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US WITHDRAWAL FROM IRAN NUCLEAR DEAL 
ADDS MORE PRESSURE TO OIL PRICES

The withdrawal of the US from the Iranian nuclear deal is 
one more development, among many others, that will add 
more pressure to oil prices, the rise of which has already 
affected petrochemical markets.

Most countries rely on oil-based naphtha to produce 
petrochemicals, and higher prices increase their production 
costs.

Producers in the US and other parts of the world rely on 
ethane and other gas-based feedstock. Their profit margins 
typically rise when oil prices increase.

Oil prices have been rising even before the US withdrawal 
from the nuclear deal became imminent. The effect that 
the US withdrawal could have on oil prices will depend 
on any subsequent sanctions and the level of any foreign 
participation.

***
The nuclear deal, called the Joint Comprehensive Plan 
of Action (JCPOA), was reached in 2015 under the 
administration of the previous US President, Barack 
Obama. The agreement followed a sanctions regime in 
which several countries participated.

China, India, South Korea and Japan agreed to limit their 
imports of Iranian oil, said Gary Hufbauer, Reginald Jones 
Senior Fellow at the Peterson Institute for International 
Economics, while the EU imposed an oil embargo.

Critically, the EU imposed sanctions against most Iranian 
banks and prohibited them from using the SWIFT financial 
messaging system. These financial sanctions severely 
limited Iran’s ability to export oil, he said.

The JCPOA removed sanctions against Iran while allowing 
international nuclear inspectors to visit the country’s sites. 
The countries involved in the agreement were the US, the 
UK, France, China, Russia and Germany.

The US is now withdrawing from the JCPOA, and US 
President Donald Trump said the country would reinstate 
sanctions against Iran.

***
As the US has had little direct trade with Iran, the nation’s 
withdrawal from the deal will have a negligible effect in this 
regard, Hufbauer said.

To increase the effect of any new sanctions against Iran, 
the US will need more countries to participate.

It is unclear if the US will get the same degree of 
participation as it did during the previous sanctions regime, 
Hufbauer said. Most countries do not agree with the US’ 
decision to leave the JCPOA. Also, oil-importing countries 
are reluctant to take steps that would further increase 
prices.
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In regards to European banks and companies, the US 
could threaten to prohibit their operations in the US if they 
choose to do business with Iran, Hufbauer said. If that 
happens, Europe may choose to retaliate by issuing similar 
prohibitions for US businesses on the continent, Hufbauer 
said. “I feel if the US actually did that, it would provoke an 
extremely hostile reaction in Europe.”

Relations between Europe and the US already have frayed 
since the previous round of sanctions, he said. That, 
combined with higher oil prices and the contentious nature 
of the US withdrawal, could provide Europe with enough 
incentive to retaliate against any moves by the US to force 
it to participate in a new round of sanctions.

It remains to be seen if the US would threaten European 
banks and companies with sanctions if they do business 
with Iran or if Europe would retaliate against such threats.

US financial sanctions against Iran will make doing 
business difficult, but not impossible, Hufbauer said. 
Fedwire, the US funds transfer system, would become off 
limits to Iranian banks seeking to transfer funds to other 
financial institutions. However, Iran could rely on other 
transfer systems, especially if the US sanctions do not 
attract a lot of participation from other countries.

Nonetheless, it will become more inconvenient to do 
business with Iran if it loses access to Fedwire, Hufbauer 
said. Iran could develop plans to work around this, but it will 
take time.

***
Making trade less convenient with Iran will affect 
petrochemical markets because of the size of its economy.

The International Monetary Fund (IMF) estimates that Iran’s 
GDP was $431.9bn in 2017, placing it between Thailand 
and Austria. Its population was 81.4m, placing it between 
Germany and Turkey.

Iran has several petrochemical plants, and it exports a 
significant amount of urea, methanol, polyethylene (PE) 
and polypropylene (PP).

The map here shows the size of 
these exports and where they go.

But arguably, the bigger effect would be the contribution 
that any sanctions could have on oil prices.

In 2017, Iran was the world’s fifth largest producer of oil, 

reaching an average of 4.67m bbl/day, according to the 
US Energy Information Administration (EIA). That is up 
from 3.19m bbl/day in 2013, when Iran was still under the 
previous sanctions regime.

The effect that sanctions could have on Iranian oil exports 
vary widely, said Phil Flynn, senior energy analyst for The 
PRICE Futures Group. Anywhere from 300,000 bbl/day to 
1m bbl/day could be taken off of the global markets. “It is 
definitely going to mucky up the waters, and it is definitely 
supportive for price,” he said.

Oil markets could have absorbed any cuts to Iranian 
exports if this was the only thing limiting supplies. But other 
factors have already tightened the market.

Demand for oil is strong and rising, Flynn said.

World liquids fuel consumption should reach 100.28m bbl/
day, an increase of 1.76m bbl/day from 2016, according to 
forecasts from the EIA. Demand should grow by another 
1.73m bbl/day to reach 102.01m bbl/day in 2019.

The chart below shows demand growth for liquid fuels, 
listed in millions of bbl/day.

Demand is rising while OPEC is in the midst of a historic 
deal with non-member oil producers to restrict crude output. 
The participants in this supply-cut agreement may continue 
to honour the agreement so they can repair national 
budgets that were ravaged by the decline in oil prices.

“We predicted a long time ago that they were going to stick 
to their guns,” Flynn said. “This is a different OPEC.”
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Saudi Arabia, the world’s second largest producer after 
the US, is embarking on an ambitious modernisation 
programme called Saudi Vision 2030, and more oil revenue 
will help pay for it. State energy producer Saudi Aramco 
wants to list 5% of its shares this year, and higher oil prices 
will increase the money that the company could raise in the 
initial public offering (IPO).

One factor that could play an even larger role than any 
Iranian sanction is the continuing deterioration and collapse 
of Venezuela.

The country’s oil production has fallen to 1.6m bbl/day 
in January 2018 from more than 3m bbl/day in 1997, 
according to the EIA.

By April, production had reached 1.44m bbl/day, according 
to OPEC.

Much of this oil is exported, and those shipments could 
decline further.

Recent legal manoeuvres by ConocoPhillips to collect on 
a $2.04bn arbitration reward will constrain Venezuela’s 
ability to export oil, said Phillip Verleger, key principal of 
consultancy firm PKVerleger.

ConocoPhillips has started seizing assets on Curacao from 
Venezuela’s state energy producer PDVSA to collect on the 
award, according to media reports.

Given that Venezuela relies on foreign sites to store 
oil and load it on very large crude carriers (VLCCs), 
ConocoPhillips’s actions would leave any offsite oil owned 
by PDVSA vulnerable to seizure – by ConocoPhillips or any 
of the other numerous creditors that are trying to collect on 
judgements against Venezuela, Verleger said.

Hence, ConocoPhillips’ reported seizure could severely 
limit Venezuela’s ability to export oil, potentially taking 
hundreds of thousands of barrels off of the market.

Verleger said this development in Venezuela could play a 
much bigger role than the sanctions in Iran.

“We don’t know if Iran’s production will go down at all,” he 
said. “It is going to be interesting to see what, if anything 
happens.”

***
Venezuela looms as the biggest threat that could limit oil 
supply, but it is by no means the only one.

In the past, rising oil production in the US has helped offset 
supply disruptions from other parts of the world. Emerging 
bottlenecks in the US could limit its new role as a swing 
supplier.

Oil companies are running out of space on pipelines to ship 
crude from the oilfields in the Permian to storage hubs and 
refineries on the Gulf Coast, Flynn said.

Normally, they would rely on trucks to ship out their oil, 
but a shortage of truck drivers is limiting this option as an 
alternative.

One of the reasons behind the trucker shortage is the low 
unemployment rate in the US. This is also hurting the oil 
industry, which cannot hire workers fast enough, Flynn said. 

These bottlenecks are illustrated by the large discount that 
Permian oil is trading below Brent. 

In Mexico, the next president could slow down or even halt 
the country’s recent energy reforms, which opened its oil 
fields to outside companies for the first time in more than 
70 years. The prospect of outside investment could have 
reversed Mexico’s declining oil production. If Mexico’s 
energy sector becomes closed once more, then the 
declines could persist or even accelerate.

While oil production in Brazil has risen in recent years, this 
increase was caused by investments that state energy 
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producer Petrobras made prior to a massive pay-to-play 
scandal and subsequent recession.

Since then, Petrobras has cut spending. Those cuts could 
limit future oil production in Brazil.

Much of Brazil’s oil reserves are in ultra-deep waters, so it 
could take a considerable time before these reserves are 
built up. It should come back, but it will take time, Flynn 
said.

The pullback in investments from Brazil illustrates a larger 
trend that both OPEC and the International Energy Agency 
(IEA) have been flagging for the last couple of years. 
Around the world, there is a lack of long-cycle projects that 
require big lead times and extensive investments.

“We will see the investment come back,” Flynn said, “But 
to be honest with you, I think we are going to be behind the 
curve as far as keeping up with demand growth for two to 
three or maybe even four years before we start catching 
up.”

These are all playing a role in oil markets, as shown in the 
chart below.

***
For now, petrochemical markets will have to contend 
with higher oil prices, caused by both rising demand and 
limited supply, whether it is from the further deterioration in 
Venezuela or sanctions against Iran.

For ethylene derivatives, this would increase margins for 
ethane-based production and lower those for naphtha-
based.

Already, companies around the world have been favouring 
lighter cracker feeds. If oil prices remain high, that could 
accelerate this trend.

Propylene is more sensitive to oil prices, since most of it 
is produced either by cracking naphtha or in refineries. 
Higher propylene prices would flow down the chain 
through derivatives. One of the main customers of these 
derivatives, namely paints and coatings producers, will 
continue to face pressure to raise the prices of their 
finished products.

Propylene is an important feedstock for polyols, and these 
derivatives could also struggle to pass through higher 
costs.

A growing amount of propylene is being produced on 
purpose by propane-dehydrogenation (PDH) units. If a 
large price gap forms between crude and propane prices, 
PDH production would become more profitable. Companies 
could revisit earlier plans for new PDH units or speed up 
recent proposals that they have already been announced.
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