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Disclaimer

This document and the information,
opinions, estimates and recommendations
expressed herein, have been prepared by
Banco Bilbao  Vizcaya  Argentaria,
S.A.(hereinafter called “BBVA”) to provide
its customers with general information
regarding the date of issue of the report
and are subject to changes without prior
notice. BBVA is not liable for giving notice
of such changes or for updating the
contents hereof.

This document and its contents do not
constitute an offer, invitation or solicitation
to purchase or subscribe to any securities
or other instruments, or to undertake or
divest investments. Neither shall this
document nor its contents form the basis of
any contract, commitment or decision of
any kind.

Investors who have access to this
document should be aware that the
securities, instruments or investments to
which it refers may not be appropriate for
them due to their specific investment goals,
financial positions or risk profiles, as these
have not been taken into account to
prepare this report. Therefore, investors
should make their own investment
decisions considering the said
circumstances and  obtaining  such
specialized advice as may be necessary.
The contents of this document is based
upon information available to the public that
has been obtained from sources
considered to be reliable. However, such
information has not been independently
verified by BBVA and therefore no
warranty, either express or implicit, is given
regarding its accuracy, integrity or
correctness. BBVA accepts no liability of
any type for any direct or indirect losses
arising from the use of the document or its
contents. Investors should note that the
past performance of securities or

instruments or the historical results of
investments do not guarantee future
performance.

The market prices of securities or
instruments or the results of investments
could fluctuate against the interests of
investors. Investors should be aware that
they could even face a loss of their
investment. Transactions in futures, options
and securities or high-yield securities can
involve high risks and are not appropriate
for every investor. Indeed, in the case of
some investments, the potential losses may
exceed the amount of initial investment
and, in such circumstances, investors may
be required to pay more money to support
those losses. Thus, before undertaking any
transaction ~ with  these  instruments,
investors should be aware of their
operation, as well as the rights, liabilities
and risks implied by the same and the
underlying stocks. Investors should also be
aware that secondary markets for the said
instruments may be limited or even not
exist.

BBVA or any of its affiliates, as well as their
respective executives and employees, may
have a position in any of the securities or
instruments  referred to, directly or
indirectly, in this document, or in any other
related thereto; they may trade for their
own account or for third-party account in
those securities, provide consulting or other
services to the issuer of the
aforementioned securities or instruments or
to companies related thereto or to their
shareholders, executives or employees, or
may have interests or perform transactions
in those securities or instruments or related
investments before or after the publication
of this report, to the extent permitted by the
applicable law.

BBVA or any of its affiliates” salespeople,

traders, and other professionals may
provide oral or written market commentary
or trading strategies to its clients that reflect
opinions that are contrary to the opinions
expressed herein. Furthermore, BBVA or
any of its affiliates’ proprietary trading and
investing businesses may make investment
decisions that are inconsistent with the
recommendations expressed herein. No
part of this document may be (i) copied,
photocopied or duplicated by any other
form or means (ii) redistributed or (iii)
quoted, without the prior written consent of
BBVA. No part of this report may be
copied, conveyed, distributed or furnished
to any person or entity in any country (or
persons or entities in the same) in which its
distribution is prohibited by law. Failure to
comply with these restrictions may breach
the laws of the relevant jurisdiction.

In the United Kingdom, this document is
directed only at persons who (i) have
professional experience in matters relating
to investments falling within article 19(5) of
the financial services and markets act 2000
(financial promotion) order 2005 (as
amended, the “financial promotion order”),
(i) are persons falling within article 49(2) (a)
to (d) (*high net worth companies,
unincorporated associations, etc.”) Of the
financial promotion order, or (i) are
persons to whom an invitation or
inducement to engage in investment
activity (within the meaning of section 21 of
the financial services and markets act
2000) may otherwise lawfully be
communicated (all such persons together
being referred to as ‘“relevant persons”).
This document is directed only at relevant
persons and must not be acted on or relied
on by persons who are not relevant
persons. Any investment or investment
activity to which this document relates is
available only to relevant persons and will
be engaged in only with relevant persons.

The remuneration system concerning the
analyst/s author/s of this report is based on
multiple criteria, including the revenues
obtained by BBVA and, indirectly, the
results of BBVA Group in the fiscal year,
which, in turn, include the results generated
by the investment banking business;
nevertheless, they do not receive any
remuneration based on revenues from any
specific transaction in investment banking.

BBVA is not a member of the FINRA and is
not subject to the rules of disclosure
affecting such members.

“BBVA is subject to the BBVA Group Code
of Conduct for Security Market Operations
which, among other regulations, includes
rules to prevent and avoid conflicts of
interests with the ratings given, including
information barriers. The BBVA Group
Code of Conduct for Security Market
Operations is available for reference at the
following web site:

www.bbva.com / Corporate Governance”.
BBVA, S.A. is a bank supervised by the
Bank of Spain and by Spain’s Stock
Exchange Commission (CNMV), registered
with the Bank of Spain with number 0182.



As expected
« U.S. production continues to adjust

* Further bankruptcies and declining investment
* Oversupply has eased
« Sustained demand growth, particularly in emerging markets

Major surprises
« Output disruptions in Nigeria, Libya and Canada have helped to mitigate oversupply

« Dollar volatility as markets reassessed expectations of interest rates hikes

« The U.S. rig count increased for three consecutive weeks, feeding concerns that the price rally
happened too soon to clear oversupply entirely

Upward bias in the short-term, but caution going forward

« Short-run risks persist such as financial volatility, further supply disruptions, and negative
surprises to the global outlook

« Although declining, oversupply conditions remain
* Inventories are still at historically high levels
« A sustained prices rebound could halt further cuts in U.S. production
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1 ol prices in 2016

Prices have moved up by about 80% since last bottom

U.S. retail gasoline prices
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Market balance

The market is gearing towards rebalancing at the expense of some
producers and solid demand, mainly in non-OECD countries

Wellhead production change by country
April 2015 to April 2016. Thousand bbl/d

Supply & demand balance, and oil prices
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Short-term volatility

Supply disruptions have contributed to the acceleration of market rebalancing...

At peak, wildfires cut 1.5 million bbl/d of
Canadian wildfires production capacity, but blazes are now 82%
contained.

Economic and political 60-day state of emergency imposed.
P Production declined to 2.37M bbl/d—] t
conflict in Venezuela oL HeIon feciner arges

MoM decline in a decade.

Libya supply disruption Rival Libyan oil factions strike deal in Vienna
allowing exports from East Libya to resume.

) - = —)

ends

Power outages, bad weather in Basra Gulf and
Slowing output in Iraq Kirkuk crude export cut contribute to 50K bbl/d

rise in average disruptions. -
Pipeline attacks in Pipeline bombings continue in southern VAN
Ni . Nigeria, and production drops to 20-yr low of i

Agietlie: 1.51M bbl/d

OPEC fails to reach oil output deal, but

June OPEC Meeting appoints Nigeria’s Mohammed Barkindo as —

new secretary-general.
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Short-term volatility

...however, the positive impact on prices has recently diminished

Brent spot price U.S. crude inventories
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Financial markets

Oil prices and stock market
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Improving risk perception on
emerging markets and weaker dollar
compared to early in the year create
a favorable environment for crude
prices

Oil prices and U.S. dollar
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Demand

Demand growth remains solid mainly because of emerging markets

Oil product demand

Million bbl/d
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Futures

Despite the short-term increase, the forward curve reflects skepticism
about the strength of the recent rally

WTI crude futures Brent crude futures
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OPEC

Given current price levels and supply disruptions, OPEC has less
Incentive to engage in an output deal that helps to boost prices further

Change in OPEC production by country

Quarterly, thousand barrels per day
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United States

Production continues to decline in line with expectations. The
adjustment differs significantly across regions

U.S. crude oil production Total oil production by shale play
Million barrels per day Thousand barrels per day
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United States

However, slight surge in the rig count raises guestions about how long
the decline in production can last

U.S. active rig count and oil prices
450

440
430 m m

420 - = e
410 | Lo
400

390

380 I 1 1 1 1 1 T T T

o o o o o o o o Ko

Q Q Q

AV ,ﬁlx oV

SN
OBaker Hughes Active Rig Count: US (Units)

B Spot Price: West Texas Intermediate 40 Deg ($/Barrel)

Source: Haver Analytics

55

50

45

40

35

30

Crude oil production and oil prices

9100 60
9000 . = 50
- m m u
# ]
8900 40
E |m A
- A
8800 — — A S s —— 30
_ A ==
- A )

8700 20

8600 10

8500 T 0
NS

OUS Weekly Crude Oil Field Production (Thous. Barrels/Day)
AU.S. Weekly Crude Oil Field Production (Thous. Barrels/Day, 4-Week MA)
B Spot Price: West Texas Intermediate 40 Deg ($/Barrel)

13



I BBVA | research
o

Inventories

Moreover, high levels of inventories will prevent prices from

rebounding quickly

U.S. stocks of crude oil excluding SPR

EOP, Million barrels
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Global oil inventories
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Oll price forecasts

Change in our baseline scenario reflects a better outlook in the short-term
but some caution going forward

Crude OIll Price Forecasts*

Brent, $ per barrel, avg.

2015

2016 46.2
2017 55.0
2018 58.2
2019 59.6
2020 59.6

*Forecast may be subject to change.
Source: BBVA Research & Haver Analytics
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Connect with us:

Memail researchusa@bbva.com
m www.bbvacompass.com/compass/research/

Lo @BBVAResearchUSA  https:/itwitter.com/BBVAResearchUSA

& e

Tnu BBVA ResearchUSA

- — http://vimeo.com/bbvaresearchusa

http://bbvaresearchusa.podbean.com/
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