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Oil brands: price differences and influencing factors
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Oil is one of the main indicators of multiple processes in the global economy. In the Republic of Moldova, there are no
significant oil resources and there does not operate any refinery. Therefore, the national economy depends on imported oil

derivatives and the fluctuations in international oil prices essentially affect the national economic activity rate.

The oil extracted worldwide is not uniform in quality and, consequently, in price. Prices depend on the density, fractions,
etc. The standard used for pricing is the Brent Crude oil type (hereinafter Brent), similar by composition with that
extracted from the North Sea, and the supply contracts, which are concluded at London Stock Exchange. For a long time,
Brent's price was by an average of USD 1 per barrel below the WTI (West Texas Intermediate or Texas light sweet) and by
USD 1 per barrel above the price of the so-called “OPEC reference basket”. However, in the recent years, this situation
changed and the Brent is traded at a premium to WTI, the situation being mainly generated by the disruption of oil supplies

from many regions to Europe (Chart no.1).

Chart no.1. Average monthly price of Brent and WTI Chart no.2. Average monthly price of Brent and Urals
oil (USD/barrel) oil (USD/barrel)
135.0 140.0 10.0
=———PBrent 120.0
115.0 A —Y T I - 5.0
100.0 -
95.0 - 80.0 - 0.0
60.0
75.0 1 - -5.0
40.0
55.0 4 20.0 -10.0
5.0
% % g g E E g Brent-Urals price difference(right scale) ===TUrals =B rent
il [ i ~— - =~ ]
Source: IMF Source: IME. Bloomberg

The oil companies from the Republic of Moldova import oil derivatives mainly from Romania (gasoline - 67.3 percent,
Diesel fuel - 44.5 percent), Ukraine (Diesel fuel - 32.5 percent) and Belarus (gasoline - 8.3 percent, Diesel fuel - 16.5 percent),
according to the ANRE data from the “Report on the oil market in 2011”. In these countries, the refineries process mainly
Urals brand oil (hereinafter Urals) - oil with a large amount of sulfur (sulfur content of about 1.3 percent), which is a
mixture of oil extracted in the Khanty-Mansiisk Autonomous Area and Tatarstan. The basic producers of Urals are
companies from the Russian Federation - Rosneft, Lukoil, Surgutneftegaz, Gazprom Neft, TNK-BP and Tatneft - that’s why

this oil is called the Russian oil (according to www.topoilnews.com ).

In the context of the above, in the research related to the development of Moldova's economy is preferable to operate with
the Urals brand oil prices. These are determined by reference to the Brent price. Urals oil is considered to be of poor quality

compared to Brent and usually Urals is sold at a discount of USD 2-3 per barrel against Brent, but there were times when the
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difference between these two brands was up to USD 7 per barrel (Chart no.2). During July 2011 - February 2012, the average
difference between Brent and Urals was less than USD 1 per barrel. The determinant factor of reduced difference between
these two brands was the introduction of the oil embargo on Iranian oil imports by the European Union, which favored the
Urals brand oil prices, given the similarity of its chemical composition with the oil produced in Iran. Also, this embargo has
caused an imbalance between oil supply and demand in some regions and has enabled expansion of markets for Urals

brand oil, especially in the EU countries.

Even so, this was a short-term situation. After new contracts for deliveries of oil have been signed, since March 2012, the
situation has stabilized, the difference between these two brands getting back to the previous levels. Thus, the precedent
set by placing the embargo on oil imports from Iran shows that in the future any economic or political event or even a

natural occurrence could cause a short antagonistic evolution of prices for Brent and Urals brand oil.
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