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At its August 2022 ministerial meeting, the Organization of the Petroleum Exporting
Countries (OPEC) and 10 additional oil exporters (together known as OPEC+) announced
an increase of only 100,000 barrels per day (b/d) of crude supply for September.1 This
represented a meaningful slowdown from its addition of 648,000 b/d for July and August,
and possibly the smallest increase in production targets since quotas were first introduced by
OPEC in 1982.2 In explaining the increase, the official press release for the meeting referred
to “limited availability of excess capacity” and noted that “chronic underinvestment in the
oil sector has reduced excess capacities along the value chain,” highlighting the alliance’s
limited ability to bring significantly more barrels to market. This marked the first time since
the current agreement was put in place in April 20203 that an official OPEC monthly meeting
press release focused on spare capacity rather than uncertainty in global demand outlooks
due to the recurring impacts of the pandemic and uneven economic recovery globally. While
the Biden administration has welcomed the OPEC+ announcement as a positive step,4 most
analysts have discounted the potential impact of an increase of just 0.1 percent of global
supply.5 In reality, the move is little more than a signal that the group is responsive to calls for
increasing supply.
Analyzing the shift in OPEC+ strategy implied by this slowdown, this commentary explores
what it signals for the alliance’s priorities and cohesion, spare capacity, and future strategy
amid demand uncertainties due to an increasingly cloudy global macroeconomic backdrop
and an increasingly volatile oil market. If macroeconomic headwinds dampen demand,
maintaining cohesion within the group will likely drive its strategic choices; if demand growth
remains robust, the group will likely focus on announcing and attempting to achieve credible
production targets.

Group Cohesion
The August press release explicitly noted “the value and importance of maintaining
consensus as essential to the cohesion of OPEC and participating non-OPEC oil-producing
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countries.”6 OPEC has been repeatedly stressing the goal of cohesion7 because it is essential
to maintaining production levels or even cutting them, especially in the face of challenging
geopolitical and trading conditions that could otherwise jeopardize the functioning of the
group. The marginal September supply increase and the recent chatter about a possible cut
for October are therefore indicative of this priority.8
One of OPEC’s core members, Russia, which, along with Saudi Arabia, has the largest
production quota within the alliance, is facing multiple uncertainties in its crude oil and
refined product export prospects. The latest set of European Union (EU) sanctions on Russia
includes a complete ban on seaborne crude and product imports that will be implemented
incrementally over the next six to eight months.9 Once fully rolled out, this ban will affect
90 percent of Russian exports to the EU. As noted by the authors in previous work, Russia
has diverted some of these sanctioned barrels to Asia by offering discounts as large as $20–
$30 per barrel over the last few months,10 although such discounts have compressed more
recently.11 Some estimates put this volume of Russian exports to Asia at 1.85 million b/d in July
2022, which is twice as high as a year ago.12
Were the alliance to increase production targets significantly now, it may give the impression
that it is backfilling the lost Russian barrels, likely at the expense of the unity it has sustained
since the current agreement was signed. Given how disastrous competition among members
has been to OPEC+ in the past, the alliance would want to avoid the recurrence of division.13
A more likely course is that OPEC+ will redirect supplies between members such that core
members in the Middle East temporarily cede market share in Asia to Asia and increase their
cargoes to Europe in return.14 The alliance also prefers a higher price environment because
it allows member governments to refill coffers that were depleted during the COVID-19
downturn. Prior to 2020, the group’s defensive strategy translated to a price range of $60–
$70 per barrel,15 but its lack of alternative sources to increase supply and apparent inability to
increase production materially (as discussed below) have likely forced it to increase that range
to $80–$90 per barrel.
The moderate increase in supply for September is little more than the alliance’s
acknowledgment of the asks from Western governments, especially leading up to and
during President Biden’s recent trip to Saudi Arabia. A possible supply cut around the corner
supports the shifting price preferences. The group’s internal dynamics remain its primary
focus—and this will continue to be the case through the end of the year and into 2023 despite
any global inflationary pressures.

Spare Capacity and Crisis Response
In July 2022, the alliance’s actual production lagged behind its production target by 2.8
million b/d, higher than the shortfall in June despite the largest production increase since
February 2022.16 Some member countries in Africa, Central Asia, and Southeast Asia have
chronically underperformed, and many appear to be in structural decline. Nevertheless,
as the group looks to 2023 and beyond, it has so far avoided downward revisions in
quota allocations.
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The slowdown strategy could also signal concerns within OPEC+ about spare capacity within
the alliance as a whole. Saudi Aramco’s CEO, Amin Nasser, remarked as far back as March
2022 that the world’s spare capacity was at best 2 percent of total production.17 At this
point, group spare capacity largely rests with Saudi Arabia and the United Arab Emirates
(UAE). There is also uncertainty around Russian production and exports going forward due
to Western sanctions. Some analysts have pegged readily available spare as low as 400,000
b/d.18 Others have put the figure as high as 3 million b/d, excluding sanctioned capacity in
Iran, which assumes total production capacity of 12 million b/d for Saudi Arabia and 4 million
b/d for the UAE, though it is doubtful whether these high levels can be sustained for an
extended period.19 It is also important to factor in the spare capacity that must be preserved
as dry powder for planned maintenance outages, about which Saudi Arabia has been vocal,20
or, more importantly, as a buffer for the world in the event of unforeseen disruptions such as
those resulting from attacks on oil facilities.21
OPEC+ has repeatedly highlighted concerns about industry-wide underinvestment in
upstream capacity and production, including in the August press release. This view appears to
reflect a general sentiment in the industry but also, and more pointedly, among the majority
of group members who have difficulty increasing production. Generally, the most effective
way to unlock spending is to ride the wave of a sustained period of higher prices. As noted
above, such an environment is precisely the type that the group is trying to support, though
key members such as Saudi Arabia have stated that they expect every major producer (within
OPEC+ or outside) to expand capacity.22

Demand Uncertainties
Looming over OPEC+ decision making, and the oil market in general, are the growing dark
clouds of the global economy. In its most recent update, the International Monetary Fund
(IMF) highlighted that “the outlook has darkened significantly since April. The world may
soon be teetering on the edge of a global recession, only two years after the last one.”23 By
technical definitions used in past economic cycles, the US economy is already in a recession.
Even as the US labor market continues to recover, consumers are being weighed down by
high prices, and the near-term macroeconomic outlook remains murky.24 In Europe, the United
Kingdom is forecasted to enter a recession by the end of the year,25 and the EU’s economic
prospects are rapidly deteriorating, especially for member states such as Hungary, the Czech
Republic, and Slovakia, which are dependent on Russian natural gas imports.26 The IMF
estimates that the gross domestic product of the EU as a whole could drop by as much as 1.8
percent, and that of Russian gas-dependent countries by about 4 percent. Other countries
such as Germany and Italy could see economic contractions as large as 3 and 4 percent,
respectively.27 China continues to struggle with its “zero-COVID” policy in addition to real
estate and other domestic economic risks.28 OPEC expects China’s crude imports to remain
depressed after ample inventories and continued lockdown measures brought import levels
to a four-year low in June 2022.29 Peripheral economies across the world are battling inflation
and increasing social unrest.
All of these data points and trends indicate the uncertainties around economic growth
prospects globally and risks in oil demand forecasts. Wounds from the COVID-19 downturn
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are fresh in the memories of OPEC+ members. If oil demand were to fall precipitously as early
as the end of the year, the alliance would again need to institute production cuts to stabilize
the market and, more importantly, support prices. With crude oil already retreating well
below $100 per barrel through most of August, adding more supply could slash prices to the
$60–$70 range or potentially lower, which the group will be looking to avoid. This bearish
economic outlook also affects OPEC+ strategy, especially if the group chooses to increase
production by larger volumes. The increasingly faint possibility of Iranian barrels returning to
the market is yet another factor that the group will keep an eye on. Lastly, OPEC+ has also
cited weak oil market trading liquidity—and corresponding greater volatility—as a reason to
support the market.30
While uncertainties and downside risks hover and will keep OPEC+ cautious, further potential
strains on supply are likely, providing some upside risks to prices. In particular, the large
(800,000 to 1 million b/d) US Strategic Petroleum Reserve releases of the last several months
will cease after October,31 the EU will attempt its embargo of oil and product imports from
Russia later this year, and high natural gas and coal prices could provide an atypical boost
to oil demand for electricity generation in the winter months. These factors combined could
quickly push prices higher again.

Looking to 2023 and Beyond
OPEC+ member countries have benefitted from the high oil price environment. But amid
significant macroeconomic headwinds that could derail demand growth, the alliance will need
to remain united to maintain elevated price levels. Here, the relationship between Russia, the
second largest producer among all the member countries, and the rest of OPEC+ is critical to
group cohesion and will likely be prioritized.
If demand continues to recover strongly, OPEC+ is likely to resist raising production targets
significantly and avoid any risk of undermining the group’s credibility. The ability of the
alliance to ramp up production is highly questionable as a number of its members have not
been able to meet production targets for many months. Therefore, the group will likely keep
its production targets at current levels even if the market demands more barrels.
OPEC+ strategy over the next few months is a tightrope walk. Further supply increases after
year-end will be a key topic on the agenda. On the downside, if demand growth starts to
soften and market liquidity/volatility remains, maintaining unity within the group, especially
between the two largest producers, Saudi Arabia and Russia, will likely be the key strategic
objective. On the upside, if demand growth remains robust, the focus will likely be back on
production capacity, and OPEC+ will have to consider how it can message its inability to
increase production by significant volumes while maintaining the credibility of its production
targets. What is certain is that high price volatility and the significant upside and downside
risks to prices will put an even greater spotlight on OPEC+ going forward, especially in terms
of its priorities, shortcomings in its current quota allocation, and decision making.
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