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OPEC: Deal or no deal?
There is growing consensus that OPEC will extend their current output
deal when they meet in Vienna this Thursday and we believe it will run
through till the end of 2018

Source: Shutterstock

Pre-meeting expectations
There is growing consensus in the market that OPEC will extend their current output deal when
they meet in Vienna this Thursday. Market expectations, along with the near record speculative
long in ICE Brent has given OPEC and its allies, little choice but to extend the deal. We believe the
most likely outcome is that OPEC will agree to extend the deal through until the end of 2018 and
this also seems to be what the market is generally expecting. 

Most members have come out in support of an extension, and Saudi Arabia has already made it
clear that the target to reduce inventories towards the five-year average will not be met by the
end of March 2018, which is when the deal is currently scheduled to expire.

It seems the only scenario that would offer significant upside to
prices would be if OPEC surprised the market by not only
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extending the deal, but making deeper cuts

For the second largest OPEC producer, Iraq, the choice should be easy. Exports from the north of
the country have fallen to around 300Mbbls/d, compared to a usual flow of around 600Mbbls/d.
This disruption comes following Iraqi forces seizing several oil fields around Kirkuk from Kurdish
control. While the Iraqi government has tried to increase exports from the south of the country to
compensate, overall exports have still fallen to a 20-month low over the first half of November.
Therefore by agreeing to an extension, Iraq can help support prices at a time when its exports are
constrained.

Other OPEC members, including Iran, UAE, Kuwait, Qatar and Venezuela have also been largely
supportive of the deal. Even Ecuador, which had previously looked for exemption in October,
appears to favour an extension. Ally to the deal, Russia, also now appears to support an extension.
Previously the Russians were reluctant to extend cuts at this stage, and instead wanted to
evaluate the situation closer towards the expiration of the current deal. So with Russia now
supposedly on board, it really does seem that there is only one outcome to Thursday’s meeting.

Commodity price forecasts

Source: Bloomberg, ING estimates

This however does mean there is a significant downside risk for the market if OPEC falls
short of market expectations. A deferral in the decision or an extension of less than nine
months is likely to be viewed by the market as a disappointing outcome. The speculative
net long in ICE Brent remains near record levels, in terms of number of lots, as well as the
USD value of the position. Therefore a surprise would likely lead to some heavy liquidation.

It seems that the only scenario that would offer significant upside to prices would be if OPEC
surprised the market by not only extending the deal, but making deeper cuts. However we
believe that this scenario is highly unlikely, and is something that OPEC and its allies are not
considering.
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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 information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms 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 regulation 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 BR000341) 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 http://www.ing.com.
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