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The eyes of the international business world are currently fixed on Vienna. At the OPEC headquarters in downtown Vienna, the oil cartel’s member states and its allies are currently haggling
over production volumes, and thus the further development of oil prices, via video conference. According to OPEC sources, the first informal negotiations over the weekend have been
fruitless.

At their meeting on Monday, the OPEC members themselves agreed on the need to extend their production restrictions for a further three months from January. This was announced by
Algerian Minister of Energy Abdelmadjid Attar, who currently holds the rotating OPEC presidency. However, the most difficult part still lies ahead: on Tuesday, the OPEC members still have
to get their allies from the extended circle of the so-called OPEC+ on their side in further negotiations.

After the official OPEC meeting on Monday, negotiations with the OPEC+ are due to start on Tuesday, with the principal question being whether informal OPEC leader Saudi Arabia, with its
desire to maintain the current production restrictions, will prevail against the wishes of other important OPEC+ producing countries such as Russia.

The current production restrictions were decided in response to the corona pandemic and the resulting plummeting demand for crude oil. The barrel price for Brent Crude, the European
reference oil, had dropped from USD 70 a barrel in April to less than USD 20. US WTI oil even fell to levels around USD 10 per barrel.

In April, OPEC and its partners had agreed to cut production by 9.7 million barrels (à 159 litres) per day to counter the fall in oil prices due to the pandemic. This quantity of oil corresponded
to about 10 per cent of the global oil supply. In August, some of the production cuts expired, and as a result, production only had to be cut by 7.7 million barrels.

In autumn, OPEC had lowered its forecast for oil demand in 2021 to 96.3 million barrels per day in view of the surprisingly strong global second corona wave. As the background for the
revised forecast OPEC cited its forecasts for global economic growth, which had also been revised downwards, in its monthly report. Consequently, the markets initially expected production
cuts to be maintained at the upcoming OPEC meeting.

Oil prices also suffered from the expected resumption of Libyan oil production. The blockade of key oil fields and export ports in Libya by General Khalifa Haftar’s troops had brought oil
production in the crisis-ridden country to a temporary halt this year. In September, however, Haftar had announced an end to the blockade.

Hopes for a vaccine fuel demands for increased funding

However, with the recent progress in potential vaccine candidates awaiting approval, hopes for a recovery in oil demand have increased. As a result, Brent oil prices recently rose to levels
close to USD 50 per barrel. However, this also increased the desire of several oil-producing countries to increase production somewhat again.

According to OPEC insiders, Saudi Arabia and other important OPEC countries want to extend existing agreements and production cuts by three to four months. Saudi Arabia fears an
oversupply and thus setbacks in the reduction of stock levels.

However, some of OPEC+’s allies are pushing for production increases. Russia, for one, is expected to advocate a gradual increase in production come January. The country is
economically highly dependent on its oil exports and has therefore suffered particularly from the pandemic. According to some circles, Kazakhstan is also opposed to maintaining the existing
production limits.

In any case, the further direction oil prices will take now depends on the outcome of the OPEC negotiations. According to Russia, the disagreements in the oil alliance are not as strong now
as they were in spring, when a price war between leading oil-producing countries put additional strain on oil prices. However, OPEC circles are preparing for particularly difficult negotiations.

According to analysts, the markets are likely to have priced in a continuation of production cuts. A continuation of production restrictions and the prospect of corona vaccines should support
oil prices further. Recent figures show that major investors in the major commodity futures markets have also increased their bets on higher oil prices.
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However, should the negotiations fail, experts expect oil prices to drop significantly. A continuation of global travel restrictions in particular could lead to a severe drop in oil prices, in which
case experts at the German Institute for Economic Research (DIW) see oil prices falling as much as down to USD 25 per barrel.

Setting the course for the US shale oil industry too

The OPEC decision is also crucial for the US oil industry, which has been severely hit by the pandemic this year. This is because the oil price level determines which production facilities can
be operated profitably. Shale oil producers in particular are heavily dependent on oil price developments.

The fracking method, controversial for environmental reasons, in which oil is pressed from rock layers, requires expensive investments. When oil prices are low, shale oil producers therefore
make losses. However, if oil prices continue to rise, the US could soon find itself among the world’s largest oil exporters.

Oil stocks with a strong year-end spurt

As a result of global exit restrictions and plant closures, oil stocks came under severe pressure in spring. With the recovery of oil prices, they gained terrain over the course of the year and
experienced a strong upward push in November. With the prospect of a pandemic vaccine and the hope that economic activity will normalise next year, this trend could continue.
Conversely, setbacks in the fight against the lockdown or failure to reach agreement on oil production in the main oil-producing countries could lead to renewed setbacks.

The ERSTE STOCK COMMODITIES equity fund offers the opportunity to benefit from a continued recovery in the commodities sector. Companies in the oil and gas sector and related
equipment, refinery and transport companies currently account for around half of the fund’s assets.

Warning: Past performance is not a reliable indicator of the future performance of a fund.

Conclusion: OPEC members and their allies are once again struggling to reach a joint decision on production volumes and thus the further development of oil prices. Since the
low in June, things have been picking up again. This is also benefiting oil stock prices. They express the hope for a normalisation of economic life in 2021.
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