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Oil markets: 5 things to look for in 2022 

The year 2021 saw a volatile and uneven recovery from the pandemic, with the oil and refining markets each responding 

differently. Recent weeks have highlighted that Covid has not fully left us. In this Insight, we discuss the uncertainties and issues 

for global demand, oil supply and refining which will shape the course for oil markets in 2022. 

5 Things to Watch in 2022:  

Oil Demand risks are to the downside 

Global liquids demand in 2022 will be shaped by two immediate factors: the state of the Covid-19 pandemic and the pace of 

economic growth. While vaccination pace accelerated throughout 2021, the emergence of the Omicron variant in November 

challenged the global approach to containment and the efficacy of China’s vaccines. The shape and scope of viral outbreaks 

and government response places downside risk on the overall economic recovery and 2022 demand. Additionally, the pace of 

inflation accelerated in Q4 2021 and could hinder overall consumption next year, bringing downside risk to both economic 

growth and personal mobility as household incomes become more constrained. 

Vehicle electrification policy and pace of adoption during 2022 will have ramifications on global transport fuel demand in the next 

decade and beyond. In Europe, the “Fit for 55” package was published by the European Commission earlier in 2021, and 

negotiations will likely be ongoing with member states for several years. Fit for 55 also proposes amendments to the Energy 

Taxation Directive, removing tax exemptions on aviation and marine bunker fuels sold within, and for use within, the EEA from 

2023 onwards. This does require unanimous approval among member states, so will be one to watch in 2022.   

In H2 2021, China EV sales have approached 20% market share, close to their 2025 target. This reflects strong subsidy support 

for EVs whilst total sales are hindered by the shortage of semiconductor chips. China’s EV subsidy will be eliminated by the end 

of 2022, after an extension by two years as a response to the pandemic. But we expect China’s EV sales to continue growing 

strongly, from 6% in 2020 to 15% for 2021 and 19% for 2022. 

Oil supply lining up for strong growth in 2022  

Under the watchful management of OPEC+, 2022 global supply is expected to grow by 4.8 million b/d, slightly outpacing 

demand growth. A shortage of supply is not anticipated. 

• Nearly half of this growth is non-OPEC outside of OPEC+, with the main source North America. US Lower 48 crude 

production will be in the spotlight and is expected to be a growing contributor. However, operators are still focused on paying 

down debt and returning funds and inflationary pressure could crimp activity levels. The bulk of the increases in the region will 

come from US NGLs, US Gulf of Mexico (GoM) and Canada. 

• Elsewhere, the main sources of non-OPEC growth are Brazil, which should deliver after a disappointing 2021 and Norway, 

where stronger gains in output are expected. 

• A significant uptick in upstream investment is expected, with overall global upstream investment of over US$400 billion in 

2022, up 9% from last year. 

• The number of major oil project sanctions in 2022 is anticipated to be in the mid 30s, double the 2021 figure and higher than 

pre-covid levels: a possible sign of an ‘if not now, then when’ mentality. With the focus on advantaged barrels, greenfield FIDs 

are dominated by low-breakeven, low-carbon deepwater projects, mainly located in US GoM, Brazil, and west Africa.  

• Reflecting the commitment of core OPEC NOCs to expand capacity, brownfield sanctions will mostly comprise low-cost 

Middle Eastern increases in the United Arab Emirates, Saudi Arabia and Iraq. 
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With ample geopolitical risk, we assume OPEC+ policy continues as planned  

We expect OPEC+ to keep its current agreement in place during 2022. This is the 18 July 2021 plan to increase production 

across the OPEC+ group by 400,000 b/d each month, until cuts are phased out in full by September 2022. The increase each 

month will vary, however, as some members face constraints and others watch current demand to consider a higher or lower 

amount if needed. 

Total OPEC crude oil supply is forecast to rise from 26.4 million b/d in 2021 to 28.3 million b/d in 2022. But the group intends to 

meet each month to examine the fundamentals and adjust as needed if demand is lower or higher than expected. Careful 

management will predominate; a lapse would represent a risk to price since the group tends to use lagging indicators such as 

rate of stock fill to make its decisions. A surge in demand, for example, could boost prices until and unless the group adjusts its 

output. 

We do not expect the nuclear talks with Iran in Vienna to lead to a lifting of sanctions during 2022. Iran has re-joined the talks 

after its June presidential elections with a more hard-line stance, asking for more and offering less. Progress has mostly stalled 

as a result. If sanctions are lifted, up to 1 million b/d could be added within six to nine months. That would put downward 

pressure on prices from our base case for an annual average of $72 per barrel for Brent. 

Other key geopolitical risks for 2022 include: 

• Russia-Ukraine. The US has made it clear it will rely on sanctions if Russia were to invade Ukraine. A senior US official also 

indicated energy sanctions are last on the list of possible sanctions against Russia because of concerns about high energy 

prices. Given the high inflation rate in the US, this is likely to remain the case which would reduce the impact on oil prices 

beyond an immediate, possible brief, move upward with an invasion. 

• Yemen. The war in Yemen remains in a stalemate. The Houthis are continuing to conduct intermittent missile attacks on 

Saudi Arabia particularly near the southern border. Saudi Arabia has increased its ability to shoot down these missiles and 

they have not done significant damage. The September 2019 attack on a Saudi oil field is widely considered to have come 

from Iran and not the Houthis. The US is debating a deal to sell more arms to Saudi Arabia currently, with President Biden 

supporting this sale to help Saudi Arabia deal with threats from Iran and the Houthis. 

Does the refining market shift back to being driven by middle distillates? 

The year 2021 was characterised by strong light ends, weak middle distillates and the slower than planned commissioning of 

several major refining projects, particularly those in the Middle East. Covid-19 certainly complicated project completions and 

commissioning activities, but weak refining margins and narrow East – West middle distillate arbitrage economics also reduced 

the commercial incentive to bring these large projects onstream. 

We are closely monitoring the activities at Jazan in Saudi Arabia, Al-Zour in Kuwait along with Jieyang and Shenghong in China 

and Vizag in India as these will make a material difference to East of Suez supply/demand balances. However, the largest and 

most significant capacity addition is the 650,000 b/d Dangote refinery in Nigeria, currently scheduled for commissioning midyear 

2022. Despite these investments, global demand growth is to outpace these capacity additions by 1.6 million b/d, lifting 

utilisation and improving refining margins. The new normal is, however, a lower range of margins than enjoyed pre-pandemic, 

as global utilisation levels remain below 2019 levels. 

Aside from demand, the key refining supply-side factors to watch are: 

• China’s policies on its net refining capacity (particularly that added illegally), crude import and refined product export quotas, 

as these determine its refined product exports. 

• China’s start-up of its petrochemical capacity additions, many of which are Propane Dehydrogenation (PDH) units in 2022.  
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With limited growth in US tight oil supplies, LPG will remain short globally and so could jeopardise the operation of several  

China’s PDH units. Asian petrochemical feedstock demand growth supports strong flows from Europe and the Middle East. • 
Gasoline crack spreads in late Q1, as there is the potential for an upside price spike as global gasoline stocks remain low and 

demand recovers seasonally 

• The pace of the Dangote refinery start-up and its impact on West African gasoline imports, as this will have profound effects 

on:  

o  the Atlantic Basin gasoline market, reducing the utilisation of European refiners, which have been supported in 

2021 by strong flows to West Africa.  

o  the transition from a gasoline led market to being middle distillates driven, which will skew refining margin 

recovery towards distillate-oriented rather than gasoline-oriented configurations.  

o  East – West middle distillate flows as European net imports increase and East of Suez surpluses lengthen. 

The recovery in European net cash margins is limited by the challenges of reduced gasoline exports whilst facing additional 

burdens of the high costs of natural gas and carbon emissions. 

As 2022 could be the peak of post pandemic European transport fuel demand, could its refiners undergo further rationalisation 

due to local regional dynamics whilst the sectors commercial performance is improving elsewhere?  For more details on 

refineries that we consider at risk please review Global refinery closure threat update – 1 in 20 at high risk. 

Will downstream portfolio high grading slow? 

Despite the need for further portfolio rationalization by the oil majors, plans to divest refineries might lose steam in 2022. For 

global integrated companies such as Shell, or more regional downstream players like Petrobras, it might be challenging to find 

enough interest from buyers and investors as divestments of the most attractive assets in their portfolio have already been 

agreed in the past year. Companies could delay refinery sales and focus on a continued commitment to cost reduction and 

performance improvement, while developing more detailed energy transition strategies. Alternatively, more announcements of 

refinery conversions to terminals and bio-sites are something to watch out for. 

Will the final investment decisions on new refining projects also be delayed? Large refinery investments that provide security of 

crude offtake, like the West coast refining complex in India, could face further delays because of land acquisition issues. The 

Saudi Aramco, ADNOC and IOC project has the advantages of a large-scale coastal refinery heavily integrated with 

petrochemicals located in a country of growing demand for transport fuels, and yet, the future economics remain uncertain. In 

addition to the traditional challenges of project cost and construction strategy, the potential cost of emissions and the challenges 

to pass on such carbon costs to consumers add further uncertainty to the commercial returns from such an investment. 

Refiners will come under pressure from shareholders and governments to devise strategies to reduce their carbon footprint. The 

impact of carbon costs on refinery earnings is a very real threat, which could lead to more refinery closures in 2022, particularly 

given these costs cannot be passed to consumers without regulatory support. 

Finally, a key topic to watch is prices of feedstocks for renewable diesel. The recent wave of green fuels projects has increased 

demand for vegetable oil and waste products. Can this crunch in prices be considered short-lived? Is there enough feedstock 

supply to support the ramp up in biofuels that refiners aim to develop? Market players with a global presence will have the 

opportunity to optimize the types and origin of the feed, while local players face tighter conditions, slowing down the pace of 

biofuels supply growth, and its contribution to achieving net-zero portfolios for refiners. 

https://www.woodmac.com/reports/refining-and-oil-products-global-refinery-closure-threat-update-1-in-20-at-high-risk-518411
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