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Oil Market Update — Q1 2025

Crude prices had a relatively firm start in January (following the imposition of tighter US sanctions on Russian-
controlled tankers) but have since slipped sharply lower again. This sell-off has been driven by growing
concerns over the impact President Trump’s trade tariff actions may have on global economic growth this year,
combined with the impending potential increase of OPEC+ output and lingering uncertainty over demand from
the world’s largest oil importer, China. In this note, we discuss these headwinds as well as some more
supportive factors in the market such as jet fuel consumption and geopolitical risks.
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Tariff Tremors

The Trump administration’s agressive trade policies are raising concerns that it will lead to higher inflation and
slower economic growth in the US should these tariffs become more permanent. It doesn’t help, that the
implementation of these penalities has also been followed by sporadic changes to their conditions, some of
which occur in just 24 hours. The Chief Strategist at Franklin Templeton recently highlighted the economic
impact this lack of clarity by the White House is having, suggesting that, "Nearly everyone in the economy is
struggling to comprehend wild swings in Washington policies, and their implications for everyday decisions.
The constant flip-flopping over tariffs is paralyzing industries from healthcare and retailing to agriculture,
mining, energy. Automakers, for example, are unable to plan while there is a threat of 25% tariffs on
components made in Canada or Mexico. No reasonable auto executive can make such investments if the
expected returns can be wiped out at the stroke of a pen.”


https://www.nbad.com/en-ns/insight-and-features/mena-and-global-markets.html
https://www.bankfab.com/en-ae/cib/market-insights
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Meanwhile JP Morgan’s Chief Economist has warned that he sees a 40% chance of a US recession this year,
adding that there was a growing risk of lasting damage to the US as an investment destination if the
administration undermines trust in governance. The US oil industry is also becoming more concerned,
especially as fears of a US slowdown has been putting downward pressure on crude prices, with WTI recently
down almost 15% from its mid-January peak. This concern has been publically expressed by the leaders of
several high profile shale firms in recent weeks, including Harold Hamm, the CEO of Continental Resources,
who was reportedly also a major donor to the Trump campaign in 2024. At an energy conference in Houston
earlier this month, Hamm warned that the drop in WTI combined with the rising cost of inputs such as steel
piping, risked putting a number of domestic shale producers in a very difficult financial position. “There are a
lot of fields that are getting to the point that’s real tough to keep that cost of supply down,” Hamm stated, whilst
also challenging a claim made by the US Energy Secretary that domestic oil companies could increase
production even if prices fell to US$50 a barrel. “When you get down to that $50 oil that you talked about, then
you’re below the point where you’re going to ‘drill, baby, drill,” Hamm was quoted as saying by ‘Bloomberg’.

However, listening to recent statements made by senior administration officials, the White House is clearly
happy to withstand the current turbulence generated by tarrifs and appears to believe that things will improve
markedly by 2026. This was highlighted in comments made by the US Commerce Secretary just two weeks
ago, when he claimed that the benefits of this economic strategy would be revealed further down the line, even
if it triggered a recession in the short-term.

China & India

China remains a key driver of overall crude demand, but its continued sluggish post-COVID economic recovery
combined with rising EV and LNG adoption in its domestic transportation sector, has led to a decline in oil
imports over the past 12 months. According to official data, China imported an average of 10.42 mio bpd during
the first two months of this year which is 3.40% lower than the same period in 2024, and significantly down
from its record high of 11.30 mio bpd in 2023. Of course, that’s not to say that China’s economy will not stage
somewhat of a rebound this year, especially with further government stimulus measures likely to be
implemented in the months ahead. In this regard, it's worth noting that domestic consumption, fixed investment
and industrial production data for the first two months of 2025 came in above most analysts’ expectations,
although admittedly US tariffs and China’s ongoing property sector slowdown will likely remain a drag.

Conversely, India’s oil demand growth overtook China’s last year and is expected to do so again in 2025, due
to ongoing urbanization, industrialization and a burgeoning middle class. The IEA sees India’s oil demand
growth averaging 1.20 mio bpd this year driven by the aforementioned factors, as well as the expansion of its
domestic refining capacity and petrochemical facilities. In terms of the latter, India is reportedly set to invest
up to US$87 bio into its petrochemical sector over the next 10 years, as local demand for everything from
plastics to fertilizers continues to rise.

OPEC/NOPEC

At their most recent meeting, signatories to the OPEC+ output accord agreed to proceed with a “gradual and
flexible” return of their 2.20 mio bpd of voluntary output cuts over an 18-month period from April 2025 to
September 2026, albeit initially by an average of 138,000 bpd. However, the group also said in a press
statement that they would remain “adaptable” to evolving market conditions. Another issue to watch going
forward will be the actions taken by Kazakhstan and Iraq which have both promised to frontload their
compensation plans to make up for previously overproduced volumes. According to Reuters estimates,
Kazakhstan pumped 1.86 mio bpd of crude during the first half of March, significantly above its OPEC+
allocation of 1.468 mio bpd.

Meanwhile, non-OPEC production is expected to rise by 1.40 mio barrels this year according to recent
estimates published by Wood Mackenzie, compared to the energy analytics provider's projected global
demand growth of 1.10 mio bpd. However OPEC remains more optimistic on the latter point, with its latest ‘Oil
Market Report’ anticipating world oil demand growth of 1.40 mio bpd in 2025.


https://www.reuters.com/markets/us/jp-morgan-economist-sees-40-us-recession-chance-risks-exorbitant-privilege-2025-03-12/#:~:text=SINGAPORE%2C%20March%2012%20(Reuters),to%20J.P.%20Morgan%27s%20chief%20economist.
https://www.cbsnews.com/news/lutnick-trumps-policies-worth-it-recession/
https://polymerupdate.com/News/Details/1344607
https://www.opec.org/opec_web/en/press_room/7477.htm
https://www.reuters.com/business/energy/kazakhstan-daily-oil-output-hit-record-high-march-industry-sources-say-2025-03-21/#:~:text=Kazakhstan%20produced%201.86%20million%20bpd,data%20provided%20by%20the%20sources.
https://www.opec.org/opec_web/en/publications/338.htm
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Global Inventories

OECD commercial crude and refined product inventories were estimated at 2,737 million barrels at the end of
January 2025, which is roughly 5% below the ten-year seasonal average. In the US specifically, crude oil
stocks (excluding the SPR) stood at 437 million barrels on the 14t of March 2025 which is 5% below the five-
year average for this time of year, while US fuel and propane/propylene inventories were down by 6% and
12% respectively.

US Production

Overall US output has averaged 13.48 mio bpd during the first 2.5 months of this year and the EIA currently
expects this figure to rise to 13.61 mio bpd for the whole of 2025. However, the number of active oil fields
currently sits around 486, which is 20 rigs below March 2024’s figure and more than 70% below the peak
achieved back in 2014. As we have written previously, we believe that the sharp rise in US production over
the past few years was driven by new technology and improved efficiency rather than investing in and
developing new fields. Therefore, we don’t see further such gains in the years ahead and continue to suggest
that US production is peaking.

US Oil output vs Active Rigs vs WTI Price
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North American shale companies focus on generating positive cash flows and attractive returns for their
shareholders has been the most important financial driver behind their decision not to channel funds into
opening new fields since 2020, although there is also a geological reason. This latter issue was highlighted by
Adam Rozencwajg, one of the managing partners at the respected natural resources research house Goehring
and Rozencwajg, who believes that the key US shale basins have entered what he describes as the “depletion
paradox,” whereby increased drilling activity cannot overcome the natural decline in productivity of aging oil
fields.

The view outlined above is similar to that of Wil VanLoh, the CEO of Quantum Energy Partners (a Texas-
based private equity firm) who claimed back in September last year that “the US shale revolution has run its
course,” while adding that “clearly the investors have put oil and gas companies on a very short leash. They've
required a massive amount of the cash flow every year to get returned to shareholders.” Therefore, although
the White House may be working to lift as many regulatory restraints as possible, in an attempt to encourage
US-based firms to pump out more crude oil, its actual impact is likely to be far more limited.


https://www.financialsense.com/blog/21134/oil-and-gas-2025-political-ambitions-vs-geological-realities
https://www.bloomberg.com/news/articles/2024-09-23/us-shale-revolution-has-run-its-course-quantum-s-vanloh-says
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Air Travel

According to a recent IATA report, demand for commercial air travel continues to rise with total demand in
January 2025 (measured in revenue passenger km) up by 10% y/y, while the load factor was 82.10% an all-
time high for that month. “We’ve seen a notable acceleration in demand this January, with a particularly strong
performance by carriers based in the Asia-Pacific region. The record high load factors that accompany this
strong demand are yet another reminder of the persistent supply chain issues in the aerospace sector,” IATA’s
Director-General stated. The agency also sees passenger numbers reaching 5.20 billion this year, a 6.70%
yly rise and the first time ever that the 5 billion mark will be breached.

The sharp post-COVID rebound in air travel has obviously seen a similar recovery in the demand for
conventional Jet/Kerosene despite better aircraft fuel efficiency. It also remains unchallenged by the push
towards the use of sustainable aviation fuel over the past few years, with SAF only expected to account for
just 0.70% of total jet fuel production in 2025. Considering the current bullish demand outlook for air traffic,
S&P Global predicts that jet crack spreads are likely set to hold up this year and outperform other fuel products.

Quarterly Jet Fuel Demand in Million Barrels per Day

Source: Bloomberg / FAB
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Geopolitical Risks

Regional geopolitical risks continue to fester, especially after the recent collapse of the ceasefire in Gaza.
However, in our mind the largest potential risk to oil market stability this year is what happens with Iran; an
issue that we feel is still significantly underpriced. It's patently obvious that Prime Minister Netanyahu'’s ability
to remain in office is now heavily reliant on keeping the far-right members of his cabinet on-side until the next
general election which is scheduled to take place in 2026. With this in mind, Israel’s National Security Minister,
Itamar Ben Guvir, stated back in October last year that the government has “a historic obligation to remove the
Iranian threat to destroy Israel.”

This belief has probably gained traction with both doves and hawks in Israel’s security establishment in recent
months, especially after the sudden fall of Bashar al Assad’s regime in Syria and the release two |IAEA reports,
which warned that Iran’s stock of uranium enriched to near weapons grade has grown sharply since December
last year. “The significantly increased production and accumulation of highly enriched uranium by Iran, the
only non-nuclear weapon state to produce such nuclear material is of serious concern,” the authors wrote,
adding that Tehran’s inventory of uranium refined to up to 60% purity had grown by 92.50 kg in the past quarter
to total 274.80 kg. This level of supply would be enough to quickly manufacture up to six nuclear weapons if
enriched to 90% purity.


https://www.spglobal.com/commodity-insights/en/news-research/latest-news/refined-products/121824-commodities-2025-global-fuel-markets-diverge-as-road-demand-peaks-jet-climbs
https://www.barrons.com/news/israel-far-right-minister-says-historic-obligation-to-remove-iran-threat-9ba740c1
https://www.voanews.com/a/iaea-iran-s-stock-of-near-bomb-grade-uranium-grows-sharply/7988745.html
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Then last month, a Washington Post article claimed, that Netanyahu and President Trump have already
discussed a range of ways the US could support Israel in a potential attack on Iran’s nuclear facilities. This
report came out not long after a Wall Street Journal piece revealed that US intelligence agencies had warned
both the Biden and Trump administrations that Jerusalem was increasingly likely to attempt to strike targets
which are key to Iran’s nuclear program this year. Israel has also reportedly received a shipment of US
manufactured MK-84 (bunker busting) bombs after President Trump lifted a Biden-era freeze on the supply of
these weapons and which would certainly be needed to attack facilities like Iran’s underground fuel enrichment
plant in Natanz and a similar site in Fordow.

Admittedly, Donald Trump has indicated several times since returning to the White House that he would
prefer to sigh a new more comprehensive nuclear deal with Iran than go to war. Most recently he sent a
personal letter to Ayatollah Khamenei proposing direct negotiations on the subject of Tehran’s nuclear
program. However, its believed that this letter also warned the Iranians that they only had two months in
which to consider his offer, a time limit which is difficult to see Iran’s leaders acquiescing to. In any case,
early signs have already shown that both the Supreme Leader and other hardliners within the Iranian regime
are currently against any reopening of negotiations on this subject. The Ayatollah himself was quoted as
saying publicly earlier this month that Trump's offer for talks was "a deception aimed at misleading public
opinion. When we know they won't honor it, what's the point of negotiating? Therefore, the invitation to
negotiate is a deception of public opinion."

Other issues to keep an eye on, includes the resumption of fighting between Hamas and the IDF in Gaza,
which in turn has triggered fresh rocket and missile fire against Israel by militants in both Yemen and
Lebanon, again raising the risk of a wider conflict. Meanwhile, the US administration continues to push for a
ceasefire in Ukraine, although we still don’t foresee any significant near-term rise in Russian crude oil
supplies hitting the market even if a peace deal can be achieved this year. Elsewhere, a recent suspicious
explosion and fire at a section of the Trans-Niger oil pipeline in West Africa has reignited concerns over the
potential resurgence of security challenges to Nigeria’s crude exports. This pipeline carries up to 450,000
bpd which is roughly 15% of the country’s overall export capacity. And finally, despite numerous attempts to
end a two-year long dispute over pricing and revenue sharing, the resumption of oil exports from Iraq’s
Kurdistan region remains on hold. However, an Iragi government spokesperson suggested last week that
the main obstacles to an agreement had now been resolved and that the export of up to 400,000 bpd from
this region “may restart” soon.

Conclusion & Forecast

As outlined above, there are numerous factors to consider when assessing the outlook for oil prices this year
and several of these could have a significant impact on the crude market. Such as, the Trump administration’s
unprecedented and assertive trade policies, OPEC+ actions and geopolitical fissures. These ‘known
unknowns’ have thus made price forecasting somewhat more challenging, but we have decided to retain our
original prediction for Brent to average US$75.00 this year, at least until there is more clarity on some of these
key issues. (At the time of writing Brent has averaged US$75.05 year-to-date).

Glenn Wepener

Chief Strategist

Middle East & Africa

Market Insight & Strategy - FAB Global Markets

Please click here to view our recent publications on MENA and Global Markets


https://www.washingtonpost.com/opinions/2025/02/13/iran-strike-israel-trump-nuclear-facilities/
https://www.abc.net.au/news/2025-02-18/us-sends-israel-2000-pound-bomb-heavy-weapons/104944950
https://www.pipeline-journal.net/news/trans-niger-pipeline-explosion-disrupts-oil-flow-nigeria-investigation-underway
https://www.rudaw.net/english/business/19032025
https://www.bankfab.com/en-ae/cib/market-insights
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Important Notice: This communication has been prepared by individual personnel of First Abu Dhabi Bank PJSC or its affiliates
(collectively, “FAB”) and, accordingly, it may not represent the views of FAB. FAB is licensed and regulated by the Central Bank of the
United Arab Emirates and its registered office address is P.O. Box 6316, 1 — Al Qurm, Abu Dhabi, the United Arab Emirates. This
communication is directed at persons (i) who have been or can be classified by FAB as eligible counterparties, professional clients or
sophisticated investors, (i) who have experience in matters relating to investments and (iii) other persons to whom it may otherwise
lawfully be communicated. No other person should review the contents or access the products or transactions discussed in this
communication. All material contained herein, including any proposed terms and conditions, is indicative and for discussion purposes
only, is subject to change without notice, is strictly confidential, may not be reproduced and is intended for your consideration only. It does
not include a number of terms and conditions that will be included in any actual transaction and final terms and conditions are subject to
further discussion and negotiation nor does it purport to identify all applicable risks. This communication is not a commitment to deal e
any product, offer financing or enter into any transaction described herein. FAB is not acting as your agent, fiduciary or investment adviser
and is not managing your account. The provision of information in this communication is not based on your individual circumstances and
must not be relied upon as an assessment of suitability for you of a particular product or transaction. It does not constitute investment
advice and FAB makes no recommendation as to the suitability of any of the products or transactions mentioned. Even if FAB possesses
information as to your objectives in relation to any transaction, series of transactions or trading strategy, this is not sufficient for, and does
not constitute, any assessment of suitability for you of any transaction, series of transactions or trading strategy. Save in those jurisdictions
where it is not permissible to make such a statement, FAB hereby informs you that this communication should not be considered as a
solicitation or offer to sell or purchase any securities, deal in any product or enter into any transaction. You should make any trading or
investment decisions in reliance on your own analysis and judgment and/or that of your independent advisors and not in reliance on FAB
and any decision whether or not to adopt any strategy or engage in any transaction will not be FAB'’s responsibility. FAB does not provide
investment, accounting, tax, financial, legal, regulatory or other advice; such matters as well as the suitability of a potential transaction or
product or investment should be discussed with your independent advisors. Prior to dealing in any product or entering into any transaction,
you and the senior management in your organization should determine, without reliance on FAB, (i) the economic risks or merits, as well
as the investment, accounting, tax, financial, legal and regulatory characteristics and consequences of dealing with any product or entering
into the transaction (ii) that you are able to assume these risks, (iii) that such product or transaction is appropriate for a person with your
experience, investment goals, financial resources or any other relevant circumstance or consideration. Where you are acting as an adviser
or agent, you should evaluate this communication in light of the circumstances applicable to your principal and the scope of your authority.
Any prices used herein, unless otherwise specified, are indicative. Although all information has been obtained from, and is based upon
sources believed to be reliable, it may be incomplete or condensed, it has not been verified by FAB and its accuracy cannot be guaranteed.
FAB makes no representation or warranty, expressed or implied, as to the accuracy of the information, the reasonableness of any
assumptions used in calculating any illustrative performance information or the accuracy (mathematical or otherwise) or validity of such
information. Any opinions attributed to FAB constitute FAB'’s judgment as of the date of the relevant material and are subject to change
without notice. Provision of information may cease at any time without reason or notice being given. Commissions and other costs relating
to any dealing in any products or entering into any transactions referred to in this communication may not have been taken into
consideration. Any scenario analysis or information generated from a model is for illustrative purposes only. Where the communication
contains “forward-looking” information, such information may include, but is not limited to, projections, forecasts or estimates of cashflows,
yields or return, scenario analyses and proposed or expected portfolio composition. Any forward-looking information is based upon certain
assumptions about future events or conditions and is intended only to illustrate hypothetical results under those assumptions (not all of
which are specified herein or can be ascertained at this time). It does not represent actual termination or unwind prices that may be
available to you or the actual performance of any products and neither does it present all possible outcomes or describe all factors that
may affect the value of any applicable investment or product. Actual events or conditions are unlikely to be consistent with, and may differ
significantly from, those assumed. FAB shall not be under an obligation to update any information contained in this communication.
lllustrative performance results may be based on mathematical models that calculate those results by using inputs that are based on
assumptions about a variety of future conditions and events and not all relevant events or conditions may have been considered in
developing such assumptions. Accordingly, actual results may vary and the variations may be substantial. The products or transactions
identified in any of the illustrative calculations presented herein may therefore not perform as described and actual performance may
differ, and may differ substantially, from those illustrated in this communication. When evaluating any forward looking information you
should understand the assumptions used and, together with your independent advisors, consider whether they are appropriate for your
purposes. You should also note that the models used in any analysis may be proprietary, making the results difficult or impossible for any
third party to reproduce. This communication is not intended to predict any future events. Past performance is not indicative of future
performance. FAB accepts no responsibility and makes no representation to you or to any third parties for, and has not independently
verified, the quality, accuracy, timeliness, continued availability or completeness of any data or calculations contained and/or referred to
in this communication and FAB shall not be liable for any special, direct, indirect, incidental or consequential loss or damage which may
be sustained because of the use of the information contained and/or referred to in this communication or otherwise arising in connection
with the information contained and/or referred to in this communication, provided that this exclusion of liability shall not exclude or limit
any liability under any law or regulation applicable to FAB that may not be excluded or restricted. The transactions and any products
described herein may be subject to fluctuations of their mark-to-market price or value and such fluctuations may, depending on the type
of product or security and the financial environment, be substantial. Where a product or transaction provides for payments linked to or
derived from prices or yields of, without limitation, one or more securities, other instruments, indices, rates, assets or foreign currencies,
such provisions may result in negative fluctuations in the value of and amounts payable with respect to such product prior to or at
redemption. You should consider the implications of such fluctuations with your independent advisers. The products or transactions
referred to in this communication may be subject to the risk of loss of some or all of your investment, for instance (and the examples set
out below are not exhaustive), as a result of fluctuations in price or value of the product or transaction or a lack of liquidity in the market
or the risk that your counterparty or any guarantor fails to perform its obligations or, if this the product or transaction is linked to the credit
of one or more entities, any change to the creditworthiness of the credit of any of those entities. FAB (whether through the individual sales
and/trading personnel involved in the preparation or issuance of this communication or otherwise) may from time to time have long or
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short principal positions and/or actively trade, for its own account and those of its customers, by making markets to its clients, in products
identical to or economically related to the products or transactions referred to in this communication. FAB may also undertake hedging
transactions related to the initiation or termination of a product or transaction, that may adversely affect the market price, rate, index or
other market factor(s) underlying the product or transaction and consequently its value. FAB may have an investment banking or other
commercial relationship with and access to information from the issuer(s) of securities, products, or other interests underlying a product
or transaction. FAB may also have potential conflicts of interest due to the present or future relationships between FAB and any asset
underlying the product or transaction, any collateral manager, any reference obligations or any reference entity. Any decision to purchase
any product or enter into any transaction referred to in this communication should be based upon the information contained in any
associated offering document if one is available (including any risk factors or investment considerations mentioned therein) and/or the
terms of any agreement. Any securities which are the subject of this communication have not been and will not be registered under the
United States Securities Act of 1933 as amended (the Securities Act) or any United States securities law, and may not be offered or sold
within the United States or to, or for the account or benefit of, any US person, except pursuant to an exemption from, or in a product or
transaction, not subject to, the registration requirements of the Securities Act. This communication is not intended for distribution to, or to
be used by, any person or entity in any jurisdiction or country which distribution or use would be contrary to law or regulation. FAB may
process your personal data to provide you with information or promotional and advertising communications on products, services, other
events and campaigns.

If you wish not to receive email from the Market Insights team at FAB, please click here to send us your request
to unsubscribe, and you shall no longer receive such information. You can also let us know by contacting your usual FAB
representative should you wish to no longer receive any such further information. You may be entitled according to the applicable laws to
exercise your rights to access, to rectification, to erasure and to portability of your personal data, to restrict the use of and to object to the
processing of your personal data. You may exercise any such aforesaid rights by sending your request to FAB at the following address:
privacy@bankfab.com.
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