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Crude Oil: 3 key themes from April’s OPEC Report
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1 Week 1 Month 3 Months 12 Months
Latest Bullish Bullish Neutral Neutral
2019
[BvavG |spot [ a1 Q2 Q3 Q4 Annual |
WTI ($/bbl) 53 56 55 58 62 65 60
Brent ($/bbl) 57 67 65 67 70 73 69
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Saudi Arabia kept its commitment in curbing supply to 9.8m bpd but where to from
here? Throughout 2017 till May 2018, Saudi produced 9.8m to 10m bpd of crude oil.
Now that production levels have sunk back to 9.8m bpd from the high of 11m bpd in
November 2018, it seems unlikely that Saudi will scale its production further back —
especially given that Brent is now trading over $70/bbl.

What this means is that Saudi, which has borne 54% of OPEC'’s total production cuts
since November, is unlikely to carry the bloc further from here. OPEC+’s decision to
step into the market late last year with supply reductions were one of the key
reasons for the stabilization and rebound of crude oil prices in Q1 this year. However,
if oil bulls are still looking to Saudi to sustain the rally via further production curbs at
this stage, they may find themselves disappointed.
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are found in Irag and Venezuela. After two months of non-compliance, Iraq finally
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came round and produced 4.52m bpd, as agreed in the OPEC+ deal. The country had
produced 4.70m and 4.63m bpd in January and February — an excess of 180k and 70k
bpd above the quota respectively — but decided to cut a further 110k bpd in March to
finally comply with the agreement. Meanwhile, there is seemingly no end to how
much further Venezuelan production can fall. Just 12 months ago, Venezuela was
producing 1.5m bpd — now it is producing less than half that amount at 730k bpd,
lower than the preliminary private estimates of 870k bpd. Outside of Saudi,
Venezuela has led OPEC in terms of production reduction — this despite the country
being exempted from the OPEC+ deal due to its ongoing political crisis.

While Saudi looks like it has run its course in curbing supply, Q1 has shown that

OPEC as a whole may continue to see further reductions from the likes of Iran and
Venezuela, which are reeling from US sanctions and domestic crises.

Change in OPEC Production From Nov'18 to Mar'19
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The market is close to being back at “fair value”

Global supply deficit in March 2019 stood at -0.9m bpd, with Brent trading an
average of $67/bbl in that period. The last time the global supply deficit was this high
in June 2018 (-0.84m bpd), Brent traded at $76/bbl. Despite sharing a similar global
demand balance, prices in March 2019 appeared to have traded at a huge discount
of $9/bbl vis-a-vis the June 2018 levels — presumably on over-cautiousness as
uncertainty over the global economy and the US-China trade tensions persist. Brent
prices in April, however, has managed to break past the $70/bbl and is now inching
closer towards “fair value” (using June’s price as a benchmark). If Libya loses 500k
bpd of production or more from its Civil War 2.0 and brings the global supply deficit
to -1.4m bpd, Brent may very well head past $80/bbl.

Global Crude Supply Balance Est. vs Brent Price

Supply Bal mbd Brent Price $/bbl

1.5 4 76 r 90
* L

I 67 | 20

17 .

R o o ¢ 7

0.5 ¢ * - 60
o - 50
I [ | = - 40

-0.5 - r 30
r 20

-0.9

1 -0.84 al 10
15 - M Supply Balance (LHS) © WTI Av. Price (RHS) -0
AN SN RS I A N RN SN N BN

NN : h : ; ; ; ; ;
& & W & S T F S

Source: Bloomberg, OPEC, OCBC Estimates
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole or in part to any other
person without our prior written consent. This publication should not be construed as an offer or solicitation for the subscription, purchase or sale of the
securities/instruments mentioned herein. Any forecast on the economy, stock market, bond market and economic trends of the markets provided is not
necessarily indicative of the future or likely performance of the securities/instruments. Whilst the information contained herein has been compiled from
sources believed to be reliable and we have taken all reasonable care to ensure that the information contained in this publication is not untrue or misleading
at the time of publication, we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it without first
independently verifying its contents. The securities/instruments mentioned in this publication may not be suitable for investment by all investors. Any
opinion or estimate contained in this report is subject to change without notice. We have not given any consideration to and we have not made any
investigation of the investment objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty
whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of
persons acting on such information or opinion or estimate. This publication may cover a wide range of topics and is not intended to be a comprehensive
study or to provide any recommendation or advice on personal investing or financial planning. Accordingly, they should not be relied on or treated as a
substitute for specific advice concerning individual situations. Please seek advice from a financial adviser regarding the suitability of any investment
product taking into account your specific investment objectives, financial situation or particular needs before you make a commitment to purchase the
investment product. OCBC and/or its related and affiliated corporations may at any time make markets in the securities/instruments mentioned in this
publication and together with their respective directors and officers, may have or take positions in the securities/instruments mentioned in this publication
and may be engaged in purchasing or selling the same for themselves or their clients, and may also perform or seek to perform broking and other investment
or securities-related services for the corporations whose securities are mentioned in this publication as well as other parties generally.
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