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Crude Oil: A bullish feel at the moment

Monday, October 02, 2017

Crude oil prices have arguably rallied for almost a month now, with peak September
levels of both WTI and Brent touching their highs since April 2017. The many events
that occurred since then had largely revolved around crude oil's improving
fundamentals, which naturally led to the sticky liquid’s advance. These had included
the improved demand outlook from oil think-tanks (OPEC, IEA), as well as shrinking
supplies from OPEC’s diligence in adhering to their production cut plans. Importantly
as well, market-watchers likely cheered on comments by some OPEC producers
which included a potential extension of its oil production cut period by another three
months to June 2018. The relatively calmer geopolitical climate now that N. Korea is
facing sanctions by China itself could have depressed risk-off sentiments as well,
which then led to oil's advance given crude oil's characteristic as a growth-related
commodity.

More starkly perhaps, is the rather quick initial flattening to recent backwardation of the
Brent forward curves of late. Note that Brent’s backwardation curve has extended to
mid-2020, or for short, means that Brent futures for near-term delivery is now starkly
more expensive than those for delivery at a much later date. On the surface, it does
mean that crude oil prices are priced to fall into the coming months ahead, but careful
investigation reveals that the backwardation is caused by a strong surge in short-term
prices, rather than a deterioration in Brent’s price outlook.
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The backwardation of the Brent forward curve tells us a couple of things.

Firstly, the distinguishable upward shift of the Brent forward curve to-date suggests
that there is a bullish feel at this juncture. This is evident from the quick climb in the
immediate tenor of the forward curve versus the behaviour seen in the longer-end of
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the curve, likely given potential short-term supply shock given recent Kurdish
independence referendum and the uncertainty surrounding Iraq’s oil supplies.

Secondly and more importantly, the backwardation suggests that it is becoming more
costly to store crude oil supplies, given that prices are expected to dip into the coming
months. As such, the downward sloping forward curve does not make is very attractive
to keep oil in storage, and gives an incentive to reduce stocks. Empirically, global
crude oil inventories in floating tankers have fallen considerably to 248 million barrels
as of end September, though there exists more room for inventories to fall further
should destocking occurs into the immediate months ahead.

Crude oil inventories in floating tankers have
fallen since August 2017 (6mma)
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Our immediate price outlook for the rest of 2017 remains unchanged; we continue to
maintain our crude oil outlook for WTI and Brent to touch $55/bbl and $57/bbl,
respectively. As written in our past outlooks, our bullish call is chiefly underpinned by
the recovering global oil demand, led especially by Asian and European demand.
Prices have already risen to their multi-month high given the rosy economic backdrop
amid the equivalent support for oil demand. Sustained risk appetite amid an improving
oil fundamental should lift oil prices to our 2018 forecast of $65/bbl for both WTI and
Brent.
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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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