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Analyst H H H
el S Cyclicality and Russian shock
(47)22827253
bjarne.schieldrop@seb.no Russia is the world’s biggest energy exporter, and the global economy is

being hit by an energy supply shock following Russia’s invasion of Ukraine.
Prices are behaving in ways we have not seen in decades or maybe ever. The
effects are both immediate and structurally lasting. Significant losses in
Russian supply could drive inventories much lower and prices much higher.

The Russian energy shock

This is hitting the market while supply is struggling to revive following the recent
cyclical trough in production and capex. Some 2-3m bl/d of Russian crude and
products is expected to be lost in April with hopes that losses will not be as high
thereafter. However, changes to politics, sanctions and energy are structural with
lasting effects.

Demand is recovering but China is an unknown

Demand is reviving as Covid-19 lockdowns ease. China is a big unknown as its zero

Covid-19 tolerance so far has left its population quite unexposed to the pandemic.

Recent lockdowns affecting more than 200m people in more than 30 cities in China

reflect this. Demand is, in general, adjusted lower along with higher prices. Much

New and old oil price forecasts (USD/bl) higher prices, rising interest rates and contracting stimulus may potentially drive
New Old Change the global economy into recession with contracting oil demand down the road.

Tenor

Q1/22 98 85  +13 High risk for high prices

Q2/22 120 85  +35 We have adjusted our Brent crude oil price forecasts much higher. The market is
Q5/22 110 75 +35  glready experiencing significant losses of supply of oil products with losses of
2022 106 77.5 28.5 . . . ; .

2023 85 <0 Prs Russian crude supply to come in April. There will be lasting effects beyond the
2024 80 60 20 nearest quarters. We still expect prices to peak in Q2/22 but the expected surplus

in H2/22 could quickly shift to deficit, yet lower inventories and even higher prices
beyond Q2.
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OECD inventories have fallen sharply and continuously since August 2020.
Inventories are now well below the 2015-19 average and at the lowest level
since 2014. Projections by the US EIA in its March STEO report are that deficit
now will turn to surplus with rising inventories going forward. The US EIA
projects that the global market will run an average surplus of 0.6m bl/d from
March-December 2022 and a surplus of 0.4m bl/d on average in 2023.

US crude and product stocks excl. SPR well below norm
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Higher inventories from here, says the US EIA. The agency argues that this is
as far down as we will get in OECD commercial inventories (projected in its
latest STEO report from March). The projected surplus of +0.6m bl/d for the rest
of 2022 is, however, small versus the potentially huge outage and loss of supply
from the world’s biggest energy exporter, Russia. A turn to a running surplus
and rising inventories could thus quickly be swept away and instead become a
continued and significant deficit with a further sharp drawdown in OECD
inventories.

OECD oil inventories as seen by US EIA in its STEO report

US Mar 2022 STEO outlook for global supply-demand
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US and global middle distillate inventories are very low. US crude and
product inventories are updated with a high frequency and are thus easy to
follow. They are often a good proxy of the state of global oil inventories.

US oil inventories are now significantly below normal (2015-19) in terms of
crude and are at a very low level with respect to middle distillates (diesel
products). Jet fuelis a type of middle distillate product and can be added to this,
thus placing mid-distillates and jet at 33.5m barrels below normal.

US crude and selected product inventories vs 2015-19 US crude and selected product inventories vs 2015-19
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US gasoline inventories are fairly close to normal, while the US jet and middle
distillate stocks are very low and continue to fall sharply.
Global oil product demand was far below normal during 2020 and 2021.
Demand for jet fuel was hit especially hard as aviation activity halted due to
Covid-19. Overall refinery margins during these two years were poor with a
huge surplus of refining capacity. A significant amount of older refining capacity
has been shut down and closed for good over the past two years. As middle
distillate demand now recovers along with re-openings of economies in the
wake of Covid-19 lockdowns, we are suddenly in a situation where middle
distillate capacity is very, very tight. The Russian/Ukrainian situation has made
a problematic situation acute.

US jet and mid-dist inventories vs 2015-19 average US gasoline inventories vs 2015-19 average
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Crude oil prices have risen to the highest level since 2014. Amid the recent
volatility following the invasion of Ukraine, the Brent crude oil price rose to an
intraday high of USD 139.13/blon 8 March. The current Brent priceis USD 114/bl.
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The USD is the yardstick by which crude oil is valued. This yardstick is now in
rapid change. The US M2 money supply has increased by 50% since the start of
2019 (three years) and US inflation has jumped as a result. Using the current
USD yardstick as a measure, we get higher, historical crude oil prices in today’s
nominal USD terms. While Brent crude moved to USD 148/blin 2008 in money-
of-the-day evaluations, that price is more like USD 190/bl when we use the
current USD yardstick. The global economy managed quite well from 2011-14
with a Brent crude oil price that moved between USD 120/bl and 160/bl in
today’s money value. Destructive for the global economy would likely be a Brent
crude oil price moving up to USD 200/bl. Brent crude will likely trade around
USD 150/blif US crude and product inventories decline by another 200m bl.

Front-month Brent crude in USD/bl. Nominal and CPI adj.
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Super tight and super backwardated. Tightness in oil markets is typically
displayed in the backwardation of the forward crude and product curves.
Following the Russian invasion of Ukraine, the six-month Brent crude oil time-
spread has spiked to levels far above previous maximus in our data series. The
global middle distillate market is even tighter than the crude oil market along
with reviving mid-dist demand, closures of refineries and loss of Russian refined
products. The six-month ARA 10ppm diesel time-spread recently rose to
exceptional levels versus what we have in our data series. The world has a
diesel problem, and we do not see it going away any time soon.

Brent crude é6mth time-spread rises to unseen levels
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The whole energy complex is moving higher. Oil is not alone in the energy
world. It exists together with natural gas, coal and all other sources of energy.
Most often they move higher and lower together due to substitution and cross
cost links. Oil is always the easiest to transport and use. Natural gas is today
more than USD 100/boe more expensive than crude oil. This creates a natural,
strong bullish pull upwards for crude oil as consumers naturally try to move
away from ultra-expensive natural gas and instead consume something which
is way, way cheaper: Oil.

Brent crude price vs. TTF nat gas in USD/bl (USD/boe)
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Cyclicality: From troughs to peaks. Commodities are strongly impacted by
cyclicality stemming from business cycles and from commodity investment
cycles. Following a trough usually comes a peak. Demand goes down, price goes
down and then capex on new supply goes down. Then demand recovers, prices
rise, capex then starts to pick up and eventually supply starts to expand and
prices ease. We saw thisin 2008/09, in early 2016 and now again following the
price trough in 2020 when oil, coal and natural gas prices averaged 30%, 40%
and 50% below normal for full-year 2020.

Oil and nat gas prices: After a trough comes a peak

Upstream oil and gas capex in USDbn/yr
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Larger cyclicality ahead? A very big topic of discussion these days is whether
we will see larger cyclicality ahead stemming from subdued capex on upstream
oil and gas since the peak in 2014. Some research competitors argue strongly
that this will be the case while others hold the opposite view. The invasion of
Ukraine may have changed the stance in terms of price outlooks to a more
bullish one for both Citi Group and Rystad Energy but that is down to a different
issue than a longer-term cyclicality. Assume that on average new oil production
materialises with a five-year lag following the initiation of capex. Then the
rolling five-year average with a five-year lag would imply that we get weak
production growth of oil in the coming five years. While widely and strongly
argued, this is not a unanimously accepted truth.

Russia is the world’s biggest energy exporter, and its exports are at risk.
Russia was the biggest energy exporter in the world in 2019 according to BP
yearly energy statistics. In terms of hydrocarbon liquids, it was marginally
larger than Saudi Arabia in 2019 (BP implied exports). But when we add more
than 4m boe/d of natural gas exports as well as coal, it is significantly larger than
Saudi Arabia. Russia exported 8.3m bl/d of hydrocarbon liquids in 2019
(implied). However, following the trough in prices, production and capex in
2020/21 its net exports today are probably around 7.7m bl/d consisting of 5m
bl/d of crude and 2.7m bl/d of products. Natural gas exports come on top. The
lion's share of Russian energy exports normally flows to western Europe
through a large web of oil and natural gas pipelines. Only a small share is piped
to Asia.

Oil prices in March have moved in volatile ways we have not seen for many
decades or maybe ever with ultra-large intraday moves, enormous
backwardation and product to crude spreads. The reason is the importance and
the magnitude of Russian energy exports, which are now at risk.

The situation is structural. Europe and the global market will lose energy
supplies from Russia. Western Europe already receives 1m boe/day less of
natural gas versus normal. It also normally receives a large amount of oil
products from Russian refineries. Due to the ongoing “buyers strike” these oil
products are no longer flowing to western Europe with the result that diesel
prices have exploded to levels last seenin 2008.

Implied Russian crude and products exports in 2019
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The issue with Russia is structural and will be a lasting problem. We do not
believe the problem with Russian supply will go away any time soon. Western
Europe has made its decision and is now aiming for an end to consumption of
Russian energy. Russian capex on upstream oil and gas will very likely decline
along with the ongoing severe sanctions from the west as well as the deep
recession now hitting the Russian economy. So Russian oil and gas production
one year down the road is likely going to be lower than today or at least lower
than it otherwise would have been.

There will be significant reduction in offtake of natural gas, crude and oil
products and not all of Russian supply will be able to flow into the global market.
We already see reduced refinery run rates as well as refinery shutdowns in the
southern part of Russia as a result of the current situation. Finding a buyer is not
all that easy.

Not so easy to divert all Russian energy exports to Asia. OECD Europe is
hugely important for Russian energy exports. Russia cannot easily re-route all
of this energy to Asia, i.e. parts of Russian energy will be stranded.

Russia crude and product exports in 2020 by destin.
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Can supply from Iran and Venezuela come to the rescue? “We are almost
there” we hear week after week and month after month. It is very difficult to
say whether the JCPOA deal will be revived or not. We are a bit sceptical and do
not really dare to hope that it will succeed. The fact that it may be repealed
again by the next US president makes it very difficult. We believe Iran has good
reason to be concerned about this possibility. Donald Trump scrapped the
JCPOA deal, which the US previously had signed under President Obama.
Depending on the outcome of the next presidential election, there is a risk that
it will be thrown out yet again.

The OECD countries are of course hoping that one might succeed in reviving the
JCPOA deal as well as getting some resolution versus Venezuela as this could
give great relief to the currently strained global oil market. However, if we did
get additional volumes from Iran and Venezuela back in the market in the
magnitude of maybe 2m bl/d, then altogether it would probably only open the
door for explicit energy sanctions towards Russia and comparable losses in
supply there. So net, net it likely would not lead to a more well supplied market.
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Iran hydrocarbon liquids prod., cons. and implied exp. Venezuela crude oil production
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US oil is production is heading higher but at a slower pace. A lot of capital
destruction over the past decade led to a widespread consolidation of the US
shale oil space over the last 2-3 years. The crash in oil prices in the spring has
also changed the attitude among producers. Production is growing, but capex is
much more controlled and investors do not want to aim for anything more than
measured growth. Even if producers wanted to, they would not be able to grow
faster due to a lack of skilled labour and limited access to materials and parts
due to global bottleneck issues they say. On a Q4-to-Q4 basis, the US will have
a liquids growth of 0.8m bl/d and 0.9m bl/d YoY in 2022E and 202 3E, according
to estimates by the US EIA.
US shale oil production is reviving but more slowly Venezuela crude oil production
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Could a cooling business cycle put an end to the crude oil price rally? The
global economy has a period of massive stimulus behind it. This is now fading
and contracting. Interest rates are moving higher and consumers are getting hit
by rapidly rising energy bills. The Chinese housing market is cooling and is likely
to do so for at least another 6 months. The US ISM manufacturing index seems
to have topped out. The German forward-looking Zew index is almost as low as
it was in March 2020 when Covid-19 hit the global economy.

US ISM Manufacturing versus the Brent crude price
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Target prices and risks

Target price definition and associated risks

Our target price is the analyst's assessment of what total return an investor
should expect over the coming six to 12 months. The target is based on
fundamental equity research and other factors at the analyst's discretion.
Please refer to published reports on the individual companies for a detailed
description of the target price methodology.

Risk levels

The risk level is the analyst’s view of the uncertainty in the earnings forecasts
based on an assessment of the company’s business model, operating risk as well
as financial risk. We use two risk levels with the following explanations:

e Normal risk: All forecasts involve uncertainty and we view companies in
this risk level to have normal forecast risks

e High risk: The earnings forecasts are more uncertain than for an average
instrument due to business model, operating risk, financial risk or any other
reason at the analyst’s discretion. Allinstruments with shorter track record
than 12 months as a listed company are by definition classified as high risk
according to SEB.
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This research reportis produced for the private information of recipients - if you are not a client of ours, you are not entitled
to this research report, and should destroy it. The document is not, and should not be construed as, an offer to sell or
solicitation of an offer to buy any securities. Opinions contained in the report represent the author's present opinion only
and may be subject to change. In the event that the author's opinion should change or a new analyst with a different opinion
becomes responsible for our coverage of the company concerned, we shall endeavour (but do not undertake) to
disseminate any such change, within the constraints of any regulations, applicable laws, internal procedures within SEB, or
other circumstances. If you are in doubt as to the meaning of the recommendation system used by SEB in its research,
please refer to the "Disclaimer"” section of SEB Research website, to which our clients are granted access.

Good faith and limitations

All information, including statements of fact, contained in this research report have been obtained and compiled in good
faith from sources believed to be reliable. However, no representation or warranty, express or implied, is made by SEB with
respect to the completeness or accuracy of its contents, and it is not to be relied upon as authoritative and should not be
taken in substitution for the exercise of reasoned, independent judgement by you. Recipients are urged to base their
investment decisions upon such investigations as they deem necessary. To the extent permitted by applicable law, no
liability whatsoever is accepted by SEB for any direct or consequential loss arising from the use of this document or its
contents.

Distribution

This research report has been prepared by SEB and is being distributed by SEB offices in Stockholm, Copenhagen, Oslo,
Helsinki, Frankfurt, London, Tallinn, Vilnius, Riga and Hong Kong. Research reports are prepared and distributed in Lithuania
by AB SEB bankas and in Estonia by AS SEB Pank in accordance with the requirements of the local laws and Financial
Supervision Authority’s conduct of business rules. It is being distributed in the United States by SEB Securities Inc. ('SEBSI'),
a wholly owned subsidiary of SEB organized under the laws of the State of Delaware, USA. SEBSI accepts responsibility for
the contents of the report. Any United States institutional investor receiving the report, who wishes to obtain further
information or to effect a transaction in any security discussed in the report, should do so only through SEBSI and not its
affiliates. Addresses and Phone numbers for each office can be found at the end of the report.
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The SEB Group: members, memberships and regulators

SEB is a member of, inter alia, Nasdag OMX Nordic, Oslo Stock Exchange, the London Stock Exchange, NYSE Euronext, SIX
Swiss Exchange, Frankfurt Stock Exchange, Tallinn Stock Exchange as well as certain European MTF’s such as BATS-Chi-X,
Turquoise and Burgundy. SEB is regulated by Finansinspektionen in Sweden and, for the conduct of investment services
business, in (i) Denmark by Finanstilsynet, (ii) Norway by Finanstilsynet, (iii) Finland by Finanssivalvonta, (iv) Germany by
Bundesanstalt fir Finanzdienstleistungsaufsicht, (v) the UK by the Financial Conduct Authority and Prudential Regulation
Authority (details about the extent of our regulation by the Financial Conduct Authority and Prudential Regulation
Authority are available from us on request), (vi) Estonia by the Estonian Financial Supervision Authority, (vii) Lithuania by
the Bank of Lithuania, (viii) Latvia by the Financial and Capital Markets Commission and (ix) Hong Kong by Securities and
Futures Commission. SEBSI is a U.S. broker-dealer, registered with the Financial Industry Regulatory Authority (FINRA).
SEBSI is a subsidiary of SEB. SEBSI is authorized to engage in the underwriting of securities but does not make markets or
otherwise engage in any proprietary trading in any securities.

SEB’s research reports are prepared in accordance with the industry standards and codes of conduct applicable to financial
analysts in the countries where they are based. In Denmark, Finland, Norway and Sweden, analysts act in accordance with
the rules of ethics of each country’s Society of Financial Analysts. Analysts comply with the recommendations and industry
standards of the Danish, Norwegian and the Swedish Securities Dealers Associations and with those of the Federation of
Finnish Financial Services. Analysts certified by the CFA Institute also comply with the Code of Ethics of the CFA Institute.
The author of this report is not registered or qualified as a research analyst with FINRA and therefore may not be subject
to the FINRA Rule 2241 restrictions on communications with a subject company, public appearances and trading securities
held by a research analyst account.

Prevention and avoidance of conflicts of interest

All research reports are produced by SEB’'s Research department, which is separated from the rest of SEB by an
Information Barrier. While SEB’s Research and Equities sales and trading are part of the same organisational unit as its
investment banking activities, care is taken to manage any conflict of interest. Our research reports are thus independent
and based solely on publicly available information. Following standard practice, recommendations and target share prices
are removed from research on companies which are the subject of public offers on which SEB is advising. The remuneration
of staff within the Research department is determined exclusively by research management and senior management and
may include discretionary awards based on the firm’s total earnings, including investment banking and markets (sales and
trading businesses) income; however, no such staff receive remuneration based upon specific investment banking or
markets transactions. SEB’s Compliance department monitors the production of research and the observance of the
group's procedures designed to prevent any potential conflicts of interest from affecting the content of research; the latter
are described in greater detail in the "Statement of Policies for dealing with potential conflicts of interest surrounding our
Research activities" which is available on our SEB Research website.

Your attention is also drawn to the fact that:

The current market price of the securities shown in this report is the price prevailing at the close of the business day
preceding the date of publication, save where such price was more than 5% different from the price prevailing as at the
time of publication, in which case it is the latter.

Unless explicitly stated otherwise in this report, SEB expects (but does not undertake) to issue updates to this report
following the publication of new figures or forecasts by the company covered, or upon the occurrence of other events which
could potentially have a material effect on it.

The securities discussed in this research report may not be eligible for sale in all countries, and such securities may not be
suitable for all types of investors. Offers and sales of securities discussed in this research report, and the distribution of
this report, may be made only in countries where such securities are exempt from registration or qualification or have been
so registered or qualified for offer and sale, and in accordance with applicable broker-dealer and agent/salesman
registration or licensing requirements.

Additional recommendation history for the issuer is available at https://research.sebgroup.com/equity

A full list of disclosures for other companies mentioned herein (in which SEB has research coverage), can be found on our
SEB Research website
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Methodology

Our target price is based on valuation approaches described in the Overview section of this report, unless our estimates
are in the process of being updated. Final consideration as to any valuations, projections and forecasts contained in this
report are based on a number of assumptions and estimates and are subject to contingencies and uncertainties, and their
inclusion in this report should not be regarded as a representation or warranty by or on behalf of the Group or any person
or entity within the Group that they or their underlying assumptions and estimates will be met or realized. Different
assumptions could result in materially different results. Past performance is not a reliable indicator of future performance.
Foreign currency rates of exchange may adversely affect the value, price or income of any security or related investment
mentioned in this report. In addition, investors in securities, such as ADRs, whose values are influenced by the currency of
the underlying security, effectively assume currency risk.

Company specific disclosures and potential conflicts of interest

A member of, or an entity associated with, SEB or its affiliates, officers, directors, employees or shareholders of such
members (a) is represented on the board of or similar supervisory entity of Nasdaq but has never been represented on
the board of or similar supervisory entity of the remaining companies mentioned in the report, (b) has from time to time
bought or sold the securities issued by the companies referred to in this report or options relating to these companies, (c)
SEB does not hold any short [ long position exceeding 0.5% of a class of common equity securities of the remaining
companies mentioned in the report, as of 29 Mar 2022, and (d) SEB or its affiliates beneficially do not own debt securities
in any of the companies mentioned in this report, as of 29 Mar 2022.

SEB or its affiliates is, or has within the last 12 months been or expects in the next 3 months to be, party to an agreement
relating to the provision of investment banking services to Nasdaq or an affiliate, or has received from it fees or the
promise of fees in respect of such services.

Within the past 12 months, SEB or its affiliates acted as Lead or Co-Lead Manager in a public offering of securities of
Nasdag.
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SEB’s standardised recommendation structure

Consolidated distribution
as per 31 Dec 2021 (%)

Clients to whom SEB has provided
material investment services, last 12M (%)

Buy 65.8 22.0
Hold 26.6 6.9
Sell 7.6 2.0
Buy Attractive risk/reward - at least 10% upside to target price.

Hold Fairly valued — the security [ instrument is trading close to target price.

Sell Unattractive risk/reward - security [ instrument is trading above target price.

Unrated Company not covered, or we are not allowed to have a recommendation for compliance reasons

Clients from whom SEB has received
investment banking income, last 12M (%)

17.8
5.9
1.3

Source: SEB

Skandinaviska Enskilda Banken AB (publ). All rights reserved.
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