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OPEC+ agree on oil production increase, easing pressure on supplies and prices

OPEC and its allies had reached a deal on 18 July targeted to increase oil production, the meeting noted

that worldwide oil demand showed “clear signs of improvement and OECD stocks falling, as the economic

recovery continued in most parts of the world with the help of accelerating vaccination programmes.”

United Arab Emirates had demanded that increasing its own baseline for crude production, which is the

maximum volume recognized by OPEC as being able to produce. The baseline determines the size of

production cuts and quotas that each country must follow as per the group’s agreed output. Members cut

the same percentage from their baseline, a higher baseline means a lower actual cut and a better

production quota.

The new agreement

OPEC originally coordinated to increase the oil supply starting from July but United Arab Emirates
rejected the coordinated oil production plan. On the 19" July meeting, OPEC+ had made the
compromise on the production plan and agreed to adjust upward their oil production every month
starting from August 2021 and eventually to phase out the current 5.8 million barrels per day (bpd)
of oil production cuts by September 2022.

The UAE’s baseline for oil production will be raised from 3.16 million bpd to 3.5 million bpd, though
short of the 3.8 million it initially requested. In other words, UAE’s production will be increased by
330 thousand bpd.

OPEC+ agreed new output quotas for several members from May 2022, including the UAE, Saudi

Arabia, Russia, Kuwait and Irag. Saudi and Russia will see their baselines rise to 11.5 million bpd each

from the current 11 million. Irag and Kuwait will see their baselines rise by 150 thousand bpd each.
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https://www.wsj.com/articles/opec-reaches-compromise-with-u-a-e-over-oil-production-standoff-11626264218

Looking forward

The International Energy Agency estimates a 1.5 million bpd shortfall in the second half of this year,
indicating a tight market despite OPEC gradually boost supply. By increasing the oil supply by 400
thousand bpd every month starting from Aug 2021, this will add about 2% to the global supply by the end
of the year as OPEC+ accounted for around 40% of the world’s crude oil supply.

Oil prices have been volatile over the last two weeks while OPEC+ remained in a dispute over adding
supplies to the market.
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Challenges

1. However, the agreement followed by an unprecedented gridlock. Countries around the world are
dealing with surges in new cases as the delta variant are high contagious which drove up the infection,
for example in Indonesia, the daily cases have surpassed India and Brazil. While the U.K. reported the
daily cases reached the highest since January. The spread of the delta variant is stoking a risk-off mood
in broader markets and threatening oil demand with fresh mobility restrictions around the world,

which slow down the economic activity and postpone the further rebound in oil demand.

The world's two biggest oil consumers, The United States and China, are grappling with rapidly
spreading outbreaks of the highly contagious Delta variant that analysts fear will limit fuel demand at
a time when it traditionally rises in both countries. Seasonal weakness in economic activity and rising

cases of Delta variant continue to weigh on sentiment.
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International benchmark Brent crude is up 43% YTD, with many market watchers expected oil trading at
$80 a barrel in the second half of 2021.
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2. Another concern for is if OPEC+ can remain solid in terms of sacrificing its own benefits but for the
group’s best interest. The organization is facing the problem that is not able to reach consensus under
difficult circumstances. The dispute with the UAE could be the harbinger of changes that may create
rifts between the different members of the group. Each country wants a higher baseline to protect its
own interest, therefore apart from UAE, other members are also very likely to request increasing their

production baseline.

U.S. oil prices fell for 7.5% on 19 July on mounting concerns that the increasing spread of the Delta variant

in top consuming countries will jeopardize the fuel demand recovery.
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Source: CNBC, Reuters, Bloomberg, Investing.com, forbes.com

Important Note & Disclaimer:

The document is property of AMG FINANCIAL GROUP. All information in this document is strictly for
information purposes only and should not be considered as an invitation, an offer, or solicitation, to invest
or a recommendation to buy or sell any particular security or to adopt any investment strategy mentioned
herein. AMG Financial Group Limited (here after AMG) endeavors to ensure the accuracy and reliability of
the information provided but do not guarantee its accuracy or reliability and accept no liability for any loss
or damage arising from any inaccuracies or omission. Some of the information in this document may
contain projections or other forward looking statements regarding future events or future financial
performance of countries, markets or companies. These statements are only predictions and actual
events or results may differ materially. Any opinion or estimate contained in this document is made on a
general basis and is not to be relied on by the reader as advice. AMG reserves the right to make changes
and corrections to its opinions expressed in this document at any time, without notice to the recipients of
this document. Any unauthorized disclosure, use or dissemination, either whole or partial, of this
document is prohibited and this document is not to be reproduced, copied, and made available to others.
Investment involves risks. The value of any investment and the income from it can rise as well as fall as a
result of different market risks, such as currency and market fluctuations. Past performance figures
shown are not indicative of future performance. The recipients of this document should seek for
professional advice if they are in any doubt about any of the information contained herein. This material

has not been reviewed or approved by the Securities and Futures Commission.

For any comments, please send email to us at enquiries@amgwealth.com.

AMG FINANCIAL GROUP
40/F, 118 Connaught Road West, Hong Kong
Telephone: (852) 3970 9531 Facsimile: (852) 3426 2650
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