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OPEC+ shocks oil market with supply cuts

A handful of OPEC+ members surprised the market over the weekend
by announcing further voluntary cuts amounting to around 1.66m
barrels a day from May to December 2023. That means the market
will be tighter this year, and we've had to revise higher our oil
forecasts for the remainder of 2023

What was announced?

A number of OPEC+ members shocked the market over the weekend, announcing further
voluntary supply cuts. These cuts were announced ahead of the Joint Ministerial Monitoring
Committee (JMMC) meeting scheduled for 3 April, where the expectation was that the committee
would recommend keeping output policy unchanged.

Nine members of the OPEC+ group announced further voluntary cuts, amounting to around 1.66m
barrels a day (b/d).

However, 500k b/d of this is from Russia, which will be extending existing output cuts from the end
of June until the end of this year. The reduction in Russian supply was already factored into our
balance.

Additional cuts from other members would total around 1.16m b/d. These cuts will start in May
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and run through until the end of 2023. The bulk of the cuts will come from Saudi Arabia, which will
reduce supply by 500k b/d, whilst cuts will also be seen from Algeria, Gabon, Iraqg, Kuwait, UAE,
Oman and Kazakhstan.

Given that most of these members are producing at or near their current quota levels suggests
that actual supply reductions will not be too dissimilar to the paper cuts announced.

Voluntary supply cuts announced by OPEC+ members

Current target production Voluntary supply Voluntary production

k b/d levels cut (May-Dec 2023)

Algeria 1,007 -48 959
Gabon 177 -8 169
Iraq 4431 -211 4,220
Kuwait 2,676 -128 2,548
Saudi 10,478 -500 9,978
UAE 3,019 -144 2,875
Oman 841 -40 801
Kazakhstan 1,628 -78 1,550
Russia* 10,478 -500 9,978
Total (exluding Russia) -1,157

Total -1,657

___________________________________________________________________________________|
Source: OPEC, reports, ING Research

* Russian supply cuts are an extension of recently announced cuts

Why reduce output?

The move to reduce supply is fairly odd. Oil prices have partly recovered from the turmoil seen in

financial markets following developments in the banking sector. Meanwhile, oil fundamentals are
expected to tighten as we move through the year. Prior to these cuts, we were already expecting
the oil market to see a fairly sizeable deficit over the second half or 2023. Clearly, this will be even
larger now.

The move to reduce supply is fairly odd

The cuts suggest that OPEC+ were not content with Brent trading in the US$70-80/bbl range. It
would appear they want the floor for the market at even higher levels.

Although, Saudi Arabia stated that the cut is a “precautionary measure aimed at supporting the
stability of the oil market.” This might make sense in the near term, however, the tightness in the
latter part of the year suggests that this could, in fact, lead to further volatility in the market.

OPEC+ members can also cut without the worry that they will lose significant market share to non-
OPEC members. In previous years, OPEC+ would have been hesitant to push prices too high, with
the fear that it would lead to a strong supply response from US producers. However, it is clear that
US output growth is much more modest these days, with a change in mentality from US
producers- gone are the days of pumping as much as possible. Instead, capital discipline and
shareholder returns appear to be the key focus now. Therefore, OPEC+ members can look to
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maximize revenues without the fear of losing significant market share.

While the cut is clearly bullish from a fundamental point of view, the group will also need to be
aware of how the cut is perceived. The fact that we are seeing a sizeable supply reduction may
suggest to some that OPEC+ is worried about the demand outlook in the current economic
environment.

Tighter balance, higher prices

Prior to these latest cuts we were expecting the global market to be in deficit by around 1.3m b/d
between 2Q23 and 4Q23. However, these cuts would push the deficit to in excess of 2m b/d.

We have not made any changes to our Russian supply number, given that we were already
assuming a significant decline in output this year.

A tighter market means that we now expect higher oil prices. Before the announcement, we were
forecasting Brent to average US$97/bbl over 2H23. However, we now expect the market to average
US$101/bbl over this period.

There are clear risks to this view. The most important being the demand outlook. At the moment,
global oil demand is forecast to grow by around 2m b/d in 2023. A significant amount of this
growth is concentrated in China (close to 50%), so naturally this is a risk, given a substantial
amount of demand growth hinges on one country. Meanwhile, we will need to keep an eye on
whether the aggressive tightening from central banks around the world leads to a stronger-than-
expected slowdown later in the year. For now, we are still expecting marginal demand growth
from OECD countries.

The US has already voiced its concerns over these latest cuts. Clearly, if prices push higher, we will
likely see growing pressure on OPEC to increase output. Although, as seen over much of last year,
they could very well choose to ignore this. This leaves the US possibly tapping the SPR once again if
needed, but given that the SPR is at its lowest levels since the early 1980s, they may be reluctant
to do so.

ING oil forecasts

ICE Brent (US$/bbl) 1Q23 2Q23 3Q23 4Q23 FY23
New 82 86 98 104 93

Source: ING Research
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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 BR0O00341) 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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