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1. Oil Prices

Oil prices (WTI front month) hovered at around USD 55 per barrel until mid-September in
reaction to news about countries’ economic indicators and relations between the US and China
and the US and Iran. However, oil prices rose sharply on 14™ September and momentarily hit
USD 63 per barrel due to an attack on Saudi Arabia’s oil facilities which caused problems in
terms of oil supply. Oil prices then fell after Saudi Arabia’s Energy Minister, Abdulaziz bin
Salman, announced the volume of oil production would be restored by the end of September.
Currently, oil prices are just below USD 56 per barrel.

2. Oil Supply and Demand

Demand
The downward pressure on demand for oil from the global economic slowdown continues.
Over the past year, demand has remained relatively unchanged.

Supply

The number of working US shale oil rigs continues to decrease as oil prices sit below USD 60
per barrel: the break-even price for US shale oil. Although the volume of US shale oil output
increased slightly in August compared with the previous month, it is likely that growth will slow
in the future due to the fall in the number of working rigs.

OPEC carries out oil supply cuts as it pursues oil demand-supply equilibrium. In August, the
rate of compliance with oil production cuts was 120%, exceeding the target mostly due to
Saudi Arabia’s proactive attitude towards reducing output. The volume of oil output in
September will probably be lower than that of August due to the impact of supply disruptions
resulting from the attacks on Saudi Arabia’s oil facilities.

3. Issues in September

On 14™ September, 58% of Saudi Arabia’s oil output was knocked out by the attacks on its oil
facilities, which equates to around 5.7% of global oil production: 5.7 million barrels per day.
This disruption to oil production in Saudi Arabia, which accounts for around 70% of the global
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oil spare supply capacity (3.21 million barrels per day), shows that the spare supply capacity
falls when production is disrupted. As a result, oil prices rose significantly on 16™. On the
following day, Energy Minister Abdulaziz bin Salman announced Saudi Arabia’s volume of oil
production would be restored by the end of September?, but the futures curve was still around
USD 1~2 higher than before the attacks, even after the announcement. It appears the market’s
awareness of the risks surrounding Saudi Arabia’s oil-delated facilities changed, suggesting
such risks are irreversibly woven into the oil market.

As of 23" the volume of Saudi Arabia’s total oil production has reportedly recovered to around 85%.

Meanwhile, the US declared it would increase the number of US troops in Saudi Arabia and
imposed sanctions on the Bank of Iran; tension within the Middle East is building.
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Money Managers' Net Position and Oil Prices Oil Prices and the USD Effective Exchange Rate

800 (Contracts 1000s. 1 contract = 1000 barrels) (US$/barrel 80 120 (USD/barrel) (March 1973 =100 70
N A ﬁ USD depreciation
700 WTI (YA 70 \ M A Oil price increase
(right axis) N 100 4 75
600 ¥ W 60
500 vﬁvl \ Wl ,/M LV/I] 5 " N
W fW V VV\' USD effective exchange rate
400 \,\A/y 40 (reversed value, left axis)
300 30 60 I 85
WTI (left axis)
200 20
40 90
100 — - 10
Net position (left axis)
0 0 20 95
15 16 17 18 19 USD appreciation @
Note "Money manager" is a registered commodity trading advisor, a (vear) oil prl(‘:e decrea‘se ‘ ‘ ‘ ‘
registered commodity pool operator or an unregistered fund indentified 0 100
by the CFTC. 13 14 15 16 17 18 19 (Year)
Source: US CFTC, Bloomberg, MUFG Bank Economic Research Office Source: Bloomberg, MUFG Bank Economic Research
Scale of Oil Output by OPEC+ Oil Futures Curve (WTI)
115 (Volume of oil production in Oct 2018 = 100) oS ga (USD/barrel)
Spare supply capacity of OPEC (less Iran) @ @ Scale of
110 =P PRl capacity ( ) ® produustion n 6 ——13 September (before attack)
q A0 months' time (at 2
105 Saudi Arabia's spare current pace of 6 —— 16 September (after attack)
100 supply capacity growth of
; 760,000 barrel
Less SAU, IRN capacity| iy 60 [ 18 September (after annoucement
95 o= S |@scaleof about restoration of oil production)
» 90 T §3 . o production in 6
g s=o Impact of Saudi @ months' time (at 58
© 85 S3m Arabia’'s decreased:__5; half of current
o 580 oil output 3P growth pace)
-~ 80 S g3 = Iran 56
R} o5 @ =
15} S53 I AR S @ During
a 75 [zl "=y .
c = @ LR -N-¥o) previous
2 70 a sge ) sanctions 54
S 65 5 s = %. o i @ If output falls
— Agreed level of oil output at E' %,- @ rab gégéggr:;rrrelsl 52
60 OPEC meeting in Dec '18 g &; % = day'from August
g5 | Volume of oil output in B = (scale of
August = @— decrease if oil 50
50 exzolﬂs ;‘Otpf " 1920 21 22 23 24 25 (Year)
Weighting of each country's oil production in Oct 2018 ﬁqnp,ffu;ifn)a
Source: OPEC, IEA, EIA, MUFG Bank Economic Research Office Source: Bloomberg, MUFG Bank Economic Research Office

For further details, please contact the Economic Research Office, MUFG Bank
Managing Director, Rei Tsuruta Tel: +81-(0)3-3240-3204
Written by Yuri Ise <yuri_ise@mufg.jp>

This report is intended for information purposes only and shall not be construed as solicitation to take any action such as
purchasing/selling/investing financial market products. In taking any action, each reader is requested to act on the basis of his or her own
judgment. This report is based on information believed to be reliable, but we do not guarantee its accuracy. The contents of the report may
be revised without advance notice. Also, this report is a literary work protected by the copyright act. No part of this report may be
reproduced in any form without express statement of its source. This report is also available for viewing online.

3 Economic Monthly [Oil Prices] | 23 October 2019 @ M U I G



