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Oil price: Look beyond geopolitics




Geopolitical risk, particularly linked to Iran and Venezuela, has taken over world GDP, the US
Dollar and market fundamentals as prime oil price driver
The peak may be behind us when the focus returns to fundamental drivers such as a
softening supply-demand balance
EH puts forward 3 scenarios for the remainder of the year.

PARIS – 19th June Oil price strength in Q2 18 has been driven by geopolitics, in particular heightened
tension in Syria and in the Middle East, and subsequently the US withdrawal from the Iran nuclear
deal.
Hence, the EH model confirms that the market is now being driven by concerns over geopolitically
induced supply shortages that may or may not materialize.

What are the risks of shortfalls in Iran and Venezuela?
A full loss of production from Iran is very unlikely. Compliance levels with sanctions might be lower this
time than previously when there was multi-lateral buy-in.
However, the shortfall from Iran comes at the same time as prospects for further shortfalls resulting
from the Venezuelan economic and political crisis, of around 0.5 million barrel per day.
Altogether, in a realistic scenario, the market could lose about 1mbdp of oil supplies going forward.

Which countries could mitigate these shortfalls?
OPEC could step up production, notably Saudi Arabia where there is available capacity. But Saudi
Arabia is unlikely to act on its own; any increase in production would have to be agreed within Opec
and with Russia.
In parallel, the US government has entered into talks with international oil majors in order to gauge
scope for them to increase production
Finally, the market could also see further production growth from the US, albeit limited in 2018.

What are our scenarios?
Our base case for the remainder of the year stands at USD 72/barrel (bbl). We assume 2018 GDP
growth of 3.3%, and 0.5mbpd supply loss on the assumption that most of the loss from Iran will be
mitigated while Venezuelan production shortfalls will not. Opec has about 2mbpd of spare capacity
and there may be room for marginal growth from US production.
Our bullish scenario reaches USD 80/bbl. This assumes 2% USD appreciation, with 1.5mbpd
production loss from Iran and 0.5mbpd from Venezuela.
Our bear scenario is at USD 67/bbl : we reduce our GDP growth forecast to +3% and assume a 5%
USD appreciation while at the same time assuming full mitigation of all production shortfalls from Iran
and Venezuela, along with a small 0.5mbpd increase from US shale product ion.
For 2019, our central forecast stands at USD 69/bbl, assuming +3.1% in global GDP growth, 2.5%
USD appreciation and 2mbpd oil supply growth. It also includes the strong likelihood of some OPEC
production increases, and US shale production becoming debottlenecked in the second part of 2019.
The full study is available here.
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Euler Hermes is the global leader in trade credit insurance and a recognized specialist in the areas of
bonding, guarantees and collections. With more than 100 years of experience, the company offers
business-to-business (B2B) clients financial services to support cash and trade receivables
management. Its proprietary intelligence network tracks and analyzes daily changes in corporate
solvency among small, medium and multinational companies active in markets representing 92% of
global GDP. Headquartered in Paris, the company is present in 52 countries with 6,050 employees.
Euler Hermes is a subsidiary of Allianz, rated AA by Standard & Poor’s. The company posted a
consolidated turnover of €2.6 billion in 2017 and insured global business transactions for €894 billion
in exposure at the end of 2017.
Further information: www.eulerhermes.com, LinkedIn or Twitter @eulerhermes.
Cautionary note regarding forward-looking statements: The statements contained herein may include prospects, statements of
future expectations and other forward-looking statements that are based on management's current views and assumptions and
involve known and unknown risks and uncertainties. Actual results, performance or events may differ materially from those
expressed or implied in such forward-looking statements. Such deviations may arise due to, without limitation, (i) changes of the
general economic conditions and competitive situation, particularly in the Allianz Group's core business and core markets, (ii)
performance of financial markets (particularly market volatility, liquidity and credit events), (iii) frequency and severity of insured
loss events, including from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and
trends, (v) persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii)
currency exchange rates including the euro/US-dollar exchange rate, (ix) changes in laws and regulations, including tax
regulations, (x) the impact of acquisitions, including related integration issues, and reorganization measures, and (xi) gene ral
competitive factors, in each case on a local, regional, national and/or global basis. Many of these factors may be more likely to
occur, or more pronounced, as a result of terrorist activities and their consequences.

