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Coronavirus is hurting global oil demand

with close to half the population of China facing various forms of lock-down due to the

coronavirus! and many other parts of the world becoming affected (notably, Korea and
Italy, where cases are growing at a rate that has taken many by surprise), the market is
understandably scared that demand for crude oil will fall hard this year. Brent oil
prices have fallen from a peak of US$68/barrel 1in the first week of January to
US$56/barrel currently (24/02/2020).

Getting clear data on how much demand has already declined 1is difficult as data is
already clouded by the Tlunar New Year (seasonally adjusting this data 1is fraught with
difficulty). But we know that a sharp decline 1in flights, road journeys and factory
activity (which can all be anecdotally monitored using satellites and thermal qimagery)
are likely to dent the demand for fuel. In the 3rd February release of the Caixin China
Manufacturing Purchasing Managers' Index (PMI) press release, there wasn’t even a
mention of the word f‘virus’. The PMI Tlevel was above the 50 demarcations between
expansion and contraction. Wwe expect the March 3rd release for February to be very
different. we would be surprised if manufacturing 1is able to expand 1in current
circumstances.

OPEC stands ready to act

The oOrganization of Petroleum Exporting Countries and 1its allies (OPEC+), which
collectively controls around 60% of global o0il production recognises the 1issue. The
Joint Technical Committee has already recommended to the group to cut 600k barrels of

0il1 per day?. That’s on top of the 2.1 million barrel cut (relative to October 2018) that
is already in place. OPEC policy ministers are due to meet on 5th March and the larger
group on 6th March. we expect them to not only endorse this recommendation, but cut
deeper. In part, that is because more data on the grim situation now will be available
than when the technical committee met a few weeks ago. Saudi Arabia has historically
taken on voluntary cuts that go beyond what they formally sign up to do. In the Tlast
policy meeting - the first for the new Saudi Energy Minister, Prince Abdulaziz bin
salman - Saudi Arabia announced the value of the intended voluntary cuts. As Tong as
other countries sign up to cut a Tittle, Saudi Arabia stands ready to cut enough to
balance markets.
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Year-on-year difference in OPEC production
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Source: Bloomberg, WisdomTree, data available as of close 24 February 2020. OPEC = Organization of Petroleum
Exporting Countries
Historical performance is not an indication of future performance and any
investments may go down in value.

Brent futures curve only just in backwardation3

we believe that the backwardation in the Brent oil futures curve 1is generated by the
fact that OPEC is ready to intervene. However, at the time of writing, that
backwardation is close to evaporating. If OPEC cuts deeper than 600k barrels per day, we
believe that stronger backwardation can be restored. Rolls yields can be an important
component of returns for investors. For example, we estimate that out of the +34% return
on the Bloomberg Brent Commodity Subindex (totalreturn series), +8% came from roll

yield* (wisdomTree calculation from 31/12/2018 to 31/12/2019).

Brent oil futures
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Source: Bloomberg, wWisdomTree, data available as of close 24 February 2020
Historical performance is not an indication of future performance and any
investments may go down in value.
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It’s rare to see an OPEC meeting without drama, intrigue and suspense. Meetings often
don’t end on time (or even on the scheduled day). So, it goes without question that we
will send an update after the event to say what happened and the market’s reaction.

1 New York Times, 17 February 2020: “At least 760 million people — slightly over half the
country’s population — are under various kinds of lockdown.”

2 6th February 2020.

3 Backwardation refers to a situation in which the spot or cash price of a commodity is
higher than the forward price.

4 As there is no spot series, we estimate this using the roll method applied by
Bloomberg.
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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 in 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.

wisdomTree.com * +44 (0) 207 448 4330 WISDOMTREF



	PRE-OPEC MEETING NOTE: OPEC TO RESTORE BRENT BACKWARDATION?

