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What the Venezuelan oil sanctions mean for
supply
The US has imposed sanctions on Venezuelan state-owned oil company
PDVSA, effectively bringing US purchases of Venezuelan oil to an end. The
announcement has had little impact on price, with expectations growing
in recent days that such action would be taken. Furthermore, Venezuela
will likely increase sales to buyers outside of the US

What was decided?
The US Treasury announced yesterday that it is imposing sanctions on Venezuelan state-owned
oil company PDVSA, which would effectively close the US as a market for Venezuelan crude oil.
Volumes currently being shipped will be exempt from sanctions whilst Venezuela will be allowed to
sell oil to US refiners, however payments will have to go to a blocked account so that proceeds
cannot be remitted to Venezuela.
The sanctions also prohibit the sale of diluents to PDVSA- usually blended with the heavier crude
oil that Venezuela exports. The US exports around 120Mbbls/d of lighter oils to Venezuela for this
purpose. Furthermore, US companies currently transacting/engaged with Venezuela have been
given three months to wind down operations. Whilst Venezuelan refiner Citgo, currently operating
in the US will be allowed to operate as normal but is not allowed to remit funds to Venezuela.

What is the impact on oil supply?
EIA data shows that the US imported on average 514Mbbls/d of Venezuelan crude oil over 2018.
This supply is key for a number of refiners in the US Gulf Coast, who blend it with domestic light oil,
making an optimum blend for US refineries. These refiners can switch to other origins for heavier
crude oil though it may be fairly difficult for the time being.
The obvious choice for the industry would be to turn increasingly to Canadian oil. However, as a
result of mandated production cuts in Alberta, the additional supply from Canada is likely to be
limited. The other issue is logistics- the reason Canadian oil producers cut output was due to a lack
of takeaway capacity and this is an issue that is likely to linger for quite some time.
Refiners could also turn increasingly to the Middle East for heavy crude oil supply. However under
the current OPEC+ deal, members are likely to cut output of heavier crude oil first, given the
discount at which it trades to lighter grades. Mexico is another supplier of heavier crude to US
refiners but Mexican output has trended lower in recent years, which has also meant that exports
of crude oil to the US have trended lower.
Venezuela can turn to its next biggest buyers to increase purchases- China and India, which both
took, on average, around 300Mbbls/d over the course of 2018. However for China, much of the
exports go towards debt repayment, and so for PDVSA, this does little to help generate cash.

More downside to Venezuelan output?
Venezuelan oil output has been in decline for several years now, with a lack of investment in oil
fields seeing production fall from close to 2.4MMbbls/d in late 2015 to around 1.2MMbbls/d
currently. Given that US oil service companies will have to wind down dealings with PDVSA, this
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suggests the potential for a more rapid decline in Venezuelan crude oil output moving forward.
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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 NV 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. The producing legal entity 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
subject to limited regulation by the Financial Conduct Authority (FCA). 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.
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