3
0
T
S
S
o
a
=
%
o
£
£
o
o

Treasury Research
Tel: 6530-8384

Howie Lee
+65 6530-1778

HowieLee@ochc.com

&) ocBCBank

Crude Oil: Fortunes improving from OPEC cuts

Friday, March 08, 2019

House View

1 Week 1 Month 3 Months 12 Months
Latest Bullish Bullish Bullish Neutral

OCBC COMMODITY FORECAST 2019

3YAVG ||Spot Q1 Q2 Q3 Q4 Annual
WTI ($/bbl) 53 56 55 58 62 65 60
Brent (S/bbl) 57 67 65 67 70 73 69

At A Glance:

e Since the OPEC Feb report, WTI and Brent have rallied as much as +8.5% and +9.3%
respectively

e Easing of US-China trade tensions, with a possible agreement by end Mar, have
raised the support levels for both crude benchmarks

e The energy market is keenly awaiting the OPEC report next week to ascertain the
depth of production cuts from Saudi

e  Crack spreads show improved profitability for refiners since the start of 2019

e CFTC net speculative positions suggests much room for bulls to add longs

e High USinventories, Libya restarting Sharara fields, are downside risks

The crude market has shifted its attention from the bleak macro backdrop to tightening
fundamentals from OPEC. With the US-China trade spat seemingly abating, oil bulls are
flexing their muscles — judging from the recent long liquidation, it appears there is more
upside space than downside at the moment.
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OPEC report: Look out for Saudi to cut to 10m bpd; Iraq, Nigeria to comply

Saudi Arabia: All eyes will be on the OPEC report next Thursday, when market participants
await to see if Saudi Arabia will keep to its production cut promises. In the February edition,
Saudi said that it will curtail production to 9.8m bpd by March from January’s level of
10.2mbp. Averaging this difference means Saudi is expected to have produced 10m bpd last
month — any amount more than that and the probability of meeting the target of 9.8m bpd
production this month will decrease.

Saudi Arabia Crude Oil Production
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Libya: the foil to Saudi’s production cut is Libya’s restarting of its Sharara oil field after it has
been resecured, following a 3-month occupation of the site by militants. The Sharara oil field
is capable of producing 300k bpd, which will negate Saudi’s supply cut of -400k bpd from its
January levels. As the oil field has only been recaptured at the start of March, next week’s
OPEC report will not feature any substantial increase in Libya’s oil production, although it will
be appropriate to add a further 200-300k bpd supply for forward calculations based off next
week’s report.

Iraq and Nigeria: among the biggest noncompliance in last month’s oil report were Iraq and
Nigeria, which overproduced by about 160k and 110k bpd respectively. If these two countries
can keep to the OPEC+ deal quota and bring down supply by a combined 270k, then overall
OPEC is likely to see a month on month decline in production, even after factoring the
restarting of Libya’s Sharara oil field.

OPEC overall: we are estimating OPEC production in Feb at 30.35m bpd, down -450k bpd from
Jan. We then expect this production level to persist through in March as the restarting of
Libya’s Sharara oil field should offset further declines in Saudi production, with marginal
declines coming from Venezuela and Iran.

OPEC Production ('000 bpd)
Month Saudi Iraq Iran Kuwait Nigeria Venezuela Libya* Other Total MoM
Jan-19 10,213 4,669 2,754 2,710 1,792 1,106 895 6,670 30,809 -795
Feb-19Est| 10,007 4,591 2,740 2,710 1,739 1,073 820 6,670 | 30,809 | -461
*does notinclude the reopeningof the Sharara oil field
Source: OPEC, OCBC Bank
Treasury & Strategy Research 2



" &) ocBcC Bank
8 March 2019 Commodities Research

OPEC Total Crude Production

mbd
35

28 |
27

01-Jan-14
01-May-14 7|
01-Sep-14 |
01-Jan-15 "
01-May-15 7
01-Sep-15 "
01-Jan-16 |
01-May-16 |
01-Sep-16 |
01-Jan-17 °
01-May-17 7|
01-Sep-17 |
01-Jan-18
01-May-18 |
01-Sep-18 |
01-Jan-19 |

Source: OPEC, Bloomberg, OCBC Bank
Demand: US-China potential resolution to give demand a boost

Over the weekend, headline news reported that the US and China are nearing an agreement
regarding the ongoing trade spat. It is far from given that the trade tensions are coming to an
end, until President Trump and President Xi meet to sign an official agreement. Trump has
shown he can and will walk away if the deal is not right, as North Korean leader Kim Jong-un
can attest. The uncertainty of whether the Trump-Xi summit will take place, plus Trump’s
volatile character, mean the crude market has yet to fully price in a complete US-China trade
agreement. Prices are expected to rally further on the official confirmation, but till then we
expect any upside prices to be capped.

Crack spreads: gradually increasing but still a far cry from last year’s levels

Crack spreads — a measure of refiner’s profitability — has improved since the start of the year.
The June 1:1 crack spread has increased to about $17/bbl from a low of $12/bbl at the start of
January, but is still a considerable gap from the $23/bbl level as recent as last October. WTI
prices were unable to rally past the $55/bbl at the start of the year on several factors, one of
which was the poor refiner’s margin on offer. With the profitability of refining now having
improved, demand for crude is expected to increase and the floor in which crude prices can
fall to now appears higher.

o 1:1 Crack Spreads Comparison
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Spec positions: long liquidation is done, further shorts may have limited space

The latest CFTC report shows the net speculative position at 360k contracts, less than half the
recent high of 784k contracts reached in January 2018. At such levels, it appears that the
massive liquidation of crude beginning 2H last year is done. The net spec position is also
unlikely to fall further than 250k contracts, which was the level set during the 2015 oil supply
glut. With most of the long specs having been forced out during last year’s oil rout, there is
considerable space for longs to be added again. Net spec position has an upside of at least
360k contracts, and a downside of -100k contracts — this gives the confidence for bulls to add
more longs to the book as the possibility of further long liquidations are now much reduced
compared to a quarter ago.

CFTC Nymex Crude Net Spec Position

'000 contracts

900 Long liquidation appears done
800 -
700 -
600 -
500 -
400 -
300 -
200 -
100 -

Source: Bloomberg, CFTC, OCBC Bank
Key downside risk: burgeoning US oil inventories

US oil inventories have not fallen below 445m barrels since mid-Jan, which is the highest since
Jan 2017. While oil inventories are typically a bearish signal for commodity prices, the
increasing warehouse stocks in the US is also a function of increasing US crude production. As
such, while high US crude inventories could potentially act as a dampener to any price rally,
we do not necessarily see the high stock levels as a bearish play.

US Crude Stockpile vs Stockpile/Production Ratio

mil barrels Ratio
600 - r 70
500 - - 60
400 - 0

- 40
300 -
S . . - 30
200 - Despite higher US crude inventaries, as a % of
production it has been the lowest since 2014. - 20
100 | L 10
m— S Stock LHS = JS Stock/Production RH
0 T T T T T T T T T T T T T T T T T O
N N N ™M en S S S N N oW W M~ [~ M~ 0 0O,
R B B T B B L B B
c o > = o Lo = (5] = - = [=14] c c > = o o
a = o m o
EZ 23 >822 0z=3 8323248

Source: Bloomberg, EIA, OCBC Bank
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Conclusion: OPEC production is key to further price movements

The market has increasingly shifted its focus from the bleak macro backdrop to OPEC’s
tightening supply. We expect OPEC to show a decline of -450k bpd in next week’s report,
which could potentially spark a rally in WTI to $58/bbl and Brent to $67/bbl. Positive
developments on the US-China trade front, coupled with the OPEC supply cuts, may even take
WTI above $60/bbl and Brent above $70/bbl by Q3. Bulls have plenty of space to add further
longs with a lower risk of long liquidation than a quarter ago. Libya will provide some
downside risk to prices as it is expected to add a further 300k bpd with the restarting of the
Sharara oil field, but that should be negated by Saudi’s production cut.

Global Crude Supply Balance Est. vs WTI Price
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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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