
plans rely on more expensive offshore 
reservoirs as its legacy onshore fields 
begin declining, necessitating lower 
operational rates, such as at the Ghawar 
field, whose maximum capacity is now at 
3.8 Mb/d from former levels of 5 Mb/dxx. 

Leading Saudi offshore fields include 
Marjan, Berri, Zuluf, and Safaniyah, which 
combined could add up to 1.85 Mb/d 
to Saudi capacity once their expansions 
conclude, but they have run into repeated 
delays due to oil market volatility in 
recent years, with all four expansion 
programmes still incomplete. 

Uncertainty over future oil demand and 
rising climate action might also limit how 
much the country decides to exploit them.

• The UAE faces similar challenges. It 
has recognised that unconventional 
and offshore oil will be an important 
replacement for its ageing onshore 
brownfields, but most of its offshore 
reservoirs are geologically complex, 
requiring the highest safety standards 
and the construction of special treatment 
facilities. Many are also located in sensitive 
ecological environments, necessitating 
special precautions, increasing overall 
costs. 
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A budget of US$ 127 Bxxi is expected to 
go mostly towards expanding upstream 
production capacity (both oil and high-cost 
sour and unconventional gas). This will be 
in addition to the planned expansion of the 
country’s downstream portfolio, plus low-
carbon and clean energy businesses.

• Other producers like Iraq, Algeria, Angola 
and Nigeria are limited by a mix of political 
instability and poor institutional capacity, 
impacting the required investment to stem 
decline rates from existing brownfields and 
to develop greenfields. 
Iraq’s reserves base is technically the 
most promising of the four leading Gulf 
producers relative to its planned production, 
but upstream expansion projects have 
been repeatedly delayed by lack of 
supporting infrastructure, poor fiscal terms, 
bureaucracy and political instability.

Overall, these countries’ targets are 
somewhat aspirational and are not based on 
the more sophisticated master development 
plans (MDPs) undertaken by their GCC 
counterparts to expand production 
concertedly. 

• Kuwait’s expansion goals, meanwhile are 
limited by the increasing maturity of the 
workhorse Burgan field, and challenges 
associated with extracting heavy crude from 
its northern fields, requiring substantial 
upstream investment to achieve levels 
desired by 2035-40. 

Kuwait Oil Company (KOC) has so far 
announced plans to invest US$ 6.1 B on 
exploration over the next five yearsxxii and 
increase production to 4 Mb/d, but without 
any meaningful undertaking to invest and 
commit to large-scale projects in the near-
term.
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19 PEAK DEMAND & CLIMATE ACTION: 
A NEW ROLE FOR OPEC CAPACITY?

Regardless of whether global oil demand will 
dwindle to 17 Mb/d by 2050 under a Net Zero 
scenario or not, it is now widely anticipated 
that demand will enter a consistent 
decline around 2025-26, with considerable 
ramifications for future OPEC output growth 
even in moderate sustainable development 
scenarios and/or announced policies scenarios.

The dual challenge of imminent peak demand 
and increasing climate action has meant 
expansion targets have been brought forward 
(as in the case of the UAE, who is now mulling 
2027 to achieve its 5 Mb/d target) or trimmed 
from previous estimates (as in the case of 
Saudi Arabia, who has clarified that it only 
intends to sustain a maximum production 
capacity of 13.4 Mb/d, instead of 15 Mb/d 
touted a couple of decades earlier). 

OPEC countries will want to utilise as much of 
their reserves up to and for as long as possible 
after peak demand, and also realise that new 
limitations on emissions (in the form of carbon 
taxes/tariffs, reduced international finance) will 
deter investments into upstream ventures once 
this peak is crossed. They therefore have to 
fashion a new role for their existing production 
capacities, as well as for any new that come 
online as part of their planned targets. 

Leading OPEC producers can (or already have 
to a degree) adopt either one, or a combination 
of the following three strategies to support 
their production capacities amid this dual 
challenge. 

These are Strategy I: Limited Transformation; 
Strategy II: Planned Transformation, and; 
Strategy III: Policy-led Transformation. Each 
can be divided into sub-parts, as shown in 
Table 2 below.
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Table 2 Strategies for OPEC Producers to meet the Dual Challengexxiii 
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OPEC capacity won’t collapse or disappear even 
as the dual challenge of peak demand and 
climate action reaches its summit. However, 
it will need to fashion a new role to remain 
competitive for as long as possible. OPEC’s 
ability to temper shocks to oil markets so far 
has been imperfect, but still sufficient for the 
use of spare capacity to remain effective. It will 
continue to do so to dampen price movements 
and stabilise volatility, but the future of its 
capacity will depend on the diverging interests 
and capabilities of its members when peak 
demand is passed and climate policy begins to 
seriously affect the long-term future of oil.

By adopting the strategies outlined in Table 
2, it could adopt a more constructive role for 
future capacity. These strategies could allow 
OPEC members who are too consumed by 
short-term problems the option to formulate 

CONCLUSIONS

coherent plans for making their production 
more resilient to global climate policy. For 
early-movers in the transformation race, they 
can help to share key approaches to make 
oil use more climate-compatible, including 
hydrogen, CCUS, DAC, BECCS and offsets, and 
non-metallic hydrocarbon-based materials.

Ultimately, the future of OPEC capacity will 
be decided by market forces of supply and 
demand (especially if energy security concerns 
prevail), and the progress in the race to net-
zero the world. As it stands, OPEC capacity may 
indeed have a long future, but at the expense 
of a cartel made up by only those with the 
largest R/P ratios, lowest production costs and 
lowest upstream carbon footprints.
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