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Oil-nomics

Downside Risk to Oil: Saudis Can Reverse
Production Cuts

Saudi Arabia has been a key player in the global oil market, often adjusting its
production levels to maintain market stability and safeguard its economic interests.
However, price trends and loss in market share may prompt the Kingdom to reassess
its production curtailment strategy. Despite implementing significant production cuts,
Saudi Arabia faces challenges such as declining oil prices, risk to fiscal breakeven
levels, loss of market share and non-compliance by certain OPEC nations. The
combination of these factors can compel Saudi Arabia to reverse its production
curtailment in 2024, which can weigh on the Oil prices. Notwithstanding the
Geopolitics, we see Brent Oil averaging around US$75-80/bbl for quite some time,
with a downside risk materializing during H2 2024.

Declining Oil Prices and Fiscal Breakeven: Notwithstanding steep production cuts, Oil
prices are on a downward trend, posing a threat to Saudi Arabia's economic growth and
fiscal situation. Although The Kingdom is trying to diversify its economy, it still relies
heavily on oil revenues to support its budget, and a sustained period of low prices could
impact its economic stability.

Loss of Market Share, OPEC Non-Compliance and Increased Production by Iran and
Venezuela -: The surge in U.S. oil production and exports has resulted in a loss of market
share for Saudi Arabia. The Kingdom's production cuts have inadvertently allowed the
US and other nations to export more Qil to the World. Several OPEC nations are not
adhering to agreed-upon production quotas, undermining the effectiveness of
collective efforts to stabilize oil prices. Furthermore, the lack of enforcement of
sanctions on Iran and Venezuela has led to increased production in these countries,
contributing to a challenging competitive landscape for Saudi Arabia.

Historical Precedents: Past instances have shown that when Saudi Arabia curtails
production, it risks losing market share, only to produce more in the subsequent years.
Considering historical patterns, the Kingdom may consider reversing the production
cuts to regain its competitive edge in the global oil market.

OPEC's Outlook on Demand and Supply: OPEC's assessment anticipates that oil
demand growth in 2024 will surpass incremental supply from non-OPEC nations. This
projection places additional pressure on Saudi Arabia to increase production to meet
rising global demand and maintain its market position.

Exhibit 1: Despite Saudi Arabia’s production cuts, Oil prices have moved

lower...
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Exhibit 2: ...resulting in a likely contraction in Saudi Arabia’s 2023 GDP and duress on the fiscal situation...
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Exhibit 3: ...average Brent Prices were lower than Saudi’s Fiscal Breakeven point
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Exhibit 4: Saudis are losing market share due to production curtailment...
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Exhibit 5: ...while OPEC excluding Saudis have produced more, with several nations not sticking to the output quota
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Exhibit 6: Non-OPEC output has surged, with the US ramping up output by 1mbpd during 2023
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Exhibit 7: Loss in Market Share has already compelled Saudi Arabia to cut the Official Selling Price of its Oil
USD/bbl.
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL
and are subject to change without any notice. The report and
information contained herein are strictly confidential and meant solely
for the intended recipient and may not be altered in any way,
transmitted to, copied or redistributed, in part or in whole, to any other
person or to the media or reproduced in any form, without prior written
consent of YSL.

The information and opinions contained in the research report have
been compiled or arrived at from sources believed to be reliable and
have not been independently verified and no guarantee, representation
of warranty, express or implied, is made as to their accuracy,
completeness, authenticity or validity. No information or opinions
expressed constitute an offer, or an invitation to make an offer, to buy
or sell any securities or any derivative instruments related to such
securities. Investments in securities are subject to market risk. The value
and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. Investors should note that
each security's price or value may rise or fall and, accordingly, investors
may even receive amounts which are less than originally invested. The
investor is advised to take into consideration all risk factors including
their own financial condition, suitability to risk return profile and the
like, and take independent professional and/or tax advice before
investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general
nature which may not be specifically suitable to any particular investor.
Past performance may not necessarily be an indicator of future
performance. Actual results may differ materially from those set forth
in projections. Registration granted by SEBI and certification from NISM
in no way guarantee performance of the intermediary or provide any
assurance of returns to investors.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the
use of this report. This report is not directed or intended for distribution
to, or use by, any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction, where such
distribution, publication, availability or use would be contrary to law,
regulation or which would subject YSL and associates to any
registration or licensing requirement within such jurisdiction. The

securities described herein may or may not be eligible for sale in all
jurisdictions or to certain category of investors. Persons in whose
possession this document may come are required to inform themselves
of and to observe such restriction.

YES Securities (India) Limited distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional
Investors through SEC 15a-6 rules and regulations under an exclusive
chaperone arrangement with Brasil Plural Securities LLC. The views and
sentiments expressed in this research report and any findings thereof
accurately reflect YES Securities (India) Limited analyst’s truthful views
about the subject securities and or issuers discussed herein. YES
Securities (India) Limited is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation ("SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1 212 388 5600.

This Research Report is the product of YES Securities (India) Limited. YES
Securities (India) Limited is the employer of the research analyst(s) who
has prepared the research report. YES Securities (India) Limited is the
employer of the YES Securities (India) Limited Representative who is
responsible for the report, are responsible for the content of the YES
Securities (India) Limited Research Report; any material conflicts of
interest of YES Securities (India) Limited in relation to the issuer(s) or
securities discussed in the YES Securities (India) Limited Research Report.
This YES Securities (India) Limited Research Report is distributed in the
United States through Brasil Plural Securities LLC (BPS). The research
analyst(s) preparing the research report is/are resident outside the United
States (U.S.) and is/ are not associated persons of any U.S. regulated
broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things,
communications with a subject company, public appearances and trading
securities held by a research analyst account. This report is intended for
distribution by YES Securities (India) Limited only to "Major Institutional
Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and
Exchange Act, 1934 (the Exchange Act) and interpretations thereof by
U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
6(a)(2). If the recipient of this report is not a Major Institutional Investor
as specified above, then it should not act upon this report and return the
same to the sender. Further, this report may not be copied, duplicated
and/or transmitted onward to any U.S. person or entity. Transactions in
securities discussed in this research report should be effected through
Brasil Plural Securities LLC (BPS) or another U.S. registered broker
dealer/Entity as informed by YES Securities (India) Limited from time to
time.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL
REPORTS

Analysts assign ratings to the stocks according to the expected
upside/downside relative to the current market price and the estimated
target price. Depending on the expected returns, the recommendations
are categorized as mentioned below. The performance horizon is 12 to
18 months unless specified and the target price is defined as the
analysts’ valuation for a stock. No benchmark is applicable to the ratings
mentioned in this report.

BUY: Upside greater than 20% over 12 months

ADD: Upside between 10% to 20% over 12 months
NEUTRAL: Upside between 0% to 10% over 12 months
REDUCE: Downside between 0% to -10% over 12 months
SELL: Downside greater than -10% over 12 months
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