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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
* High-cost production continues to adjust

* Further bankruptcies and declining investment
« Sustained demand growth, particularly in emerging markets
« Competition for market share continues

Major surprises
* Limited impact from Brexit vote

« Bearish markets due to high inventories of refined products
* Renewed expectations of a potential OPEC output deal

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

» Oversupply conditions remain

* OPEC production deal most likely to fail

» Inventories are still at historically high levels, limiting rapid price increases
« A sustained price rebound could halt further cuts in U.S. production
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Summary (June-August)

Supply: Non-OPEC
Declining output from
high-cost producers.
U.S. rig count increases
for eight consecutive
weeks

A

v

Supply: OPEC
Expectations of output
deal in September.
Saudi Arabia producing
at record highs. Iraq and
Iran expected to
continue expanding
production.

55

Balance

Oversupply persists, averaging

1.2 M. bbl/d in 1H16

Crude QOil Prices ($/bbl)

Demand: Non-OECD
Doubts about China’s
demand increase.
Inventory accumulation
soon to be over
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Financial Markets
Limited impact from
Brexit. Supporting dollar

Demand: OECD
Sustained demand of
petroleum products. High
inventory levels of both
crude and refined
products
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1 ol prices in 2016

Momentum interrupted by renewed concerns on oversupply

U.S. retail gasoline prices
Crude oil prices $/gallon
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Short-term volatility

Downward bias from recent events

Brexit U.S. dollar rallies in Brexit aftermath l
Hedge funds short Hedge funds boost short positions in NYMEX
pOSitiOI’lS WTI by nearly 88 million barrels in 7 weeks 1
|_|bya Supp|y disruption Oil production continued downward trend in
uly, but deal to pay local guards in order to
deal July, but deal t local d dert l
end blockade and resume exports is signed
|raq: investment deal !\Iew deal with Qil majors to restart investment
: .. in 2H16; new oil minister seeks for end to
and new oll minister Kurdish dispute in order to boost output
Pipeline attacks in Militants have announced a conditional cease
Nigeria fire. Nigeria’s production is at 20-year lows.
_ _ Energy minister signaled openness to market
Mixed signals from stabilization at Sept. OPEC and non-OPEC —
Saudi Arabia informal meeting; reports of record-high August

production at 10.8-10.9 million bbl/d
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Short-term volatility

Late recovery driven by expectations of production deal

Brent spot price

$ per barrel
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Financial markets

Oil prices and U.S. dollar

« The impact of Brexit was short-lived,

with markets rapidly turning their

attention to fundamentals.
» Recent upside also supported by a
weaker dollar.

Oil prices and stock market
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Futures

Crude futures rise on hopes of a production freeze from OPEC,;
however, markets still discount low prices
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Demand

Demand growth continues to be supported by emerging markets and the U.S.

Oil product demand
Million bbl/d
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Demand

Uncertainty arising from China and the
impact of the rebalancing on global
crude oil demand

Rapid inventory accumulation may
come to an end soon

China: automobile sales
NSA, Units
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China: oil product demand and industrial production
YoY % change
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Inventories

High levels of inventories prevent prices from rebounding quickly

U.S. stocks of crude oil excluding SPR
EOP, Million barrels
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Global oil inventories
EOP, Million barrels
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Inventories

New concerns on high stocks of refined
products and the impact on refineries’
demand of crude oill

U.S. stocks of motor gasoline
SA, EOP, Thousand Barrels
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Supply

Despite low prices, Irag and Iran have consistently added to OPEC
production. Libya, Nigeria and Venezuela continue to struggle

OPEC: change in crude oil production by country
Million barrels per day
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I
Supply

A less elastic supply makes a production agreement less likely

OPEC: crude oil production
Thousand barrels per day
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Source: Haver Analytics

Iranian production is rapidly reaching
pre-sanction levels, suggesting that the
country could eventually join
negotiations to freeze production

In the meantime, Saudi Arabia
continues to produce at record highs in
order to expand its market share

The probability of an output deal next
month is low as Iran has not confirmed
its participation

15
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Supply

The U.S. accounts for most of the downward adjustment outside OPEC

Non-OPEC: oil supply and Brent Wellhead crude oil production
Million barrels per day 12-month change & $/bbl Change, May-2015 to July-2016, thous. barrels per day
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Supply

U.S. production adjustment differs across regions

U.S. crude oil production

Million barrels per day
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Supply

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

U.S. active rig count and oil prices Crude oil production and oil prices
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Oll price forecasts

Gradual increase after 2016 with risks tilted to the downside

Crude oil price forecasts*
Brent, $ per barrel, avg.

Crude oil price forecasts*
Brent, $ per barrel, avg.

BBVA Oil Price - 70
Model (August B?:lfsﬂecl:ﬁle
15, 2016) 65
60
2015 52.85 52.85 52.85
55
2016 44.04 43.42 41.32 50
45
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40
2018 59.42 58.23 55.42 35
e Actual
30 == «» BBVA Oil Price Model (August 15, 2016)
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*Forecast may be subject to change. 19
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Connect with us:

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

Lo @BBVAResearchUSA  https:/itwitter.com/BBVAResearchUSA
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Tnu BBVA ResearchUSA

- — http://vimeo.com/bbvaresearchusa

http://bbvaresearchusa.podbean.com/
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