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Energy Prices

& U.S. sanctions to Iran, concerns on OPEC spare
capacity and the potential impact of trade wars will
weigh on oil prices through the rest of the year

a U.S. production remains strong, but transportation I
challenges have widened the gap between WTI and Brent

a Solid demand supported by China, India and the U.S.

& Markets and analysts expect the end of the “lower-for-longer” paradigm
supported by solid demand and negative supply shocks

a Elevated uncertainty around long-term equilibrium: lagged effect of
subpar global CAPEX, protectionism, alternative energy sources, EM
convergence, EVs, climate change, efficiency and technology



Is this the end of lower-for-longer?

Crude oil prices July to October 2018
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Although markets remain fairly balanced, the reinstatement of
sanctions to Iran triggered a bullish sentiment

OECD Crude oil inventories Brent and net long positions
3200
. e ieesttttecennnn., 650 90
3000 ®0ec00000 Oo...
85
2800 600
oo.o‘iooooi".. oo 80
2600 eo0oo00o0000000 550
2400 75
500
2200I T T T T T T T T T T T 1
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 70
2018 Average e eee5-yr high ¢ ee 5-yrlow 450
65
400
2200 eccoe .0000000‘........".000.o.o 60
3000 ©00c00000 ®0e0,e,
2800 350 55
2600 ...............--oooooooooo.ooooo..........
300I T T T T T T T T T T T T T 50
2400 ~N N~ N NN 0O 0 O 0 W 0 0 0 0
S 9 9 9 9 9 9 9 9 9 4 9 < <
o g zZ 9 c 9 5 5 > £ 35 D o B
o § 6 2835828332860
2000| T T T T T T T T T T T 1 .
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec —Brent net-long positions (thous., lhs)
2017 Average sseee5yrhigh «eee 5yrilow Brent crude oil prices (rhs)

Source: BBVA Research and Bloomberg



U.S. Oil Prices Outlook 3Q18 /

Disruptions in Iran and Venezuela leave the market more
vulnerable to future supply shocks

OPEC spare production capacity
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Demand supported by China, India and the U.S.

Oil product demand: total world Oil product demand
(Thousand barrels per day, yoy change) (Million barrels per day)
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Going forward, higher prices, stronger dollar and higher
financial volatility may signal slower demand growth

Brent crude oil prices in different Stock market indicators
currencies (Jan-2018 = 100) (2018)
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Short-term risks are tilted to the upside...

OPECH+ is perceived incapable of offsetting the gap
left by Iran and Venezuela

>= Additional negative supply shocks (e.g. Libya, Nigeria)
$8 O /b* Stronger-than-expected global demand
Steeper “backwardation” that encourages speculative
behavior

Takeaway issues prevent U.S. crude to reach global
\ markets

Weaker global outlook after turbulence in emerging
markets (e.g. Turkey, Argentina)

<= Escalation of protectionism

$75/b* Dollar appreciation

President Trump’s pressure on OPEC

*Brent crude prices
Source: BBVA Research



U.S. Oil Prices Outlook 3Q18 /

U.S.: higher prices have boosted activity, but takeaway
ISsues persist

U.S. Crude oil inventories WTI Midland-Cushing differential
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Analysts and futures market’s expectations continue moving
up due to rising uncertainty

Brent Futures Brent prices forecast
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WTI expectations have also changed, but they will still reflect
above-average differentials with Brent in the short-run

WTI Futures WTI prices forecast
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DISCLAIMER

This document was prepared by Banco Bilbao Vizcaya Argentaria’s (BBVA) BBVA Research
U.S. on behalf of itself and its affiliated companies (each BBVA Group Company) for
distribution in the United States and the rest of the world and is provided for information
purposes only. Within the US, BBVA operates primarily through its subsidiary Compass Bank.

The information, opinions, estimates and forecasts contained herein refer to the specific date
and are subject to changes without notice due to market fluctuations. The information,
opinions, estimates and forecasts contained in this document have been gathered or
obtained from public sources, believed to be correct by the Company concerning their
accuracy, completeness, and/or correctness. This document is not an offer to sell or a
solicitation to acquire or dispose of an interest in securities.
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