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Oil supply glut not yet over: Learn how to
position around oil’s latest slump

Published 10 April 2017

The resurgence of US shale is undermining oil market fundamentals once again. Despite OPEC's best
efforts to pump up oil prices, recent surges in US stockpiles to record highs point to a global oil supply
glut that is showing no signs of improvement. Unless market dynamics change, the short-term outlook for
oil prices is likely to be bearish and volatile. This may entice tactical investors to take up positions using
short and leveraged ETPs, whilst strategic investors may consider this an attractive entry point to boost
their long-term oil exposure.

Market fundamentals continue to look vulnerable

Monthly production figures over the past three months reveal that OPEC successfully cut production below
the agreed target of 32.5m barrels a day, driven disproportionately by cuts from Saudi Arabia, Iraq and
UAE, as shown in Figure 1. Though initially successful in driving up oil prices into the mid-US$50s, the
effectiveness of OPEC supply cutbacks has been significantly blunted by US shale producers ramping up
production on profitable wells, adding over 250,000 barrels a day to total US oil output.

Figure 1: OPEC supply cuts not enough to counter rising US shale
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In fact, US rig counts have increased 30% since November and there are now as many active drilling rigs
as in September 2015, just prior to oil prices hitting ten year lows of $28/bbl. Even as oil prices trend
sideways, the potential remains for US rig counts to rise higher still, especially on the back of continued
improvements to horizontal drilling methods and ongoing industry consolidation.

Faced with increasing supply pressure, OPEC will be compelled to extend current supply agreements
and/or enforce greater compliance to supply targets in order to provide support for higher oil prices. This
is likely to form the main agenda at OPEC’s next meeting on 25 May 2017, and output targets for Iran
and Nigeria, both of which have seen production increase over recent months, are likely to come under
scrutiny. Furthermore, the slow pace of reduced output by Russia plays into the mix of balancing economic
needs and boosting oil prices.

Yet, any catalyst for higher oil prices is likely to be short-term in nature only, simply because OPEC-induced
supply shocks will encourage greater US shale production. This in turn will push OPEC to make deeper
cuts, thereby creating a vicious cycle whereby supply remains bloated and oil prices stay depressed. With
global growth still too sluggish to pick up the slack, the unabated expansion of supply sets oil prices up for
further downside and increased volatility.

So how should investors be looking to position?

Though not an accurate prediction of future prices by any means, the oil futures market offers investors an
indication of where prices are heading. Currently, the term structure of WTI oil futures implies limited upside
with futures prices anchored in the low US$50s all the way through to 2022—a 5-10% increase against
current spot prices. But whilst implied upside is limited on this premise, the opportunities for investors are
not.

Tactical investors with short-term investment horizons may consider leveraging up their oil exposure using
short and leveraged ETPs as a means to position around increased volatility and/or improve capital
efficiency. This is especially relevant given current speculative bullish positioning by hedge funds, which, at
20% of all open contracts, remains elevated above historical standards. The unwinding of these positions
will add to volatility and fuel further pressure to oil prices.

Strategic investors with longer-term investment horizons may find current prices to be an attractive entry
point to increase their oil exposure, especially with prices still depressed relative to historic levels. In such
instances, an unleveraged oil ETP may offer a cheap and effective means of playing the potential long-term
recovery in oil prices.

Ultimately short term volatility is likely to prevail over coming months with OPEC expected to support
measures to maintain oil prices above US$50/bbl without encouraging an oil spike that risks generating
excess supply from shale oil producers.
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+ Five things to understand before investing in short & leverage Exchange Traded Products (ETPS)
+ 2016: Leveraged oil ETFs reach record highs, while investors retreat to gold
+ OPEC: Short Term Gain, Long Term (continued) Pain?

+ OPEC and Russia: a balancing act

+ Oil: A new framework?

Investors sharing this sentiment may consider the following ETPs:

+ Boost WTI Oil 3x Leverage Daily ETP (30IL)

+ Boost WTI Oil 3x Short Daily ETP (301S)

+ Boost WTI Oil 2x Leverage Daily ETP (20IL)

+ Boost WTI Oil 2x Short Daily ETP (201S)

+ Boost WTI Oil ETC (WTID)

+ Boost WTI Oil 1x Short Daily ETP (OILZ)

+ Boost Brent Oil 3x Leverage Daily ETP (3BRL)

+ Boost Brent Oil 3x Short Daily ETP (3BRS)

+ Boost Brent Oil ETC (BRND)
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Important Risks Related to this Article

Important Information

Marketing communications issued in the European Economic Area (“EEA”): This document has
been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the
Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been
issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom
Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as
applicable). Our Conflicts of Interest Policy and Inventory are available on request.

For professional clients only. The information contained in this document is for your general
information only and is neither an oer for sale nor a solicitation of an oer to buy securities or
shares. This document should not be used as the basis for any investment decision. Investments
may go up or down in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should be based on the
information contained in the appropriate prospectus and aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or
opinions expressed in this communication represent the views of WisdomTree and should not be construed
as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of
any of the views or opinions expressed in this communication. Any decision to invest should be based on
the information contained in the appropriate prospectus and aer seeking independent investment, tax and
legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other
step in furtherance of a public oering of shares or securities in the United States or any province or territory
thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or
indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree
does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own
opinions related to product or market activity, these views may change. Neither WisdomTree, nor any
ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever
for any direct or consequential loss arising from any use of this document or its contents.
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