WisdomTree INSIGHT ARTICLE

A MOMENT IN MARKETS - PRICE
REACTION TO OPEC+ DEAL REVEALS
THE STATE OF THE OIL MARKET

Mobeen Tahir — Director, Research
20 Jul 2021

Arguably, broader risk aversion in markets at the time of the oPEC+! deal announcement

somewhat obscures the direct impact of the group’s decision on oil prices. What is
clear, however, is that the deal has eliminated the risk of any additional tightness
that may have been occurred had the ongoing no-deal scenario persisted for much longer.

Under the deal, OPEC+ have agreed to increase oil supply by 0.4 million barrels per day
(mb/d) each month from August to December adding a total of 2mb/d by the end of the
year. Remaining production cuts of around 3.8mb/d will be brought back online gradually
by September 2022. This was expected and already priced in by markets before the last
round of talks ended in a stalemate at the start of July. what is more important, and
perhaps unsurprising still, is that United Arab Emirates (UAE), Iraq, Kuwait, Saudi
Arabia, and Russia have been granted a higher ‘basis’ to calculate their pandemic supply
cuts from. In other words, these countries have been given higher supply allowances to
reward them for all the investment they have made in expanding their capacities. This
deal settles the discord within the group, for now, and raises the prospect of an
additional 1.6mb/d of o0il1 ultimately flowing 1into the market due to the increased
allowances.

The OPEC+ deal reveals three key aspects of the nature of oil markets. First, there is
(maybe) just enough harmony in the group to avoid any cracks to widen and for countries
to cut Toose and break their supply agreements - an upside risk that has surfaced
following the stalemate. Second, markets are not expecting demand growth to outpace
supply growth, or else a positive reaction to the decision would have ensued. And third,
backwardated oil futures curves - which indicate supply tightness in the short term -
also potentially signal a lack of tightness in the future.

The third point above suggests that markets share our view that OPEC+ holds the cards fo
r_controlling oil prices and has sufficient spare capacity to satiate any additional
demand growth. According to the International Energy Agency, total oil demand growth
globally 1is expected to be 5.4mb/d in 2021 and another 3mb/d in 2022 - bringing total
demand back to pre-pandemic levels. Some of this growth expected to happen in 2021 has
already taken place in the first half of the year. on the supply side, production in
the United States is Tikely to increase by 1.6mb/d this year, and OPEC+ intends to add
at least 5.8mb/d by September next year. An additional 1l.6mb/d from the Tatest deal and
a further 1.4mb/d could absorb any unexpected surge in demand - a relatively Tow
probability outcome as the world reels from Covid aftershocks.

our base case, therefore, 1is that oil prices are Tikely to face headwinds for
significant further growth from here onwards. OPEC+ has acquired additional power to
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keep the market balanced and, in turn, control prices. And with countries 1like the UAE
not getting penalised for additional capital expenditure 1in the oil 1industry, a
precedent is being set which gives producers an incentive to increase supply further in
the future. Given the fundamentals of demand and supply, an upside scenario for oil is
now unlikely to be triggered by a broader risk assets rally or shortages in supply. It
will have to come from a meaningful upside surprise in demand growth.
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Important Information

Marketing communications issued in the European Economic Area (“EEA”): This
document has been issued and approved by WisdomTree Ireland Limited, which is authorised
and regulated by the Central Bank of Ireland.

Marketing communications dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree UK Limited are each referred to as
“WisdomTree” (as applicable). our cConflicts of Interest Policy and Inventory are
available on request.

For professional clients only. The information contained in this document is for
your general information only and 1is neither an offer for sale nor a
solicitation of an offer to buy securities or shares. This document should not
be used as the basis for any investment decision. Investments may go up or down
in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should
be based on the information contained in the appropriate prospectus and after
seeking independent investment, tax and legal advice.

The application of regulations and tax 1laws can often lead to a number of
different interpretations. Any views or opinions expressed in this communication
represent the views of wisdomTree and should not be construed as regulatory, tax
or Tlegal advice. WisdomTree makes no warranty or representation as to the
accuracy of any of the views or opinions expressed in this communication. Any
decision to invest should be based on the information contained 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
advice.

This document is not, and under no circumstances is to be construed as, an advertisement
or any other step in furtherance of a public offering of shares or securities in the
United States or any province or territory thereof. Neither this document nor any copy
hereof should be taken, transmitted or distributed (directly or 1indirectly) into the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content 1in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where WwisdomTree
has expressed its own opinions related to product or market activity, these views may
change. Neither wisdomTree, nor any affiliate, nor any of their respective officers,
directors, partners, or employees accepts any liability whatsoever for any direct or
consequential Toss arising from any use of this document or its contents.
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