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Cheaper Bunkers Ahead?
Supply Surge Signals
More Downside

7
=7 X
=2 ///JMI// ///;ﬂl | ,p(
e 7S LR
. ZZZ7 % \

‘—"'hrlz 7//// \




TRADING INTELLIGENCE

Research and Advisory Services Division

Falling prices in August

Singapore VLSFO prices have continued to track Brent crude, and the good news for bunker buyers
is that Brent prices have fallen. VLSFO prices in the main bunker centres are now at their lowest
levels for around three months.
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The challenge is always to gauge where prices are going from here. Of course, politics, war and
sentiment are going to have a huge bearing, and who knows where the ongoing discussions between
President Trump and President Putin will take us. Stating the obvious, an end to the war in Ukraine
(and the removal of sanctions on Russia) would see oil prices fall; an escalation in the war, or
heightened tensions, or further direct and indirect sanctions on Russian oil exports could see prices
rise. But even political experts will struggle to tell us which way it is going to go!

All we can do here is to take onboard the dynamics in international relations, and then separate and
focus on the main drivers within the oil market.
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OPEC+ unwinding production cuts is pushing prices lower

On the supply side, in April, OPEC+ members started to unwind the 2.2 million b/d of voluntary
production cutbacks (these cutbacks were agreed in November 2023 and started in the first quarter
of 2024). At the same time as the OPEC+ increase, UAE’s production quota is being raised by 0.3
million b/d.

The increase in OPEC+ production since April has not been linear. There are also other complications,
in that some countries are unlikely to be able to raise production back to their quota levels. However,
in early August, OPEC+ agreed to increase September production by 0.55 million b/d, which will

fully unwind the cuts. This means Saudi Arabian output is likely to be close to 10 million b/d (versus
9 million b/d earlier in the year) and UAE production is forecast to rise as its agreed higher quota is
introduced. As a result, by September/October, OPEC+ output is likely to be around 2 million b/d
higher than it was in March.

On top of this, non-OPEC+ production is forecast to rise by around 1 million b/d over the same
period. Hence supply is forecast to rise very steeply this year, with the graph below illustrating the
hike from 104 million b/d in Q1 to 107 million b/d in Q4.

Global Oil Supply & Demand Backdrop
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However, the same cannot be said for oil demand. Relatively weak underlying economies, huge
economic uncertainty surrounding proposed hikes in US tariffs and the continual shift towards more
electric vehicles (EVs) has undermined growth in global oil demand. There have been continual
downwards revisions to forecast demand for this year and next, with the IEA currently indicating
growth of 0.7 million b/d for 2025 and another 0.7 million b/d in 2026 (equivalent to 0.7%).

Global oil stocks set to rise sharply?

With OPEC+ restricting output in 2024, oil supply and demand were more-or-less in balance. But this
balance is literally unwinding as OPEC+ remove their voluntary production cutbacks over the second
and third quarters of this year.

We have already seen slight global stock-builds so far this year. Now we are expecting OPEC+
production to ramp up at the same time as world oil demand goes into a seasonal decline from
the third to the fourth quarter. Nowadays peak oil demand is in the northern hemisphere summer
months, with a seasonal fall of around 1.5 million b/d from Q3 to Q1 the next year.

The pointers are very clear on this basis; we are looking at potentially very big oil stock-builds over
the remainder of this year and going into next year. This bearish view is compounded when looking at
the demand fundamentals for next year. Even if OPEC+ keep to their plans and maintain their other
3.65 million b/d of cuts in place through 2026, there is still too much oil in the market!

In the case outlined here, stock builds would start to balloon to around 3 million b/d in the fourth
quarter this year and then continue at 3-4 million b/d through the first half of next year.

Implied Global Oil Stock Change
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The issue for OPEC+ is these bearish fundamentals don’t go away, with potential stock-builds going
through the second half of next year as well.

War and politics will cloud the outlook and drive oil prices at certain key periods. But we can’t get
away from the fact that OPEC+ unwinding their voluntary production cutbacks at this time has placed
a massive bearish fundamental position on the oil market. War, Trump, Putin, and sanctions aside, it
would look like bunker prices should go much lower over the rest of this year and into 2026.

Given this, what can change?

Any escalation in wars, or the threat of wider involvement will push oil prices high. As will any
tightening of sanctions on Russia (or Iran). These developments would ‘cover’ the increases in OPEC+
output and likely support oil prices at higher levels.

Alternatively, any end to the war in Ukraine and ‘reinstatement’ of Russia back into the international
arena will only add to the bearish fundamentals outlined here, and push prices even lower. This
second option looks good for ‘world order’ and for bunker buyers!

If prices go ‘too low’ then expect an OPEC+ response

However, if prices fall to very low levels because of very weak fundamentals, or a solution to the
Russia/Ukraine war, or a combination of both, then OPEC+ is likely to respond. The big players in
these OPEC+ decisions are still hugely reliant on oil incomes for their economies and development
programs. They are also very good, and ultimately successful, at responding to extreme price falls,
with production cuts to re-balance the market. A 10% cut in oil production by these players would
result in a much bigger than 10% rise in oil prices, i.e. a cut would raise their revenues.

So, perhaps we want lower prices, but not too low to provoke an OPEC+ response!

A )
e, Steve Christy

Expert Contributor
steve.christy@integr8fuels.com

For information about this article or to
discover how Integr8 can support you visit:
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DISCLAIMER This report has been prepared by, and the opinions expressed are those of, Integr8 Fuels as of the date of writing (the “Materials”) and
are subject to change without notice. Integr8 Fuels does not undertake to update or revise the Materials. The Materials are intended to provide general
and preliminary information, and is not intended to be relied upon, and must not be read, as financial, legal, business, investment, accounting, tax
or other advice or guidance. The Materials are also not addressed to, and do not contemplate, the individual circumstances of any person, including
without limitation its financial condition, business environment, investment knowledge and experience, objectives, investment horizon, risk tolerance and
preferences. Each person must independently evaluate information contained in the Materials, and form its own opinion and/or seek professional advice,
as to the course of conduct most appropriate to it. Save for this disclaimer, the Materials are not intended to create legally binding relations. The Materials
further do not constitute an offer or invitation to any person to trade with, invest in, provide finance to or take any other position with respect to Integr8
Fuels, any of its affiliates or any other person. In preparing the Materials, Integr8 Fuels has acted on its own behalf and must not be regarded as agent
or representative of any other person. The information in the Materials is given in good faith but without guarantee, and notwithstanding anything to the
contrary Integr8 Fuels makes no representation as to its accuracy, completeness, authenticity or source. To the fullest extent permitted by applicable law,
Integr8 Fuels shall have no liability in contract, tort (including negligence) or otherwise for any direct, indirect, incidental, special, punitive or consequential
damages or losses, including but not limited to loss of profits, revenue, business, opportunity, goodwill, reputation or business interruption, that result in
any way from the use of content provided in the Materials. The Materials may not be used, copied, reproduced, disseminated, quoted or referred to in any
publication, presentation or other document (with or without attribution to Integr8 Fuels) at any time or in any manner without the express, prior written
consent of Integr8 Fuels. Integr8 Fuels consists of Integr8 Fuels Holding Inc of Trust Company Complex Ajeltake Road Ajeltake Island, Majuro Marshall
Islands MH 96960 and all of its subsidiaries
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