GEOPOLITICAL IMPACT ON PETROLEUM INDUSTRY AND SECURITY OF WORLD OIL AND NATURAL GAS SUPPLY
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ABSTRACT

Current oil and natural gas market relations imply the relative balance of supply and demand. Predictions of energy movements indicate the growth of future oil and gas demand which could lead to market instability and changes in terms of strengths due to current or moderate increase of supply. Therefore, the structure of worlds’ oil and gas market depends on increase of energy demand in interaction with economic development, but also on slowing of hydrocarbon reserves depletion as result of commercial discoveries outside the main production regions. Distribution of reserves, production, refining and consumption together with transportation routes points out an interaction of geopolitics and oil market whereat the basic market mechanisms of supply and demand does not give complete explanation of market occurrence, yet relations of market and geopolitics could be explained by connection of economic and strategic interests along with global events, particularly in oil regions. The fact that the oil reserves depletion has been accelerated emphasizes the importance of safe supply, especially of reserves with the longest lifetime. Meanwhile, the price of production has to be taken into account along with importance of oil and gas price formulation which can insure the influence on global economic policy. In this paper the analyses of events in main oil regions, which represent the effort to break down connections between oil market and geopolitics, characterized by the struggle for territory, new exploration areas and also transportation directions, will be made. Furthermore, the risks, originated from geopolitical influence on oil and gas market, will also be discussed. 
1. INTRODUCTION
Interconnection of market and geopolitics could be explained by connection of economical interests and global strategic matters, especially in oil-rich areas of Middle East, Caspian region, Africa and the Latin America, which becomes more and more important due to increase of world oil demand. The fact that oil reserves depletion is continuous emphasizes importance of insurance of new access to long life petroleum reserves, taking into account the price of its production and at the same time this brings out the issues of countries with largest oil reserves in the world like Saudi Arabia, Iran and Iraq. 

2. STRATEGICALY IMPORTANT PETROLEUM AREAS
The main focus of United States strategic interests in the Middle East is Iraq, but lately also western petroleum companies as well as the and also Japanese, Chinese and Indian express their own interests for this area. Therefore, world interest zones, beside the Middle East, are becoming extended to the Caspian region, especially Azerbaijan and Kazakhstan, and to Latin America, respectively Venezuela, Colombia and Mexico. African interest areas include North African Mediterranean countries, the deep sea of West Africa and sub-Saharan states like Nigeria, Cameroon, Equatorial Guinea, Gabon, Congo and also Angola, Sudan and Chad. Other interest areas include oil-bearing regions of India, Indonesia and China. Besides geopolitical issues related to oil reserves, transportation routs represent strategically important areas of predominant US interests, but also of significant Russian, Iranian, Chinese and European Union interests. [1]
Furthermore, the relations between geopolitics and oil markets could be explained in correspondence with American military and economic interests. American military troops are present in Iraq, Turkey, Georgia, Afghanistan, Uzbekistan, Kyrgyzstan, on the whole Arab peninsula and in Colombia. On the Far East American military troops are situated on Philippines nearby oil reserves in the South Chinese Sea. Correspondence of American military arrangements with the proximity of oil fields and oil and natural gas transport routes, points out the strong connection of geopolitical relationships and petroleum industries. Although the American National Energy Policy suggests diversification strategy, since oil areas, besides Middle East, have far lesser quantity of oil which is not sufficient for the significantly decrease of American dependence on Middle East, the fact is that the oil and gas supplying areas for USA are politically unstable alternative which stress outs geopolitical backgrounds of oil market .
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Figure 1: Major Oil Regions of the World
[2]
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Figure 2: Major Gas Regions of the World
[2]
3. ALTERNATIVE EIGHT COUNTRIE FOR AMERICAN OIL SUPPLY

The „alternative eight countries“ are mainly discussed as the interesting ones. These are: Mexico, Venezuela, Colombia, Russia, Azerbaijan, Kazakhstan, Nigeria and Angola. Their total oil production is approximate to the Middle East oil production, but their oil reserves make only the one third of Middle East oil reserves. Also, these countries have high increase of internal oil demand which reduces the exportable amount of oil. Furthermore, American diplomacy carries out activities of supporting any development projects in these countries, like construction of oil pipeline Baku-Tbilisi-Ceyhan, which could impact the Russian monopoly in the area and ease the American access to Caspian oil, as well as activities for decrease of OPEC influence on world oil market. Besides struggles for oil production areas, pretensions towards transport routes also represent important strategic issue. [1] [3]
The so far role of Russian Federation at the global oil market, considering Russian dependence on oil and gas revenue, outgrows into maximizing oil and gas profit by increasing their own world market share. After the collapse of the Soviet Union, western market had access to the Caspian region which became the potential alternative for the Middle East oil. Proved oil reserves from Caspian region are estimated to 6 billion tones, and natural gas reserves to 7,3 × 1012 cubic meters, while potential reserves are predicted to be far larger. Total Caspian oil and gas reserves are on the second place of the global scale after the Middle East reserves, which make this region exceptionally strategically important, but also establish new global geopolitical relations. Besides the European interest for oil and gas supply from this area, US, Asia (Japan, China and India) also try to secure their own share. [1] [4]
Armed conflicts in Caspian region after the collapse of the Soviet Union appeared as the consequences of Russian interests for the supervision of the region, while territorial disagreements were the basis of the instability, especially around sea borders in Caspian Sea. Russian Federation at the same time uses its geopolitical position for charging high oil and natural gas transportation tariffs. Since increased petroleum exploration and development activities in region lead towards the higher oil and gas production increasing the necessity for new transportation capacities, a few possible transportation routes are considered (pipeline Baku-Tbilisi-Ceyhan, Nabucco pipeline). 

Five out of the „alternative eight“ countries, which supply the American market with oil: Angola, Azerbaijan, Colombia, Nigeria and Russian Federation have recently faced civil wars or ethnic conflicts. Other three, Kazakhstan, Mexico and Venezuela also coped with internal conflicts, strikes or other political disturbances. Violence was also present in other potential petroleum suppliers such as Congo, Chad, Equatorial Guinea, Sao Tome and Principe and Georgia. It would be unrealistic to describe all of the mentioned events as the unhappy coincidence, but it would be too bold and too simplified to say that the main reason for its appearance is the struggle over mineral wealth. Usually the disequilibrium of oil and gas revenue allocation corresponds with ethnic, religious and political divisions i.e. internal conflicts.
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Figure 3: Known Oil Source Rocks of the World

[2]
Russian conflicts in Chechnya and Dagestan have been continued through the nationalists terrorist for the independence activities, whereat is not irrelevant the geopolitical dimensions of these conflicts, since the Chechen capital Grozny was the main refinery center in the region, and also important transit spot for the Caspian pipelines to Russia, Ukraine and Europe. Georgia has also not been detoured by combat activities due to territorial disagreements and ethnic conflicts, which could influence the security of pipeline Baku-Tbilisi-Ceyhan which crosses the whole country, as well as the conflicts in Azerbaijan around the Nagorno –Karabah. 

In recent years greater attention is dedicated to oil and gas exploration in Africa, particularly onshore North and Central Africa and offshore West Africa. So far, petroleum exploration activities in Africa have been limited due to high offshore drilling costs compared to cheap exploration in the Middle East, but the increase of global world oil demand and growing political uncertainty in the Middle East region, redirects the exploration activities of petroleum companies towards Africa. Africa is generally characterized with political instability with frequent cases of organized pilferages of oil supplies and pipelines and oil production facilities sabotages, such as those in Nigeria, or corruption and nontransparent business activities in the Angola. The geopolitical importance of Africa increases with offshore exploration activities in Africa which have indicated more and more significant amounts of hydrocarbons, even though unstable political regimes as well as economical problems will have the main impact on the geopolitical status of Africa and thereby on oil industry in this area. [5]
4. OIL MARKET AND GEOPOLITICS IN SOUTH AMERICA

Nationalization processes and the prohibition of the foreign investments in petroleum exploration and production activities in Latin America with exclusive rights of national petroleum companies on oil and gas production and political disturbances and presence of American military troops, illustrate relations of geopolitics and oil markets in this area. The internal conflicts in Colombia were caused by destabilizing effects of oil production, whereat the main target of the attacks was strategically important pipeline Como Limon which has been attacked over hundred times a year. Conflicts in Venezuela are associated with national oil wealth allocation, while Mexico deals with economic problems. The US military presence in South America is oriented towards Colombia and protection of pipelines in its wider area. Venezuela, the third oil exporter to the US, under the presidency of Hugo Chavez acquires growing anti-American exhilaration which is also becoming present in other South American countries. At the same time US uses its fighting against the drug cartel as an excuse for financial support of the activities for strengthening of democratic institutions in Colombia, Peru, Bolivia, Ecuador, Brazil, Venezuela and Panama which could control potential threats to the US interests on mentioned areas. 

5. FINAL REMARKS

The analysis of the relations between geopolitical factors and oil markets indicates that political disturbances and military activities concur with oil and gas reserves distribution and with main oil and gas transport routes. The Gulf oil still has the lowest costs of production and therefore represents the most profitable oil exploration and production area with the largest reserves. Also in the Middle East there are significant spare production capacities, which enable the better supervision of oil supply and prices. Furthermore, along with the expected increases of oil and gas export in next 15 years, it is possibly to expect that the Middle East will still dominate the world oil market. 
The analyses of relations and occurrences in the Middle East and other oil regions indicate relationships of oil market and geopolitics, which are characterized by the struggle for new petroleum area concessions and transport directions. Therefore is necessarily to implement possible geopolitical risks into business strategies of petroleum companies. Also, it is necessarily to conduct constant analysis of contemporary geopolitical circumstances and evaluation of their influence on the activities of petroleum industry through the precise evaluation of geopolitical risks. Geopolitics therefore directly impacts major petroleum companies whereat oil, gas and derivative prices and business operations are directly associated with political events in oil and natural gas regions. 
Allocation of oil source rocks is shown on map. It is possible to conclude that American strategic military interest areas mostly concurred with the mentioned areas of the oil source rocks in the world.
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