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ELEMENTS OF ECONOMICS

Dr.Abdulhussien N.Alattabi

Economics is the science which studies human behaviour
and aims at meeting maximum objectives with the help of
limited resources.

Economics is the art and science which deals with the
economic problems of the people living in a society.

Economics as applied to industrial undertakings has two
main divisions.

a) Micro Economics

b) Macro Economics
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Micro economics can be defined as, ‘the branch of
economics where the unit of study is a firm or an
Individual™. It is the main concept and a numerical tool for
economics concerning with industries. The micro-




of the economy like behaviour of individual customer, plant
or industrial undertaking.
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Macro-economics deal with whole, and studies the growth of
national income and economical environment as a whole. It

plays an important role in forecasting and other factors related to
marketing.
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Economics is a subject of interest to the engineers, as they are to
deal with the economic problems related to increasing the
production reducing the efforts, increasing the wealth, improving
the living standard, reduction in cost of the production etc.
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PRODUCTION
Production in Economics, means producing things that can
satisfy some human wants or have economic utilities or
such utilities which have exchange value. For example,
when a carpenter makes a table out of a log of wood he only
changes the shape of wood but in the form of table the wood
IS more serviceable.
Factors of Production
The Four factors of production are :-

1. Land, 2. Labour, 3. Capital and 4. Machinery.

Petroleum economics




It is difficult to determine the quantity of reserves
precisely for fuel kinds Due to its availability in
reservoir under the ground , with different shapes then
we cannot measure it correctly , the reserves have
been determined like (proved reserve) which represent
quantities near the reality according to the best
geological information , and the estimated reserves
that reflect in accurate guesses.
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The largest oil reserves in the world
1- Venezuela: 304 billion barrels , 17% global share
2- Saudi Arabia: 298 billion barrels , 16.5% global share
3- Canada 170 billion barrels , 9.8% global share
4- Iran: 156 billion barrels , 9% global share
5- Iraq: 145 billion barrels , 8.4% global share
6- Russia: 107 billion barrels , 6.2% global share
7- Kuwait: 102 billion barrels , 5.9% global share
8- United Arab Emirates: 98 billion barrels , 5.6% global
share.
9- Unites States: 69 billion barrels , 4% global share
10- Libya: 48 billion barrels , 2.8% global share.

Natural gas reserves in the world
1- Russia: 38 trillion cubic metres , 19% global
share.
2-1ran: 32 trillion cubic metres , 16% global shar




3- Qatar: 24.7 trillion cubic metres , 12% global
share.

4- Turkmenistan: 19.5 trillion cubic metres , 9.8%
global share.

5- United States: 12.9 trillion cubic metres , 6.5%

global share.
Organization of petroleum exporting and importing
countries (OPEC) . It is founded in 1960 in Baghdad , the
organization have (11) countries as a members , and they
have 40% from global production and 70% from global
world reserves.
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Classification of petroleum
Fossil fuels can be classified three categories :

1- solid fuel , all types of coal , lignite, bituminous,
anthracite , sub bituminous. coke. Charcoal.
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2-liquid fuels
It consist of crude oil and its derivatives benzene ,gas
line , tar, naphtha , ethanol , shale oils , air craft's
benzene , (tar sands ) , gatran , kerosene
diesel fuel .
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gaseous fuels: Natural gas(LNG) , petrol gas ( -2

LGP ), hydrogen ,acetylene , coal gas .
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Oil markets

:are the geographically fictitious place
for the completion of oil exchange
operations between the mutual parties
,and this market is driven by the

supply and demand of oil.
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Types of oil markets:

1-New York Market: It is the first
market that started trading oil futures
contracts and evaluates oil prices in it
according to West Texas Intermediate
crude, as it is considered a reference




for pricing about 12-15 barrels of sold
oil

Q / according to whatever signal oil is
chosen?

1/ It exists and is produced in
commercial quantities

2 / Its degree of high density and low
acidity (high quality)

3 / Its distinctive geographical location

that is close to international markets.
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2-The International Oil Market: The
headquarters of this market is
London, which is the largest oil
market in Europe, where Brent crude
is used as a signal oil, and Brent crude




is considered to be priced at
approximately 40-50 million barrels
per day and that most Brent crude is

bought from European countries.
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3-The International Monetary Market
In Singapore: this market was
established in 1989 in the Far Market,
where it follows the Dubai crude

standard for selling oil in it, and it is
medium density crude (31 degrees)
used as an indicator for Asian oil, as it
is considered an indicator of

approximately 10-15 million barrels per
day.
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Q: Singapore is not an oil-producing
country, so why was it chosen as an oil
market?

1-.Its unique geographic allocation,due
to its location on the Mediterranean
Sea,western Europeonone side, and the
Far Eastontheother
2-Itspoliticalstability

3-It owns the mos timportant commercial
ports in South east Asia.
4-The developed financial and banking

system.

5-Developed infrastructure and
technology

6-Advanced administrative and technical
expertise ,as wellashigh degrees of
transparency. It owns the most important
commercial ports in South east Asia.
4-The developed financial and banking
system.
5-Developedinfrastructureandtechnology
6-Advanced administrative and technical
expertise ,as well as high degrees of
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transparency._There are other small
markets such as the Carib bean market
and the Hong Kong market, and it is
strange that there is nolarge oil market in
the Middle East equivalent to the Middle

East’s crude oil reserves..
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Brent crude
It uses as a standard for pricing international oil
production two thirds of the crude oil internationally.
Brent oil has unlimited storage capacity for oil
producers because it is produced at sea . this oil
extracted from ( north sea oilfields ) , it is sweet
and light , making it easy to refine into diesel and
gasoline , Brent essentially draws its oil from more
than a dozen oil fields located in the north sea.
Brent comes from the sea, it is easy refine into
products such as petrol , demand is consistent .
The price of Brent is about $95 a barrel, and it
.reaches the barrier of $100 a barrel
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:West Texas Oil
It is considered "West Texas Intermediate
crude", whatever the state that produced it, as its
name indicates, most of it was produced in West
Texas, and then transported by pipelines to other
places. As determined by the specifications of
the New York Stock Exchange contracts, “WTI
crude” is considered, regardless of the state
producing it, and the most important difference
between WTI future contracts and other oll
contracts, such as Brent, is that the WTI future
contract ends with delivery. This means that
whoever does not He withdraws in time, and
remains until the end of the contract time. He
must receive oil, which is the reason why West

.Texas crude prices turned negative last April
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Cushing and Oklahoma

The pricing point for West Texas crude is the
city of Cushing in the US state of Oklahoma, as
this point is an intersection center for a large
group of oil pipelines that enable the
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transportation of crude to various parts of the
United States, including American ports, and
.then to anywhere in the world

The number of pipelines coming to Cushing
exceeds 30, and the number of pipes leaving
them exceeds 20, with a capacity of nearly 7
million barrels per day, and there are a large
number of tanks with a capacity of more than
.100 million barrels.
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West Texas Crude Qualities:

West Texas Crude is a light, sweet oil, with a
specific weight of 39.6 degrees, and contains only
0.34% of sulfur, which makes it superior to
OPEC and Brent crude, but the expansion in
shale oil production, in recent years, and the
decline in the production of the original Arab
Texas crude, He made the dealers and the stock
exchange agree to expand the concept of West




Texas Crude, to include produced shale oil. This
resulted in the redefinition of West Texas Crude,
to represent any type of oil whose specific gravity
ranges between 37 and 42, and whose sulfur
content is less than 0.42%.
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?. Are WTI and Cushing's Crude Beginning to Lose Their Importance

With oil production rising in both the Permian Basin in West Texas and
the Eagle Ford Basin in its south, several oil pipelines were built
directly from them to ports on the Gulf of Mexico, near Houston and
.other cities, bypassing Cushing

Since the quality of oil coming from these two basins is different from
the average quality of WTI, because they are lighter, record prices were
found for them in Houston that are completely different from the pricing
."of WTI in Cushing, such as "Argos WTI Houston

These developments resulted in the diminishing role of West Texas
crude, the loss of its global role, and its transformation into a regional
standard only. The impact of the change in Cushing’s stocks in oil
prices has also diminished, while the importance of stocks around the
city of Houston has increased.
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