
Commodities 
15 January 2019 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

  

 Oil price outlook for 2019 

 We are revising our forecast for average Brent prices lower to USD 65/b 

(compared with USD 73/b previously). WTI prices expected to record an average 

of USD 57/b (compared with USD 66/b previously).  

 Demand growth is set to slow in 2019 and remain below its long-run averages. In 

major consumers oil demand is set for considerably slower pace of growth. 

 The US-China trade war hangs over oil and commodity demand generally with 

the scale of downside in a no-deal outcome more severe than any possible relief 

if an agreement can be reached. 

 Persistent, and rapid, non-OPEC supply growth will offset OPEC efforts to 

balance markets. The US will remain the major contributor to supply growth in 

2019, even if at a slower pace. 

 OPEC forced into cutting production but scale of cuts as announced won’t be 

enough on their own to push market into deficit. On a historic basis, the new target 

levels still represent near record levels of production for several large OPEC 

members. 

 Inventories will continue to build in 2019 and will account for more than 61 days 

of OECD demand compared with less than 60 estimated for 2018. 

 Prices will be characterized by elevated volatility, particularly as major policy 

issues (US-China trade dispute, Brexit, Fed rates trajectory) remain uncertain. 

 Brent/WTI spread to remain wide until H2 2019 when new pipelines will help to 

improve takeaway capacity from major producing regions. 

Emirates NBD Research oil price assumptions 

 
Source: Eikon, Emirates NBD Research.  

 

 

 Jan 2019 Apr 2019 Jul 2019 Oct 2019 2019  % y/y 

Brent 61.00 67.50 67.50 63.00 64.75 (9.5) 

WTI 50.00 57.50 60.00 60.00 56.88 (12.2) 

Spread (11.00) (10.00) (7.50) (3.00) (7.88) n/a 

Source: Emirates NBD Research. Note: quarterly average USD/b. 
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Demand conditions set to underperform in 2019 
 

Oil demand growth is projected to underperform its long-term trend 

in 2019, expanding by 1.41m b/d compared with a five-year average 

of 1.53m b/d (IEA projections). While demand growth will be positive 

in most markets this year it will be at a slower pace in critical 

markets. The US, representing more than 20% of global oil 

consumption, will see demand growth slow to around 200k b/d 

compared with closer to 500k b/d estimated for 2018. Consumption 

in China, which accounts for 13.5% of global oil demand, will remain 

positive but also a slower pace than in 2018. Where an acceleration 

is expected, the impact on global oil markets is relatively muted. 

Saudi Arabia, Canada, South Korea, Mexico and Iran will all report 

faster demand growth (or slower declines) but collectively they still 

represent less than China’s total share of demand.  

Oil demand in 2019 

 
Source: IEA, Emirates NBD Research. 

 

On oil fundamentals alone there is some scope to be optimistic on 

demand. Several new ethane crackers (petrochemical plants) are 

set to open in the US this year that will contribute to faster year on 

year demand growth for light products while the effect of IMO 2020 

on diesel/gasoil production looks positive as refineries run harder to 

replace high sulfur fuel oil with cleaner burning maritime fuels.  

 

For now, though, refineries face challenging conditions as cracks 

remain at soft levels. Singapore cracks across the barrel have been 

weakening as higher input costs grind against a weaker outlook for 

regional fuel pricing. Gasoline margins running Dubai-linked crudes 

are close to their lowest levels in the last 12 months while 

diesel/gasoil cracks have lost much of the strength they saw at the 

start of Q4 2018 when the market seemingly refocused its attention 

on the pending changes to maritime fuel specifications.  

 

Singapore inventories have recovered back to their five-year 

average level and in the light end of the barrel are considerably 

higher. In the Asian economies that report to JODI gasoline 

consumption was running as a softer pace y/y as of September 2018 

and there were few signs that it would turnaround. The pace of 

decline in diesel demand was even starker as of September (-3.63% 

compared with 2017 average). 

 

 

Singapore refining margins 

 
Source: EIKON, Emirates NBD Research. 

 

Broad slowdown in EMs will weigh on commodity 
demand 
 

Slowing growth, higher financing costs and a volatile external 

environment will all drag on commodity demand in 2019. Data from 

both developed and emerging markets displayed a steady decline 

in activity over 2018 and manufacturing PMIs for emerging markets 

ended the year just above neutral. Visibly, after several years of 

strong growth vehicle sales in China were on track to record a 

second year of decline, down more than 30% y/y in November 

alone.  

 

Casting a shadow over demand for oil, and commodities more 

generally, is the US-China trade dispute. Without a deal, the US will 

raise tariffs on USD 200bn of Chinese imports to 25% and impose 

tariffs on another USD 267bn from the start of March. Both countries 

have an interest in a positive resolution to talks but the risk of 

miscalculation is high, particularly in light of the personalities 

involved. US president Donald Trump will need to resist the urge to 

portray achieving a deal as a ‘win’ over China to prevent a return to 

retaliatory tariffs.  

EM economies start 2019 on soft footing 

 
Source: EIKON, Emirates NBD Research. 

 

Measuring the impact of protracted US-China trade war on oil prices 

is admittedly a woolly endeavor but it will have undoubtedly been a 
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major part of the more than 40% drop from Brent’s 2018 peak of 

USD 86.29/b to USD 50.47/b. So long as the trade dispute remains 

unresolved it will act as a weight on prices. But a positive resolution 

on trade only gets markets back to focusing on the decelerating 

trend of global growth: both the IMF and World Bank have lowered 

their growth projections for 2019 based on factors beyond the US-

China trade war. The upside quantum of a trade deal is 

consequently more muted in our view than the scale of decline if 

negotiations fail.  

 

Supply remains battle between OPEC and non-OPEC 
 

Oil supply in 2019 will again be a battle for influence between OPEC 

efforts to get prices close to fiscal breakeven levels and rapid, 

flexible growth from alternative producers, notably in the US. Non-

OPEC supply growth will ease to 1.49m b/d in 2019 from almost 

2.5m b/d recorded last year but is still well above its long-run 

average (we are excluding Qatar which has left OPEC from the 

calculation for now to ensure a consistent base for comparison).  

 

Most of the non-OPEC supply growth will again be concentrated in 

the United States. Shale oil producers continue to surprise on the 

upside in terms of supply and the EIA has steadily revised its outlook 

for growth in 2019 higher. Even as prices plummeted in December 

oil and gas companies in Texas, which has provided bulk of US 

supply growth, remained aggressive in their capital plans for 2019. 

Nearly half of companies surveyed by the Dallas Fed planned to 

focus on increasing production, even as WTI prices grind against 

breakeven costs. Most of the firms surveyed by the Dallas Fed were 

basing their capital spending plans on WTI prices around USD 50-

55/b, not far off levels in early January. 

Dallas Fed Energy Survey 

 
Source: Dallas Fed, Emirates NBD Research. 

 

As we have outlined in the past, logistics constraints to getting crude 

out from producing regions to export terminals remains a challenge 

for the US oil industry to surmount this year. So far it has not 

prevented supply from growing but has meant that physical prices 

at the wellhead remain discounted and inventories have become a 

‘buyer of last resort’ for producers. This trend will remain intact for 

at least H1 2019 after which some pipeline relief will come online. 

These exact same dynamics have contributed to the unprecedented 

steps taken in the Canadian province of Alberta where the 

government has enforced a production cut to try and run down 

inventories and narrow the discount for domestic crude prices.  

 

The drilling rig count in the US has levelled off around 875 active oil-

focused rigs since around May 2018, around half its peak level in 

Q4 2014. However, the number of drilled uncompleted wells has 

broken to over 6,000 and drilling productivity has continued to creep 

upwards. The short-cycle and capital flexibility of producers in US 

shale basins will allow them to take advantage of much shorter 

moves in crude pricing and curve structures; even as average WTI 

prices fell the EIA continued to revise higher its production growth 

forecasts.  

EIA growth projections 

 
Source: EIA, EIKON, Emirates NBD Research. 

 

OPEC forced into cutting supply 
 

With an unremitting supply picture beyond their control, OPEC 

countries have started 2019 with another round of production cuts. 

Some producers got an early start to the cuts with market surveys 

of production showing that already in December collective OPEC 

production fell by 630k b/d. In order to achieve the targeted cut from 

October 2018 levels OPEC production should decline another 800k 

b/d from the obligated members (Libya, Venezuela and Iran are 

exempt from the cuts). 

 

OPEC ministers, particularly from Saudi Arabia and other large 

producers, have stressed that they are prepared to do ‘whatever it 

takes’ to restore oil market balances to neutral. We interpret this as 

a pledge to cut production even further than the semi-official target 

of 3% cuts from October 2018 levels. OPEC producers will then 

return to ‘over delivery’ on production targets despite this having a 

mixed result when they tried it in 2017-18. Limiting volumes to such 

a degree should help to stabilize oil prices; Brent prices appear to 

have found a floor around USD 50/b as the year has begun. But 

even with compliance to the cuts in H1 coming in close to the same 

degree of compliance seen in 2017 and the first half of 2018, oil 

market balances will still keep accruing inventories.  

 

Our expectation is that both Saudi Arabia and the UAE cut more 

than the apparent 3% target and will start 2019 with output 4.6% and 

5.3% lower than October levels respectively. There will be an 

immediate near term hit on economic performance but prices still 
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remain far below fiscal breakevens in both countries (USD 82.7/b 

for Saudi Arabia and USD 68.8/b for the UAE). We doubt that Iraq 

will participate in cutting production and that few other OPEC 

members will slash output as aggressively. Commitment to this 

round of cuts appears far less assured than the 2016 Declaration of 

Cooperation between OPEC countries and partners like Russia, 

risking that OPEC+ diplomacy will be far more fractious this year 

(note Qatar’s decision to leave the club with effect from January 

2019).  

 
Production cuts need to be seen in context 
 

Production from OPEC will end up lower on average in 2019 but 

most of the decrease will be from declining Iranian and Venezuelan 

production, rather than countries that have committed to cutting 

output. In Saudi Arabia, Iraq, the UAE and Kuwait output targets 

(assuming the new lower targets are held) still represents levels well 

above historic averages and close to 2016 record average output.  

OPEC production growth y/y 

 
Source: IEA, Emirates NBD Research. 

 

Cutting production runs another risk for OPEC countries: Trump’s 

Twitter finger. The US president has repeatedly lambasted OPEC 

for limiting production that led to prices rallying to well over USD 

80/b in Brent futures. A level between USD 70-80/b in Brent markets 

appears to be the range where oil prices come to the fore of the 

president’s mind and spark a reaction. US influence over OPEC 

production goals is limited but politicians are evaluating a so-called 

‘NOPEC’ bill that would remove sovereign immunity of OPEC 

nations to US anti-trust laws. So far president Trump hasn’t stepped 

in to quash the bill as previous presidents have done and we don’t 

expect he will let up pressure on OPEC this year.  

 

President Trump has been an unreliable ally of OPEC countries in 

another sense. Part of the reason Saudi Arabia, the UAE, Iraq and 

others raised production from May onward was to compensate for 

the impending drop in supplies from Iran as US sanctions on the 

country tightened. By granting importers of Iranian crude waivers for 

six months from November the US administration helped to remove 

one of the sources of anxiety over supply heading into this year. The 

waivers will expire in Q2 2019 just as the year/year decline in Iranian 

volumes accelerates. Other OPEC members will need to resist the 

urge to swamp markets with additional output in order to take 

advantage of the decline in Iranian volumes. Our forecasts, 

however, assume that production will increase in H2 and that gains 

in Saudi Arabia and the UAE among others will offset the declines 

in Iran.  

 

Stockpiles will keep growing 
 

Taken together, these supply and demand factors result in a market 

balance still in surplus for 2019, moving from around 500k b /d in Q1 

to flat over the middle quarters the year before widening again in the 

final quarter. Measured against OECD consumption, stocks will 

average out at around 61 days of demand, compared with 59.7 in 

2018.  

Inventories on track to grow again 

 
Source: IEA, Emirates NBD Research 

 

We are revising our forecast for oil prices this year as fundamentals 

and sentiment have shifted considerably since we last laid out our 

forecast (September 2018). We now expect Brent futures to record 

an average of around USD 65/b in 2019, moving from USD 61/b in 

Q1 to USD 67.50/b over the middle months of the year before 

slipping again in Q4. We expect WTI prices to record an average of 

around USD 57/b, characterized by a wide Brent/WTI spread in H1 

as pipeline shortfalls dislocate US pricing from global moves. We 

stress that markets should be prepared to endure substantial 

volatility in 2019 with considerable swings above and below our 

forecast. We wouldn’t rule out Brent moving back below USD 50/b 

or touching USD 80/b.  
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Disclaimer 

PLEASE READ THE FOLLOWING TERMS AND CONDITIONS OF ACCESS FOR THE PUBLICATION BEFORE THE USE THEREOF. By continuing to access and use the 

publication, you signify you accept these terms and conditions. Emirates NBD reserves the right to amend, remove, or add to the publication and Disclaimer at any time. Such 

modifications shall be effective immediately. Accordingly, please continue to review this Disclaimer whenever accessing, or using the publication. Your access of, and use of the 

publication, after modifications to the Disclaimer will constitute your acceptance of the terms and conditions of use of the publication, as modified. If, at any time, you do not wish to 

accept the content of this Disclaimer, you may not access, or use the publication. Any terms and conditions proposed by you which are in addition to or which conflict with this 

Disclaimer are expressly rejected by Emirates NBD and shall be of no force or effect. Information contained herein is believed by Emirates NBD to be accurate and true but Emirates 

NBD expresses no representation or warranty of such accuracy and accepts no responsibility whatsoever for any loss or damage caused by any act or omission taken as a result 

of the information contained in the publication. The publication is provided for informational uses only and is not intended for trading purposes. Charts, graphs and related 

data/information provided herein are intended to serve for illustrative purposes. The data/information contained in the publication is not designed to initiate or conclude any 

transaction. In addition, the data/information contained in the publication is prepared as of a particular date and time and will not reflect subsequent changes in the market or changes 

in any other factors relevant to their determination. The publication may include data/information taken from stock exchanges and other sources from around the world and Emirates 

NBD does not guarantee the sequence, accuracy, completeness, or timeliness of information contained in the publication provided thereto by or obtained from unaffiliated third 

parties. Moreover, the provision of certain data/information in the publication may be subject to the terms and conditions of other agreements to which Emirates NBD is a party.  

 

None of the content in the publication constitutes a solicitation, offer or recommendation by Emirates NBD to buy or sell any security, or represents the provision by Emirates NBD 

of investment advice or services regarding the profitability or suitability of any security or investment. Moreover, the content of the publication should not be considered legal, tax, 

accounting advice. The publication is not intended for use by, or distribution to, any person or entity in any jurisdiction or country where such use or distribution would be contrary 

to law or regulation. Accordingly, anything to the contrary herein set forth notwithstanding, Emirates NBD, its suppliers, agents, directors, officers, employees, representatives, 

successors, assigns, affiliates or subsidiaries shall not, directly or indirectly, be liable, in any way, to you or any other person for any: (a) inaccuracies or errors in or omissions from 

the publication including, but not limited to, quotes and financial data; (b) loss or damage arising from the use of the publication, including, but not limited to any investment decision 

occasioned thereby. (c) UNDER NO CIRCUMSTANCES, INCLUDING BUT NOT LIMITED TO NEGLIGENCE, SHALL EMIRATES NBD, ITS SUPPLIERS, AGENTS, DIRECTORS, 

OFFICERS, EMPLOYEES, REPRESENTATIVES, SUCCESSORS, ASSIGNS, AFFILIATES OR SUBSIDIARIES BE LIABLE TO YOU FOR DIRECT, INDIRECT, INCIDENTAL, 

CONSEQUENTIAL, SPECIAL, PUNITIVE, OR EXEMPLARY DAMAGES EVEN IF EMIRATES NBD HAS BEEN ADVISED SPECIFICALLY OF THE POSSIBILITY OF SUCH 

DAMAGES, ARISING FROM THE USE OF THE PUBLICATION, INCLUDING BUT NOT LIMITED TO, LOSS OF REVENUE, OPPORTUNITY, OR ANTICIPATED PROFITS OR 

LOST BUSINESS. The information contained in the publication does not purport to contain all matters relevant to any particular investment or financial instrument and all statements 

as to future matters are not guaranteed to be accurate. Anyone proposing to rely on or use the information contained in the publication should independently verify and check the 

accuracy, completeness, reliability and suitability of the information and should obtain independent and specific advice from appropriate professionals or experts regarding 

information contained in the publication. Further, references to any financial instrument or investment product is not intended to imply that an actual trading market exists for such 

instrument or product. In publishing this document Emirates NBD is not acting in the capacity of a fiduciary or financial advisor.  

 

Emirates NBD and its group entities (together and separately, "Emirates NBD") does and may at any time solicit or provide commercial banking, investment banking, credit, advisory 

or other services to the companies covered in its reports. As a result, recipients of this report should be aware that any or all of the foregoing services may at times give rise to a 

conflict of interest that could affect the objectivity of this report.  

 

The securities covered by this report may not be suitable for all types of investors. The report does not take into account the investment objectives, financial situations and specific 

needs of recipients.  

 

Data included in the publication may rely on models that do not reflect or take into account all potentially significant factors such as market risk, liquidity risk and credit risk. Emirates 

NBD may use different models, make valuation adjustments, or use different methodologies when determining prices at which Emirates NBD is willing to trade financial instruments 

and/or when valuing its own inventory positions for its books and records. In receiving the publication, you acknowledge and agree that there are risks associated with investment 

activities. Moreover, you acknowledge in receiving the publication that the responsibility to obtain and carefully read and understand the content of documents relating to any 

investment activity described in the publication and to seek separate, independent financial advice if required to assess whether a particular investment activity described herein is 

suitable, lies exclusively with you. You acknowledge and agree that past investment performance is not indicative of the future performance results of any investment and that the 

information contained herein is not to be used as an indication for the future performance of any investment activity. You acknowledge that the publication has been developed, 

compiled, prepared, revised, selected, and arranged by Emirates NBD and others (including certain other information sources) through the application of methods and standards of 

judgment developed and applied through the expenditure of substantial time, effort, and money and constitutes valuable intellectual property of Emirates NBD and such others. All 

present and future rights in and to trade secrets, patents, copyrights, trademarks, service marks, know-how, and other proprietary rights of any type under the laws of any 

governmental authority, domestic or foreign, shall, as between you and Emirates NBD, at all times be and remain the sole and exclusive property of Emirates NBD and/or other 

lawful parties. Except as specifically permitted in writing, you acknowledge and agree that you may not copy or make any use of the content of the publication or any portion thereof. 

Except as specifically permitted in writing, you shall not use the intellectual property rights connected with the publication, or the names of any individual participant in, or contributor 

to, the content of the publication, or any variations or derivatives thereof, for any purpose.  

 

YOU AGREE TO USE THE PUBLICATION SOLELY FOR YOUR OWN NONCOMMERCIAL USE AND BENEFIT, AND NOT FOR RESALE OR OTHER TRANSFER OR 

DISPOSITION TO, OR USE BY OR FOR THE BENEFIT OF, ANY OTHER PERSON OR ENTITY. YOU AGREE NOT TO USE, TRANSFER, DISTRIBUTE, OR DISPOSE OF ANY 

DATA/INFORMATION CONTAINED IN THE PUBLICATION IN ANY MANNER THAT COULD COMPETE WITH THE BUSINESS INTERESTS OF EMIRATES NBD. YOU MAY 

NOT COPY, REPRODUCE, PUBLISH, DISPLAY, MODIFY, OR CREATE DERIVATIVE WORKS FROM ANY DATA/INFORMATION CONTAINED IN THE PUBLICATION. YOU 

MAY NOT OFFER ANY PART OF THE PUBLICATION FOR SALE OR DISTRIBUTE IT OVER ANY MEDIUM WITHOUT THE PRIOR WRITTEN CONSENT OF EMIRATES NBD. 

THE DATA/INFORMATION CONTAINED IN THE PUBLICATION MAY NOT BE USED TO CONSTRUCT A DATABASE OF ANY KIND. YOU MAY NOT USE THE 

DATA/INFORMATION IN THE PUBLICATION IN ANY WAY TO IMPROVE THE QUALITY OF ANY DATA SOLD OR CONTRIBUTED TO BY YOU TO ANY THIRD PARTY. 

FURTHERMORE, YOU MAY NOT USE ANY OF THE TRADEMARKS, TRADE NAMES, SERVICE MARKS, COPYRIGHTS, OR LOGOS OF EMIRATES NBD OR ITS 

SUBSIDIARIES IN ANY MANNER WHICH CREATES THE IMPRESSION THAT SUCH ITEMS BELONG TO OR ARE ASSOCIATED WITH YOU OR, EXCEPT AS OTHERWISE 

PROVIDED WITH EMIRATES NBD’S PRIOR WRITTEN CONSENT, AND YOU ACKNOWLEDGE THAT YOU HAVE NO OWNERSHIP RIGHTS IN AND TO ANY OF SUCH ITEMS. 

MOREOVER YOU AGREE THAT YOUR USE OF THE PUBLICATION IS AT YOUR SOLE RISK AND ACKNOWLEDGE THAT THE PUBLICATION AND ANYTHING CONTAINED 

HEREIN, IS PROVIDED "AS IS" AND "AS AVAILABLE," AND THAT EMIRATES NBD MAKES NO WARRANTY OF ANY KIND, EXPRESS OR IMPLIED, AS TO THE 

PUBLICATION, INCLUDING, BUT NOT LIMITED TO, MERCHANTABILITY, NON-INFRINGEMENT, TITLE, OR FITNESS FOR A PARTICULAR PURPOSE OR USE. You agree, 

at your own expense, to indemnify, defend and hold harmless Emirates NBD, its Suppliers, agents, directors, officers, employees, representatives, successors, and assigns from 

and against any and all claims, damages, liabilities, costs, and expenses, including reasonable attorneys’ and experts’ fees, arising out of or in connection with the publication, 

including, but not limited to: (i) your use of the data contained in the publication or someone using such data on your behalf; (ii) any deletions, additions, insertions or alterations to, 

or any unauthorized use of, the data contained in the publication or (iii) any misrepresentation or breach of an acknowledgement or agreement made as a result of your receiving 

the publication.  
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