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ENERGY COMPLEX 

Overview 

In the month of June crude oil prices have seen 

stable movement in first half of the month but have 

seen steep rise in second half of the month after the 

OPEC meeting as they increased measured output 

coupled with supply disruptions in Libya and 

Venezuela. OPEC agreed with Russia and other oil-

producing allies to raise output from July, with 

Saudi Arabia pledging a "measurable" supply boost 

but giving no specific numbers. Moreover 

uncertainty regarding Libyan output and Venezuela 

sanctions coupled with lack of coordination between 

OPEC members to increase production is kept the 

sentiment jittery. Overall it managed to hover in 

range of $63.59-74.46 in NYMEX and 4305-5109 in 

MCX. The other big uncertainty in markets is 

potential Chinese tariffs on U.S. crude imports that 

Beijing may impose in escalating trade dispute 

between US and China. Elsewhere, East Libyan 

forces had retaken shuttered oil ports, hours after 

clashes resumed south of Ras Lanuf during counter-

attack by rival factions. The fate of ports is crucial to 

partial, fragile recovery of country's oil industry. 

Their closure has led to production losses of up to 

450,000 bpd from total national output of little over 

one million bpd. U.S. sanctions on Venezuela are an 

attack against the stability of the global oil market.

Outlook

Crude oil prices may continue to move higher as 

market conditions remain tight due to supply 

disruptions and generally high demand. North 

America's oil markets have tightened significantly as 

an outage of Canada's Syncrude has locked in over 

300,000 bpd of production. The outage is expected 

to last at least through July. Outside North America, 

oil prices have been rallying for most of 2018 due to 

record demand and voluntary supply cuts led by the 

Middle East dominated producer cartel of the 

OPEC. Oil demand has been chasing records for 

most of the year, and OPEC has said it will raise 

output in order to meet demand and replace crude 

from unplanned disruptions. Unplanned supply 

disruptions from Libya to Venezuela have helped to 

further tighten the market. In Libya, a power struggle 

between the official government and rebels has left it 

unclear about who will handle the country's large oil 

exports. Meanwhile U.S. officials told oil importers to 

stop buying Iranian crude from November.

Crude oil can continue to march northwards on 

supply side concerns as  it has support near 

4700 and buy on dips strategy should be used 

for upside of 5450.

Key News

Outcome of OPEC Meeting in Vienna

In the recent meeting OPEC and allies including Russia 

will boost oil production starting this month, offering 

relief to consumers after Saudi Arabia secured a last-

minute deal to overcome Iran’s opposition.

OPEC agreed on a “nominal” production increase of 1 

million barrels a day, Saudi Energy Minister Khalid Al-

Falih told reporters in Vienna. In reality, several 

ministers said the accord will add a smaller amount of 

oil to the market -- about 700,000 barrels a day-- 

because a number of countries are unable to raise their 

output.

OPEC and its allies exceeded their pledged 1.8 million 

barrel-a-day production cut by 47 percent last month, 

according to Russian Energy Minister Alexander 

Novak. That’s about 850,000 barrels a day of additional 

supply losses that have been largely unintentional, 

reflecting the collapse in Venezuela’s oil industry and 

long-term declines in Mexican output.

Saudi Arabia has enough spare capacity to offset those 

losses and keep a lid on prices, but Al-Falih has 

acknowledged that such a move isn’t politically 

palatable for his fellow OPEC members.

Instability in Libya is supporting crude 

higher

Brent, which tends to reflect global supply and demand, 

was driven up by uncertainty around oil exports by 

Libya, a member of the Organization of the Petroleum 
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Exporting Countries. Eastern Libyan commander 

Khalifa Haftar's forces have given control of oil ports 

to a separate National Oil Corporation (NOC) based 

in the country's east.

Falling Venezuela production 

Venezuela’s output is predicted to slump further as 

its economic crisis worsens. Venezuela is the most 

enduring supply risk. Its production has already 

plunged by about 40 percent since 2015 due to a 

grueling recession, civil unrest and an exodus of 

workers from the country’s state-run oil firm, 

Petroleos de Venezuela SA.

US Asks India to Stop Oil Imports From 

Iran by Nov 4, Threatens Sanctions

The United States has once again asserted that India 

and all other countries will have to stop their 

imports of crude oil from Iran by November 4 and 

thus abide by the re-imposed US sanctions on the 

Middle East nation. The official further warned 

India of secondary sanctions for going against the 

ban. He added that Indian and Chinese companies 

would be subject to the same sanctions as those in 

other countries. Given the huge energy needs, India 

and China are major importers of Iranian oil with 

India being the second largest buyer of Iran’s crude 

oil and Beijing being the third.

The U.S. threatened to slap sanctions on countries 

that don’t cut oil imports from Iran to “zero” by Nov. 

4, part of the Trump administration’s push to 

further isolate Tehran both politically and 

economically, a senior U.S. State Department 

official said.

Highlights of latest EIA report

EIA estimates that U.S. crude oil production 

averaged 10.7 million barrels per day (b/d) in May, 

up 80,000 b/d from the April level. EIA projects that 

U.S. crude oil production will average 10.8 million 

b/d in 2018, up from 9.4 million b/d in 2017, and will 

average 11.8 million b/d in 2019.

EIA forecasts that total U.S. crude oil and petroleum 

product net imports will fall from an annual average of 

3.7 million b/d in 2017 to an average of 2.5 million b/d 

in 2018 and to 1.6 million b/d in 2019, which would be 

the lowest level of net oil imports since 1959.

EIA forecasts crude oil  production from the 

Organization of the Petroleum Exporting Countries 

(OPEC) will average 32.0 million b/d in 2018, a 

decrease of 0.4 million b/d from the 2017 level. OPEC 

crude oil production is expected to increase slightly to 

an average of 32.1 million b/d in 2019. The increase in 

production in 2019 is expected to occur despite falling 

production in Venezuela and Iran. EIA assumes these 

decreases will be offset by increasing production from 

Persian Gulf producers, primarily Saudi Arabia.

Brent WTI Spread

Analysis: Brent WTI crude oil spread narrowed down 

sharply as it tumbled lower from 11.5 to below 4 on the 

back of a production outage in Canada and OPEC’s 

plans to raise output. Overall it can hover in range of $2-

6 in the month of July.

Source: Reuters
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Natural Gas

Overview

Natural gas traded on sideways bias last month as 

warmer weather conditions supported the price but 

increase in US production capped the upside.  

Overall it traded in range of $2.87-3.05 in NYMEX 

and 182.70-209 in MCX in the month of June.

Outlook

Natural gas can continue to remain on sideways bias 

as weather related demand to give direction to the 

prices. Warmer than normal weather are likely to 

cover most parts of the United States over the next 

8-14 days. Besides the weather, investors are 

watching the rise in production. US natural gas 

production edged up to a fresh record high last 

week, largely due to gains in Texas, the Southeast, 

and the Appalachia region.

Natural gas can trade with sideways bias as it 

can take support near 180 and can face 

resistance near 215 in the month of July. 

According to the Forecasters at 

NatGasWeather 

Looking over the weather forecast, we can see on 

above, 6-10 days forecast normal to warmer 

weather in region developing and is also showing 

red zone developing in central & lower eastern 

region signifying temperature to remain lower than 

normal levels. The temperature levels in western 

counties are expected to be nominally warmer and 

higher than the average temperature levels by 

around 50%-70% whereas same kind of zones with 

higher temperature are developing in western & 

central zones as well. The 8-14 days weather outlook 

shows mostly the cooler temperature levels across 

the entire region whereas the central & western 

counties are expected to have warmer to normal 

temperature levels being at levels of 40%-70% 

below normal temperature levels.

EIA estimates of Natural gas

U.S. dry natural gas production averaged 73.6 billion 

cubic feet per day (Bcf/d) in 2017. EIA forecasts dry 

natural gas production will average 81.2 Bcf/d in 2018, 

establishing a new record. EIA expects natural gas 

production will rise again in 2019 to 83.8 Bcf/d.

Growing forecast U.S. natural gas production supports 

increasing forecast liquefied natural gas (LNG) exports. 

LNG exports averaged 1.9 Bcf/d in 2017. EIA forecasts 

LNG exports to average 3.0 Bcf/d in 2018 and 5.1 Bcf/d 

in 2019. Dominion Energy’s Cove Point LNG facility is 

ramping up exports. In April, the facility exported an 

estimated 13.4 Bcf, implying baseload utilization of 

65%, and in May, it exported an estimated 23.5 Bcf, 

implying baseload utilization of 94%.

EIA expects Henry Hub natural gas spot prices to 

average $2.99/million British thermal units (MMBtu) 

in 2018 and $3.08/MMBtu in 2019. NYMEX futures 

and options contract values for September 2018 

delivery that traded during the five-day period ending 

June 7, 2018, suggest that a range of $2.38/MMBtu to 

$3.57/MMBtu encompasses the market expectation for 

September Henry Hub natural gas prices at the 95% 

confidence level.
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