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How Much Spare Capacity Does
Saudi Arabia Really Have?
By Nick Cunningham - Sep 30, 2018, 4:00 PM CDT

Saudi Arabia has pledged to cover any supply gap that may emerge as Iranian oil goes offline, but
how much spare capacity does it really have?
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The massive reserve of spare capacity located in the Saudi desert is the stuff of legend, taken as
gospel in the world of oil. After all, Saudi Arabia is the only country in the world that can ramp up or
down millions of barrels of production on short notice. And the Saudis have never let us down.
But Saudi Arabia’s mythical spare capacity may finally be tested. Saudi officials insist that they can
produce up to between 12.0 and 12.5 million barrels per day (mb/d) if needed. With output at about
10.4 mb/d in August, the latest month for which data is available, that suggests that they have around
1.5 to 2 mb/d of spare capacity.
Not everyone buys that figure. Indeed, the precise amount of spare capacity has been the subject of
much debate for years and even decades. Now, because Iranian supply is going offline at a rapid
clip, the world may soon find out if Saudi Arabia’s confidence is backed up by reality or if it has all
been a bunch of bluster.
The EIA says that total OPEC spare capacity is set to average 1.49 mb/d in the fourth quarter, which
is rather low by historical standards. The EIA sees OPEC spare capacity falling to 1.19 mb/d by the
fourth quarter of 2019.

x

There are a few times in the relatively recent past when spare capacity was that low, including two
years ago, when spare capacity plunged to 1 mb/d. However, this was during the depths of the oil
market downturn, and it was a reflection of Saudi Arabia producing flat out in order to flood the
market in an attempt to edge out U.S. shale. Spare capacity was low, but there was a glut of supply.
Related: Shell CEO: $80 Oil To Boost Energy Infrastructure Investment
The other time spare capacity was that low was when oil prices spiked to nearly $150 per barrel in
2008.
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(Click to enlarge)
Still, on its face, if OPEC has around 1.5 mb/d of spare capacity, that should be enough to cover
market needs for the next year or so. After that, a slowdown in demand growth is expected while
U.S. shale is expected to resume explosive growth after new pipelines come online in Texas.
But, what if Saudi Arabia doesn’t actually have the 1.5 to 2 mb/d of spare capacity that it says it has?
That’s the belief of some within the industry.
In 2016, when Saudi Arabia was flooding the market, it was still only producing at about 10.6 mb/d,
right around where it is producing today. As such, we still really haven’t seen Saudi Arabia put to the
test. The next steps are where the rubber meets the road. Saudi Arabia has indicated it could add
around 500,000 bpd in the coming months, which could put production right around 11 mb/d.
Bloomberg reported that industry executives privately said on the sidelines of the Asia Pacific
Petroleum Conference in Singapore that they doubt Saudi Arabia can even produce 11 to 11.5 mb/d
for any lengthy period of time, far lower than the stated 12.5 mb/d. In other words, spare capacity
may only stand at 0.5 to 1 mb/d at most, not 2 mb/d. “Near-term spare capacity is effectively maxed
out,” Amrita Sen of consultant Energy Aspects Ltd. said.
Some within Saudi Arabia agree. Producing “11 million is already a stretch, even for just a few
months,” one Saudi official told the Wall Street Journal for an article on September 21.
Related: Oil Markets Unimpressed By Small Crude Build
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On top of that, oil inventories controlled by Saudi Arabia have been falling since 2015. Saud Arabia
has burned through around 100 million barrels over the past three years, cutting stockpiles from 330
million barrels in 2015 to 229 million as of July 2018. That essentially means that buyers have been
demanding more oil than Saudi Arabia was producing, so it needed to dip into storage. Now, the
cushion is much smaller. Saudi oil minister Khalid al-Falih said recently that they were topping up
storage facilities around the world in order to serve customers as Iranian supply goes offline. But that
has yet to show up in the data.
There is no consensus on this question of spare capacity, and to be sure, some do in fact have faith
in Saudi Arabia’s abilities. “We believe that there remains suf?cient spare capacity to deliver this
growth and offset further declines in Iran production to our expected cumulative loss of 1.4 mb/d,”
Goldman Sachs wrote in a note. “Saudi is already ramping up loadings in September and has
commented on increasing production further in October, with its oil rig count up 20% over the past
four months.”
However, even if Saudi Arabia demonstrates its ability to cover for Iran’s losses, using up spare
capacity carries its own risks. Cutting spare capacity down to extremely low levels tends to increase
volatility and magnify the risk premium the market puts on the price of oil. “[T]he consequent
reduction in spare capacity implies that price risks are likely to be skewed to the upside,” Standard
Chartered analysts wrote in a recent note.
By Nick Cunningham of Oilprice.com
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TRENDING DISCUSSIONS
OPEC Is Struggling To Deliver On Increased Output Pledge
OPEC is struggling to add barrels to the market after agreeing in June to increase output, an internal document
seen by Reuters showed, as an increase in S...

Trump vs. MbS
HELLO ALL!! So with the recent spay between US and KSA....many observers have started to talk about, once
again, a three digit oil...
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Owning stocks long-term low risk?
Sorry for ignorance on stock matters... wondering this... let's say someone owns a substantial stock portfolio. Say,
$250,000. I don't know if the amount...
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