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The Problem

Summary Statistics
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Forecasts Predict that Brent Stays Where it Is

The distribution of forecasts for Brent in Q4-18 
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The Challenge of Forecasting

The error in 1yr analyst Brent consensus forecasts 
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Forecasts Assume The Current Price is Right

1yr Brent forecasts and the price of Brent at the time of forecast
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OPEC Production is a Matter of Opinion?

OPEC Production in October 2016

OPEC Member Submission 
(kb/d)

OPEC Estimate 
(kb/d)

Difference 
(kb/d)

IEA Estimate 
(kb/d)

Algeria 1,171 1,088 83 1,120
Angola 1,507 1,586 -79 1,520
Ecuador 542 549 -7 560
Gabon NA 202 NA 200
Indonesia NA 722 NA 740
Iran 3,920 3,690 230 3,720
Iraq 4,776 4,561 215 4,590
Kuwait 3,000 2,838 162 2,930
Libya NA 528 NA 510
Nigeria 1,476 1,628 -152 1,570
Qatar 639 646 -7 620
Saudi Arabia 10,625 10,532 93 10,550
UAE 3,188 3,007 181 3,080
Venezuela 2,316 2,067 249 2,120

33,644 968 33,830

Source: IEA, OPEC, Investec
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The Brent Front Contract Can Be Misleading

Jet prices do not always track the Brent front contract
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The Market is Rebalancing

IEA supply and demand figures, with projections from 4Q17

Source: IEA, Investec
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OPEC/Russia: Appearances can be Deceptive

Changes in production relative to Oct 16 Reference Point
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World Supply Has Grown Significantly

Source: IEA, Investec
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US Shale Production is Back to the 2015 Highs
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Shale Production Growth has been Slowing…
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Demand Is the Key

Source: IEA, Investec
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Other Market Influences
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Do Fundamentals Drive The Market?

The oversupply (supply – demand) and the price of Brent

Source: Investec, Bloomberg, IEA
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Futures Trading has Grown Massively
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Speculators Have Substantial Bullish Bets

Brent Speculative Positions

0

100,000

200,000

300,000

400,000

500,000

600,000

700,000

D
ec-15

Feb-16

A
pr-16

Jun-16

A
ug-16

O
ct-16

D
ec-16

Feb-17

A
pr-17

Jun-17

A
ug-17

B
re

nt
 (C

on
tra

ct
s)

Short Long Net

0

50,000

100,000

150,000

200,000

250,000

300,000

350,000

400,000

450,000

500,000

D
ec-15

Feb-16

A
pr-16

Jun-16

A
ug-16

O
ct-16

D
ec-16

Feb-17

A
pr-17

Jun-17

A
ug-17

W
TI

 (C
on

tra
ct

s)

Short Long Net

US (WTI) Speculative Positions 

Source: Investec, Bloomberg, CFTC



How To Protect Budgets
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Hedging Is a Common Solution
Some examples of Hedging Programmes from public data, collated 
by Bloomberg

Source: Bloomberg

Ryanair

Fiscal year to March 2018
• 2Q 91% at 494 $/MT 
• 3Q 90% at 476 $/MT 
• 4Q 90% at 491 $/MT 
• FY 90% at 493 $/MT

Fiscal year to March 2019 
• 1Q 50% at 492 $/MT 
• 2Q 40% at 475 $/MT 

IAG

2017
• 3Q 94% hedged
• 4Q 79% hedged

2018
• 1Q 62% 
• 2Q 47% 
• 3Q 37% 
• 4Q 29%

Easy Jet

Fiscal year to Sep 2017 
• FY 85% at 611 $/MT

Fiscal year to Sep 2018
• FY 71% at 514 $/MT

Lufthansa

2017
• 3Q 78% at 541 $/MT 
• 4Q 77% at 546 $/MT 
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Gambling Or Risk Management?

We can’t foresee the future. Hedging provides certainty

Source: Bloomberg

• Doing nothing is not riskless
• A layered approach reduces the risk of hedging at the “wrong time”
• Hedging can help to smooth out price fluctuations
• Hedges give you time to adjust to market shifts
• The policy should fit the airline
• Consistency is key
• Document the hedge policy
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Disclaimer
This presentation and any attachments (including any e-mail that accompanies it) (together “this presentation”) is for general information only and is the
property of Investec Bank plc (“Investec”). It is of a confidential nature and all information disclosed herein should be treated accordingly.

Making this presentation available in no circumstances whatsoever implies the existence of an offer or commitment or contract by or with Investec, or any of
its affiliated entities, or any of its or their respective subsidiaries, directors, officers, representatives, employees, advisers or agents (“Affiliates”) for any
purpose.

This presentation as well as any other related documents or information do not purport to be all inclusive or to contain all the information that you may need.
There is no obligation of any kind on Investec or its Affiliates to update this presentation. No representation or warranty, express or implied, is or will be made
in relation to, and no responsibility or liability is or will be accepted by Investec or its Affiliates as to, or in relation to, the accuracy, reliability, or completeness
of any information contained in this presentation and Investec (for itself and on behalf of its Affiliates) hereby expressly disclaims any and all responsibility or
liability (other than in respect of a fraudulent misrepresentation) for the accuracy, reliability and completeness of such information. All projections,
estimations, forecasts, budgets and the like in this presentation are illustrative exercises involving significant elements of judgement and analysis and using
the assumptions described herein, which assumptions, judgements and analyses may or may not prove to be correct. The actual outcome may be materially
affected by changes in e.g. economic and/or other circumstances. Therefore, in particular, but without prejudice to the generality of the foregoing, no
representation or warranty is given as to the achievability or reasonableness or any projection of the future, budgets, forecasts, management targets or
estimates, prospects or returns. You should not do anything (including entry into any transaction of any kind) or forebear to do anything on the basis of this
presentation. Before entering into any arrangement, commitment or transaction you should take steps to ensure that you understand the transaction and
have made an independent assessment of the appropriateness of the transaction in light of your own objectives and circumstances, including the possible
risks and benefits of entering into such a transaction. No information, representations or opinions set out or expressed in this presentation will form the basis
of any contract. You will have been required to acknowledge in an engagement letter, or will be required to acknowledge in any eventual engagement letter,
(as applicable) that you have not relied on or been induced to enter into engaging Investec by any representation or warranty, except as expressly provided
in such engagement letter. Investec expressly reserve the right, without giving reasons therefore, at any time and in any respect, to amend or terminate
discussions with you without prior notice and disclaim hereby expressly any liability for any losses, costs or expenses incurred by that client.

Investec Bank plc whose registered office is at 2 Gresham Street, London EC2V 7QP is authorised by the Prudential Regulation Authority and regulated by
the Financial Conduct Authority and the Prudential Regulation Authority, registered no.172330.
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