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e OPEC+'s surprise policy outcome has been a boost for WTI and Brent, with both crude oil benchmarks
rising over 5% on 4th March 20211 after the meeting.

» If they maintain such production tightness, oil prices could rise further, as global oil inventory could
decline further.

e The key question is whether OPEC+ will maintain such a tight policy in the coming months as the
group is continually giving away market share.

»  For now, oil markets remain in backwardation, providing oil investors with a positive roll yield in addition
to rising spot prices.

Oil inventory to continue to decline

Against market expectations, the Organisation of Petroleum Exporting Countries (OPEC) and its partner
countries (combined together as OPEC+) decided to keep production flat going into April 2021, instead of
beginning to taper down its 7.1 million barrels per day production restraint. The fact that OPEC ministers
come out of their policy meeting with a firm resolve to keep the markets tight contrast sharply with where
they were this time last year. In March 2020, OPEC+ failed to reach any agreement and flooded the market
with excess supply when demand was falling sharply. Today, demand is recovering. In fact, OPEC'’s overall
discipline in maintaining its quotas leaves the market in a supply deficit (i.e. we are consuming more we
are producing each month). Therefore, the Organisation for Economic Co-operation and Development
(OECD) oll inventory is declining. The OECD oil inventory may not be back at average levels yet, but if
OPEC maintains this degree of tightness, we could get back to 2019 inventory levels during this year.

Figure 1: OECD OQil Inventory
Source: Bloomberg, data as of 04 March 2021.

Historical performance is not an indication of future performance and any investments may go
down in value.

An increase in US market share will test OPEC+’s resolve

We, and the market, had expected OPEC+ to reap some of the fruits of its labour from prior months

and raise production a little to improve their revenue generation from oil production and stop giving away
market share to countries like the US. In fact, Russia’s position going into this meeting was just that: it
wanted higher production levels. However, Saudi Arabia wanted to remain more conservative. It looks like
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Saudi Arabia has won this time. Without any increase in production, we believe global markets will remain
tight, and oil prices could rise further. Now there are several caveats: (1) OPEC+ now undertake monthly
production decisions, and so in their next meeting, they could raise production by a higher degree; (2) the
incentive to ‘cheat’ is that much higher today. On this latter point, Russia had been producing over its quota
and relied on Saudi Arabia to cut more than its fair share to compensate. It's questionable whether we can
rely on this mechanism forever.

Oil drilling rig counts in the US had been increasing in recent months, and so had production and exports
(barring the big freeze disruption). If OPEC maintains such tight restraint, US production could continue
to rise further.

Figure 2: US oil production and rig count
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Source: Bloomberg, WisdomTree. Data from February 1988 to February 2021 Historical performance is
not an indication of future performance and any investments may go down in value.

Crude oil in backwardation provides a further tailwind for oil investors

Both Brent and WTI futures are in sharp backwardation2, providing a positive roll yield for investors. For
example, the May WTI contract is priced almost $0.50 higher than the June WTI contract (up from $0.40 a
month ago), and the May Brent contract is priced almost $0.60 higher than the June Brent contract (up from
$0.63 a month ago)3. If OPEC maintains this tight policy, we could see this curve structure maintained.

1 WisdomTree , Bloomberg. From 3rd March 2021 to 4th March 2021. In US Dollars using the front month
contract for WTI (WTI CRUDE FUTURE Apr21) and Brent Crude Oil (BRENT CRUDE FUTURE May?21).
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2 For more information on contango and backwardation please see Commodity ETPs Are Exposed To
Futures Contracts Not The Physical Spot. Why Does It Matter?, May 2020

3 Bloomberg data 4 March 2021
Related products
+ WisdomTree WTI Crude Oil
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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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