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Oil prices fell nearly 30% in the last three months, returning to similar levels as late 2017, when prices
hovered at approximately USD 601 for several months. Recent concerns over the magnitude of the impending
global slowdown have hit oil harder than other commodities, especially considering that the oil market has
been marked by high liquidity and oversupply in the past few years, due to the increase in shale oil production
in the US, among other reasons. An interesting exercise at this point would be to estimate what global GDP
growth rate would justify such a significant drop in prices. According to our models, in order to justify prices at
USD 50/barrel – as was the case a few weeks ago –, global growth would have to slow down by approximately
1.5 p.p. and approach 3.0%. In our scenario, we see global growth slowing, albeit at a lesser magnitude: from
4.1% in mid-2018 to 3.4% at the end of 2019. The recent price correction, which brought prices back to around
USD 60/barrel, already reflects a slowdown of this magnitude.
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Global economic slowdown predicted for 2019 does not justify the price of oil dipping
below USD 55/barrel Myriã Bast

Source: Bloomberg, Bradesco

At the beginning of 2018, increased demand pushed prices over USD 70/barrel for a few months, amid
expectations for strong global growth and restricted supply by OPEC. OPEC members continued to adhere to
the production cut agreement until mid-2018, which helped prices recover to previous levels. On the demand
side, global GDP growth reached 4.1% by the middle of the year, boosted by strong growth in the US.

With prices approaching USD 80/barrel, OPEC began to increase supply, partly because its member
countries wanted to take advantage of higher prices to balance their budgets. In addition, US production was
repeatedly being revised upwards over the course of the year. While in December 2017, annual production
had been expected to grow 6%, actual growth for 2018 came in at 15%, with forecasts calling for production to
increase over 16% in 2019.
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Chart 1: Oil Prices 
USD/barrel, per type

1 We use the price of Brent oil as a reference throughout this text.



Macroeconomic Research Department 2

Depec Highlight- Bradesco

Chart 2: Oil production – OPEC
Million barrels/day

Source: OPEC, Bradesco

While supply increased, global growth began to be adjusted downwards, amid uncertainty over the
magnitude of the impact of the trade war. Some assets have incorporated a significant slowdown in global
growth, in particular stock and oil prices. Although oil is a commodity whose price is strongly impacted by
supply fundamentals – as recently exemplified by the effects of the trade and financial sanctions applied by
the US against Iran –, it is also quite sensitive to economic cycles. As a result, prices dipped by more than 35%
when uncertainty over the magnitude of the global slowdown increased.

In general, we used global activity data and worldwide inventory forecasts to estimate the price of oil
suggested by the fundamentals. This model uses global PMI and the one-year-ahead forecast for worldwide
inventoried from the US Energy Information Administration (EIA) as explanatory variables. In the fourth
quarter of 2017, the suggested oil price was USD 66/barrel, while the actual price was USD 61/barrel – within
the average error of the forecast model, which is USD 5/barrel.

We can apply this same model to a reverse exercise and estimate the growth rate implicit in the current
price of oil. Since our model already controls for the changes in inventories expected for the next year and
seasonal effects, the difference in price should be explained by a change in the current growth rate – or by a
change in growth expectations. According to our calculations, the implicit GDP growth rate that would justify
the price of oil at USD 75/barrel would be 4.5% – quite similarto the actual growth rate midway through
2018. However, to justify a price of USD 50/barrel, GDP growth would have to be at 3.0%. In other words, the
plunge in oil prices over the past few months implies a downward revision to global GDP of 1.5 p.p.

Chart 3: Oil production – USA
Million barrels/day

Source: EIA, Bradesco
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Table 1: Forecast model: Global GDP growth compatible with oil prices

Source: Bradesco

The prices of other commodities also fell, but not as sharply as crude oil. Among agricultural commodities,
supply fundamentals have a significant impact on price formation, while demand is less sensitive to global
growth revisions (the price elasticity of demand is lower). Meanwhile, metal commodities lost nearly 20%
since mid-2018, when the global GDP began to slow down and uncertainty over the pace of deterioration of
the global economy began to increase.
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This drop in commodity prices provides some relief to worldwide and domestic inflation, with implications
on global monetary policy in 2019. In Brazil, a 10% increase in oil prices in Brazilian reais would impact the
Broad Consumer Price Index (IPCA) by about 30 b.p. Therefore, prices at approximately USD 50/barrel would
provide some additional relief to the 4.0% IPCA expected for 2019. However, we do not expect such a sharp
slowdown in the global economy, even as we recognize that uncertainty levels have increased. With global
growth slowing from a peak of 4.1% in mid-2018 to 3.4% by the end of this year, oil prices should remain
slightly below USD 60/barrel. In this case, our inflation forecast already accounts for this price level.

Price 

(USD)

Compatible 

GDP growth

50 3.0%

54 3.3%

62 3.8%

75 4.5%

80 5.5%
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DEPEC – BRADESCO is not responsible for any acts/decisions taken on the basis of the information available through its publications and
projections. All data or opinions contained in the information herein is carefully checked and prepared by fully qualified professionals, but should
not be taken, under any circumstances, as a basis, support, guidance or standard for any document, assessment, judgment or decision-making, of a
formal or informal nature. Thus, we emphasize that all consequences and responsibility for the use of any data or analysis of this publication are
assumed solely by the user, exempting BRADESCO from all actions resulting from the use of this material. We also point out that access to this
information implies acceptance of this term of responsibility and usage. The total or partial reproduction of this publication is strictly prohibited,
except with authorization from Banco BRADESCO or full citation of the source (naming of the authors, the publication and Banco BRADESCO).
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