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Oil, gas and power markets to remain
tight

Both oil and European gas prices may be off those highs we saw earlier
in the year, and immediate gas supply worries have eased recently.
Demand concerns, however, are weighing on sentiment for oil. We do
expect both markets to tighten again in 2023 and that, of course,
suggests higher prices

Oil outlook: Russian oil supply set to fall

The key supply uncertainty for the oil market this year has been how well Russian supply
would hold up following a number of countries banning Russian exports, along with an
increased amount of self-sanctioning. Russian supply has held up better than many were
expecting, with India, China and a handful of other smaller buyers increasing their purchases
of Russian crude oil, given the steep discounts available. As a result, exports in October were
7.7 million barrels a day (MMbbls/d), down just one hundred thousand barrels per day
(Mbbls/d) Year-on-Year (YoY).

However, the impact of the EU ban on Russian crude oil is still playing out, and we will have to
wait until early February for the ban on Russian refined products. The ability of India and China
to absorb a still more significant amount of Russian oil is likely limited. As a result, we expect
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Russian supply to fall in the region of 1.6-1.8MMbbls/d Year-on-Year in the first quarter of 2023.
As for the G-7 price cap, we expect it to have little direct impact on Russian oil supply for now,
given that at US$60/bbl, it is above where Russian Urals are trading.

How the Russia/Ukraine war evolves will be important for oil markets in 2023. While a de-
escalation might not lead to the return of pre-war oil trade flows, it would remove a lot of
supply risk from the market.

« OPEC+ sticks to its guns

OPEC+ has largely ignored calls from the US and other key consumers to increase oil supply
more aggressively this year amid higher prices and supply concerns. And the group’s decision
to reduce output targets by 2MMbbls/d from November 2022 until the end of 2023 has been
criticised, particularly by the Amcericans. Although, with hindsight, the decision by OPEC+
might appear to be the right one, at least in the near term, as it offers stability to the market.
Given that most of its members are producing well below their production targets, OPEC+
supply cuts work out to an effective cut of around 1.1MMbbls/d. In aggregate, OPEC+
production was 3.22MMbbls/d below target levels in October.

However, the cuts may prove to be more destabilising in the medium term, given the
expectation of a tighter market through 2023.

« US oil producers are not there to fill the gap

The response from US producers to the higher price environment this year has been anything
but impressive. And this appears to have also given OPEC+ confidence to cut supply without
the risk of losing market share. US crude oil supply is forecast to grow by less than 600Mbbls/d
to average around 11.8MMbbls/d in 2022. While for 2023 supply is forecast to grow by less
than 500Mbbls/d to around 12.3MMbbls/d. This growth is much more modest than the supply
growth seen in previous upcycles.

The mentality of US producers has changed significantly from producing as much as possible
to focusing on shareholder returns and as a result, continuing to show discipline when it comes
to capital spending. Supply chain issues, labour shortages and rising costs have also played a
role in the more modest supply growth expected over the next year.

- Oil demand is weaker than expected
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High energy prices, a gloomier macro outlook and China'’s zero-Covid policy have all weighed
on oil demand this year. At the beginning of 2022, global oil demand was expected to grow by
more than 3MMbbls/d YoY and hit pre-Covid levels. However, demand is estimated to grow at a
more modest 2MMbbls/d this year, leaving it below pre-Covid levels. While for 2023, demand is
expected to grow in the region of 1.7MMbbls/d.

Almost 50% of this growth is expected to come from China with the expectation of an
economic recovery.

Oil market remains tight in 2023
Quarterly global oil balance (MMbbls/d)
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« Tighter oil market in 2023

A combination of lower Russian oil supply and OPEC+ supply cuts means that the global oil
market is expected to tighten over 2023. We expect a growing deficit over the course of the
year, which suggests that oil prices should trade higher from current levels. We currently
forecast ICE Brent to average US$104/bbl over 2023, but the uncertainty around our forecast is
high given the geopolitical situation and the direction of the global economy. You can find our
oil scenarios here.

ING oil price forecasts

1Q19 2Q19 3Q19 4Q19 1Q20 2Q20 3Q20 4Q20
ICE Brent (USS/bbl 65 68 69 73 70 74 76 74
NYMEX WTI (US$/bbl) 56 59 61 65 63 67 69 67


https://think.ing.com/articles/macro-outlook-three-scenarios-for-the-global-economy-and-energy-prices/
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Gas outlook: Topping gas reserves likely to be more difficult in
2023

Given the circumstances, Europe could not have hoped for a better situation heading into this
winter. Demand destruction and milder-than-usual weather in the early part of the heating
season have ensured that the region has continued to build storage deeper into winter. EU
storage continued to grow until mid-November, with it reaching nearly 96% full. This is above
the five-year average of almost 88% for mid-November. This leaves Europe in a better-than-
expected position for this winter and the next few months should be more manageable.
However, it is still vital that the region remains cautious as Europe needs to try to end the
current heating season with storage as high as possible given the expectation of a further
reduction in gas flows next year.

- European demand has responded to higher prices

Higher prices through much of this year have ensured demand destruction, and as a result, the
European Commission has been able to stick to its voluntary demand cut of 15% between
August and the end of March, rather than imposing a mandatory 15% reduction. Eurostat data
shows that in September, EU natural gas demand was 15% below the five-year average, while
numbers from third-party consultants suggest that in the months since, demand reductions
have exceeded the 15% target.

Europe will need to see continued demand destruction through 2023 to ensure adequate
supply for the 2023/24 winter. This is particularly the case given the risk that we see further
declines in Russian gas supply to the EU.

« Russian natural gas flows remain a risk

Russian pipeline gas flows have fallen significantly this year. The latest data shows that Year-
to-Date pipeline flows from Russia to Europe have fallen by around 50% YoY to roughly 58bcm.
And, obviously, these flows have declined progressively as we have moved through the year
with reduced output via Ukraine and Nord Stream. Daily Russian gas flows to the EU are down
around 80% YoY at the moment. Therefore, if we assume that Russian gas flows remain at
current levels through 2023, annual Russian pipeline gas to the EU could fall by a further

60% to around 23bcm in 2023. And clearly, there is a very real risk that the remaining flows
will be halted.
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« Limited LNG supply growth

The liquefied natural gas (LNG) market has helped Europe significantly this year. LNG imports
into the EU over October grew by almost 70% YoY, with volumes exceeding 9bcm.

However, there are constraints to how much more LNG Europe can import due to limited LNG
regasification capacity. However, we have seen the start-up of a fair amount of regasification
capacity in the form of floating storage regasification units (FSRUs) over the second half of this
year. The Netherlands, Germany, Finland & Estonia have - or are in the process of - starting up
operations at these FSRUs with a combined capacity in the region of 23-27bcm. Germany is
expected to bring a further 15bcm of regas capacity online early next year. This will help with
some of the infrastructure constraints Europe is facing, but the issue is also around global LNG
supply and the limited capacity which is expected to start next year.

Global LNG export capacity was set to grow by around 19bcm in 2023, driven by the US, Russia
and Mauritania. However, following Russia’s invasion of Ukraine and the sanctions which
followed, it is likely that any ramping up of Russian capacity is surely on hold. Russian capacity
makes up for 46% of the total new capacity expected next year. Therefore, we could see just
10.5bcm of new supply capacity.

« 2023 will be tight for European gas

The pace of inventory builds during the 2023 injection season will be much more modest
compared to what we have seen this year, given the reductions in Russian supply. The ability
of the EU to completely turn to other sources is just not possible. Therefore, Europe is likely to
go into the 2023/24 winter with tight storage, which could leave the region vulnerable.

In order to get through the 2023/24 winter comfortably, we will have to see continued demand
destruction once again. This will have to be either as a result of market forces or EU-mandated
demand cuts. While Europe should be able to scrape through the 2023/24 winter if current
Russian gas flows continue, it is much more challenging if remaining Russian gas flows come
to a full stop.

Therefore, we believe that there is upside to European gas prices in 2023. However, much will
depend on how much storage the EU manages to draw down this winter.
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Europe is likely to start the filling season with lower gas
reserves

2023 EU natural gas balance in billion cubic metres (bcm)
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« The US natural gas market is more comfortable

The US natural gas market this year has also seen significant strength, trading to multi-year
highs. Strong global LNG prices, stronger demand from the power sector and below-average
inventories have all proved bullish for Henry Hub. However, the outlook for US gas prices is
more bearish. US dry gas production is expected to hit record levels next year, growing by a
little more than 1.6bcf/d to average almost 99.7bcf/day over 2023, whilst finishing 2023 with
output in excess of 100bcf/day.

In addition, this year saw stronger demand from the power sector over the summer, which
pushed overall gas demand higher this year. Expectations are that domestic demand will fall
back towards more normal levels. Meanwhile, on the export side, while there is more LNG
capacity set to start up over the course of the year, this is fairly limited. LNG exports are
expected to average a little over 12.3bcf/day in 2023, up from an estimated 10.8bcf/day in
2022.

As a result, over the course of 2023, we should see US natural gas inventories moving from
below their five-year average to above it ahead of the next heating season. In fact, the US
could go into the 2023/24 winter with storage at its highest levels since 2020. Therefore, we
expect Henry Hub to trade lower in 2023 relative to 2022.
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ING natural gas price forecasts

1023 2023 3023 4023 FY23
TTF (EUR/MWh) 150 140 1590 220 175
MBP (GBp/therm) 263 245 330 380 305
Henry Hub (US$/MMBtu) 6.5 5.0 43 4.7 51

The uncertainty around our gas price forecast is high given the geopolitical situation and the
direction of the global economy. You can find our gas price scenarios here.

Power outlook: 2023 could be another perfect storm for
European power markets

In 2022 Europe not only faced a major gas crisis, it also had to cope with a broader power
crisis. Yes, this was partly a result of what was going on in the gas market, but there are a
number of other factors which have helped to see power prices skyrocket.

High power prices across Europe

Average daily closing price per quarter in euro/MWh

500

450 —— France

400

350 Germany

300

250 — taly

200 —— Metherlands

150

100 Morway

50

a Spain
2018 2019 2020 2021 2022

- Lower nuclear capacity

First, France experienced prolonged periods of nuclear capacity outages. This is partly due to
regular maintenance and refuelling, but reactors are also taken offline due to more serious


https://think.ing.com/articles/macro-outlook-three-scenarios-for-the-global-economy-and-energy-prices/
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weld issues and signs of corrosion. Nuclear summer output in 2022 stood at around 25 GW,
well below the levels above 40 GW seen in the summer of 2021. Nuclear output was also down
because of heatwaves which limited the amount of cooling water for nuclear power plants. As
a result, France experienced the highest power prices in Europe, while it used to have the
lowest when nuclear power operated at full capacity. The distress in the French power had
knock-on effects on Germany due to lower exports of electricity to the industry-rich southern
part of the country.

* Unusually hot weather

Second, Europe’s hydropower market was also negatively impacted by severe droughts.
Reservoirs started drying up. Hydro stocks in France, Spain, Italy and Portugal were all below
the 5-year average.

Finally, Rhine water levels recorded record lows in 2022. As a result, some river-based coal
plants are facing supply issues and cannot generate as they would like.

We expect power markets to remain very tight in 2023, with benchmark APX prices averaging
€375/MWh. The height of the summer price peak will depend on whether Europe will
experience another drought and whether it can keep existing nuclear capacity running while
maximising output from coal-fired power stations. And as always, power markets remain local
markets with large variations in the level of power prices across European bidding zones.

ING power price forecast

1023 2023 3023 4023 FY23
APX (EUR/MWh) 350 320 450 390 375
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING") solely for
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part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to requlation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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