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It has become common to see spikes in oil prices. Since October the price of Brent crude has fallen by 30% to
around US$59 per barrel, its lowest level since October last year. This fall contrasts with the rise that the market
was expecting in the third quarter. Now however, oil prices seem to be heading towards levels which, while
benefiting consumers, make achieving developed countries’ inflation targets seem ever more distant and
jeopardise the stability of oil-producing regions and companies around the world.

One of the reasons behind this shift in trend is the unexpected change made by the Trump administration to the
way the sanctions against Iran are applied. With exemptions allowing eight countries to continue to import Iranian
oil - including the two biggest buyers, China and India - the likelihood of the sanctions leading to a chronic balance
of payments deficit has diminished significantly. The measure surprised countries that had already positioned
themselves for what they believed would be a strict application of the sanctions. This is added to the effect of
increased production by OPEC members, mainly concentrated in Saudi Arabia and Iraq, as well as by non-OPEC
members, particularly Russia and the United States.

Apart from this, things are not looking good on the demand side. World economic growth is showing signs of
slowing. Trade tensions between China and the United States have increased. The strength of the dollar has made
oil more expensive for importing countries, particularly those whose currencies have seen significant depreciation,
such as Turkey and India.

At its next plenary meeting, OPEC, in coordination with Russia and other partners, is very likely to cut supply by
between 1 and 1.5 million barrels a day and so rein in the fall in prices. Nonetheless, in view of the prospect of
continually increasing US production and less dynamic demand, the likelihood of a new price escalation is
significantly reduced. To all this we should add the ever more explicit pressure that president Trump has brought to
bear on OPEC to hold prices “low.” However, what the president sees as a sort of “tax cut” for households, is
at the same time a burden for producers in Texas and other parts of the country.

For the foregoing reasons, a scenario in which prices fluctuate between 60 and 70 dollars a barrel seems to us
more viable in the short and medium term, without ruling out a downward bias.
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DISCLAIMER

This document has been prepared by BBVA Research Department. It is provided for information purposes only and
expresses data, opinions and estimates at the date of issue of the report, prepared by BBVA or obtained from or
based on sources we consider to be reliable, but not independently verified by BBVA. Therefore, BBVA offers no
warranty, either express or implicit, regarding their accuracy, completeness or correctness.

Estimates this document may contain have been made in accordance with generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, whether positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the
economic context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of
such changes.

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

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into
any interest in financial assets or instruments. Nor shall this document or its contents form the basis of any
contract, commitment or decision of any kind.

With regard to investment in financial assets related to economic variables this document may cover, readers
should be aware that in no circumstances should they base their investment decisions on the information contained
in this document. Persons or entities offering investment products to these potential investors are legally required
to provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. Its reproduction, transformation, distribution,
public communication, provision, extraction, reuse, forwarding or use of any nature by any means or process is
forbidden, except in cases where it is legally permitted or expressly authorised by BBVA.
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