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Brent oil has fallen 23% in the past month. Fears of oil market surplus have driven the
slide. The suddenness of the collapse feels eerily similar to the November 2014
experience. However, we believe the Organization of the Petroleum Exporting Countries
(OPEC) will act to stem the decline at its meeting on 6th December 2018, unlike in 2014.
The cartel’s experience in the 2014-2016 period was too painful for the group to want to
return to an era of weak prices. Also, the context 1is very different today. Back 1in
2014, OPEC engineered the price decline to spite the US and other higher cost producers.
This time, it appears price weakness is mainly due to the US production expansion. The
2014 experience illustrated that OPEC could not crowd out US production growth. Learning
from this experience, OPEC 1is unlikely to want to keep production Tlevels high to
maintain market share; rather, they will seek to keep prices higher to maintain fiscal
revenues.

A nightmare not worth revisiting

The collapse in o0il prices, starting in the second half of 2014, hurt the fiscal
balances of OPEC members whose governments are highly dependent on oil revenues for
funding. It was not until the recovery in oil prices in 2017 that we saw a significant
improvement in their fiscal position, despite the belt-tightening efforts in the interim
years.

Fiscal balance of select OPEC nations
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source: IMF, wisdomTree, data available as of close 27 November 2018

Forecasts are not an indicator of future performance and any investments are
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subject to risks and uncertainties

US driving price decline today

The US 1is expanding oil production at a rapid rate and is supressing global oil prices
as a result. while the price decline in 2014 led to a sharp decline in oil rigs, a focus
on cost control and improving the efficiency of rigs led to production expansion again
in 2016. Today, the US is producing more than it ever has done and is now crowned at the
world’s largest crude oil producer. It has achieved that with 45% less rigs, compared to
the peak in 2014.

US o0il production: the engine of global growth
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Source: US Energy Information Agency, Baker Hughes, WisdomTree, data available as of close 27 November 2018

Historical performance is not an indication of future performance and any investments
may go down in value

Production increases elsewhere not sustainable

As we argued in Limited 0il and gas investment could be shoring up tightness in the futu
re, only the US has made significant investment in o0il 1in recent years. While we may
have seen temporary oil expansion from Saudi Arabia, Russia, Libya and Nigeria in recent
months, we doubt these sources will remain stable without new investment. Additionally,
the world needs to grapple with declining supplies from venezuela and Iran.

Year-on-year difference in OPEC oil production
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Source: Bloomberg, wisdomTree, data available as of close 27 Novmeber 2018

Historical performance is not an indication of future performance and any
investments may go down in value

Trump’s stance out of touch

Given the renewed importance of o0il 1in the US economy, one would think that policy
makers in the US would welcome high and stable prices. Instead US President Trump s
urging OPEC not to cut oil production at the OPEC meeting next week. Trump appears to
want weak oil prices to stimulate business/consumer spending in the US. while weaker
prices may encourage a paring back of production that would help deal with the glut in
US oil, infrastructure 1is currently being built to deal with the glut. Sudden price
weakness could discourage that effort and prematurely end the shale energy revolution we
have witnessed.

Trump has been one of the world’s few defenders of Mohammed bin Salman bin Abdulaziz Al
Saud (Mbs), the crown prince of Saudi Arabia after the killing of journalist Jamal
Khashoggi. However, his support may evaporate if Saudi Arabia does not bow to his
pressure to keep production flowing at current levels. Saudi Arabia increased production
after the Tlast OPEC meeting, when the group abandoned <individual country targets to
counter the decline in venezuelan production. The country is now producing at an all-
time high. It is Tikely to recognise that 1its current production 1is too high. In the
spirit of keeping OPEC a relevant organisation - a bastion of market balance - we
believe Saudi Arabia will cut production. Producing at such high Tlevels 1is not
sustainable without new investment (which is difficult to deploy when prices are weak).
If Saudi Arabia pushes the group not to cut, it will be rightly accused of making a
political move which could rupture the group. The cartel 1is supposed to Teave politics
at the door of the meeting, and we doubt that Saudi Arabia, after having brokered an
enhanced OPEC (including deals with 10 non-members to participate in the production
restraint), will want to jeopardise the institution.

G20 meeting: opportunity for fire-side deals

The G20 meeting that will take place today (Friday 30th November 2018) and into the
weekend could serve as an ideal venue for pre-meeting deals. The market 1is already
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anticipating trade deals between US and China to counter the surge in protectionism we
have seen in the past year. That could ease some concerns around a decline in energy
demand from China. Trump may also soften his stance with Saudi Arabia. More importantly
energy ministers from both Saudi Arabia (largest OPEC member) and Russia (largest OPEC
partner) are scheduled to attend. The meeting of these two energy ministers has
historically foreshadowed OPEC deals. Locking in higher prices is 1likely to serve both
countries’ interests rather than hope for larger and unsustainable market share.

conclusion

We expect OPEC to cut production to counter price declines. weak prices were too painful
a memory. Higher production from the group today 1looks unsustainable. Although the
Targest member faces political pressure from the US to keep current production Tevels,
we don’t expect Saudi Arabia to break ranks with the rest of the cartel after it has
worked so hard in the past two years to broker deals with OPEC and non-OPEC members.

Related products

+ ETFS Brent Crude
+ ETFS WTI Crude 0il

View the online version of this article here.
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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 conflicts 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 wisdomTree
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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