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With the United States having abandoned the nuclear agreement with Iran, oil prices have rebounded amid
expectations of a tightening supply. Paradoxically, the higher prices caused concern in the OPEC and amongst its
partners. Whilst it is true that higher crude oil prices would lead to a windfall, it would also damage demand from
their buyers, including India, China and the United States.

Consequently, on 22 June OPEC countries (led by Saudi Arabia) and their partners (led by Russia) agreed to raise
crude production by 1 million barrels per day for the rest of the year, signalling a de facto termination of the pact to
cut back on production that they signed at the end of 2016. The markets received the news with scepticism and, in
defiance of expectations, oil prices have continued to rise. What explains this contradiction?

The answer lies in the markets’ perception of the OPEC’s — and especially Saudi Arabia’s — ability to raise its
production when faced with an unexpected fall in global supply in a context of sustained economic growth.

The OPEC'’s idle production is estimated at around 3 million barrels per day, 1.5 to 2 million of which are
concentrated in Saudi Arabia. For the moment it seems that Saudi Arabia does have sufficient additional
production leeway to compensate for a dip in Iranian exports and Venezuelan production. The risk is that, with
production thus increased, the country may end up with a very tight margin for dealing with future circumstances.
That is why the markets have reacted nervously to events such as the oil worker strike in Norway and the
interruption in the flow of exports from Libya.

The situation is even more complex when one considers that, given the political cost of a sustained rise in petrol
prices, the administration of President Trump has not hesitated to pressure Saudi Arabia into raising its production
above the agreed quota whilst also pressuring other countries to completely end their purchases of Iranian oil.

Nevertheless, in a market as dynamic as the oil market it is always possible that the OPEC may not have to raise
its production any further. That could happen if, for example, the trade war between the United States and China or
the restoration of production in Libya shifted expectations towards lower oil prices.

In any case, the success of the OPEC's strategy is hanging by a thread... or, perhaps, a tweet.
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This document, prepared by the BBVA Research Department, is informative in nature and contains data, opinions

or estimates as at the date of its publication. These derive from the department’'s own research or are based on

sources believed to be reliable, and have not been independently verified by BBVA. BBVA therefore makes no
guarantee, either express or implied, as to the document's accuracy, completeness or correctness.

Any estimates contained in this document have been made in accordance with generally accepted methods and
are to be taken as such, i.e. as forecasts or projections. Historical trends in economic variables (positive or
negative) are no guarantee that they will move in the same way in the future.

The contents of this document are subject to change without prior notice, depending on (for example) the economic
context or market fluctuations. BBVA does not give any undertaking to update any of the content or communicate
such changes.

BBVA assumes no liability for any loss, direct or indirect, that may result from the use of this document or its
contents.

Neither this document nor its contents constitute an offer, invitation or solicitation to acquire, disinvest or obtain any
interest in assets or financial instruments, nor can they form the basis of any contract, undertaking or decision of
any kind.

In particular as regards investment in financial assets that could be related to the economic variables referred to in
this document, readers should note that in no case should investment decisions be made based on the contents of
this document; and that any persons or entities who may potentially offer them investment products are legally
obliged to provide all the information they need to take such decisions.

The contents of this document are protected by intellectual property law. The reproduction, processing, distribution,
public dissemination, making available, taking of excerpts, reuse, forwarding or use of the document in any way
and by any means or process is expressly prohibited, except where this is legally permitted or expressly authorised
by BBVA.
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