


Key oil-related issues 
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The effect of oil prices on gas prices 
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Sources:	
  OPEC	
  and	
  CGES	
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Gas	
  prices	
  in	
  Europe	
  and	
  Japan	
  are	
  related	
  to	
  oil	
  prices	
  via	
  long-­‐term	
  contracts	
  and	
  thus	
  
follow	
  changes	
  in	
  oil	
  prices	
  with	
  (variable)	
  lags.	
   	
  This	
  observaXon	
  is	
  not	
  applicable	
  to	
  the	
  
United	
  States,	
  especially	
  aZer	
  2005	
  when	
  the	
  shale	
  gas	
  revoluXon	
  got	
  underway.	
  

The	
  
effect	
  of	
  
shale	
  
gas	
  



Gas price changes and gas demand in the US and the EU 
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Due	
  to	
  the	
  shale	
  gas	
  revoluXon	
  in	
  the	
  United	
  States	
  there	
  has	
  been	
  a	
  decoupling	
  of	
  gas	
  prices	
  from	
  oil	
  prices	
  (see	
  a	
  
previous	
  graph).	
  	
  This	
  decoupling	
  started	
  in	
  2005	
  and	
  has	
  conXnued	
  since	
  then.	
  	
  The	
  Henry	
  Hub	
  US	
  wholesale	
  price	
  
has	
  dropped	
  more	
  sharply	
   than	
  the	
  city	
  gate	
  prices	
  shown	
  here.	
   	
  Be	
   that	
  as	
   it	
  may,	
   the	
   fall	
   in	
  US	
  gas	
  prices	
  has	
  
sXmulated	
   once	
   again	
   the	
   demand	
   for	
   natural	
   gas	
   in	
   the	
   world’s	
   largest	
  market	
   for	
   this	
   fuel.	
   	
   In	
   contrast,	
   gas	
  
consumpXon	
   in	
   the	
  European	
  Union	
  was	
   lower	
   in	
  2011	
   than	
   in	
  2005,	
   largely	
  due	
   to	
   the	
  almost	
  doubling	
  of	
   gas	
  
prices	
   between	
   2005	
   and	
   2011.	
   	
   Gas	
   prices	
   in	
   the	
   EU	
   are	
   driven	
   by	
   oil	
   prices	
   through	
   oil-­‐linked	
   term	
   supply	
  
contracts	
  for	
  roughly	
  half	
  of	
  the	
  gas	
  needed.	
  	
  For	
  15	
  years	
  now	
  there	
  have	
  been	
  disputes	
  between	
  major	
  suppliers	
  
Gazprom	
  and	
  Statoil	
  and	
  their	
  customers	
  about	
  these	
  supply	
  contracts.	
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The impact of shale oil on US oil imports 

US Production and imports of  crude oil : Jan-08 to Sep-12, in mbpd 
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The	
   shale	
  oil	
   revoluXon	
   in	
   the	
  United	
  States	
  has	
   resulted	
   in	
  a	
  producXon	
   increase	
  of	
  around	
  1	
  mbpd	
  
between	
   Jan-­‐08	
   and	
   Sep-­‐12,	
   and	
   a	
   concomitant	
   decrease	
   in	
   crude	
   oil	
   imports	
   of	
   about	
   the	
   same	
  
magnitude.	
  

Sources:	
  Yahoo	
  Finance,	
  NYMEX	
  and	
  CGES	
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Can oil costs justify $100/bbl plus oil? 
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Sources: PIW, Argus and CGES 



Fundamentals – the need for OPEC oil	
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Sources:	
  IEA	
  and	
  CGES	
  

For	
  two	
  years	
  running	
  (2010	
  and	
  2011)	
   the	
  need	
  for	
  addiXonal	
  OPEC	
  oil	
  exceeded	
   increases	
   in	
   its	
  output,	
  
causing	
  large	
  global	
  stock	
  draws	
  and	
  sharp	
  increases	
  in	
  the	
  price	
  of	
  oil.	
   	
  This	
  year	
  there	
  will	
  be	
  a	
  significant	
  
stock	
  build,	
  but	
  the	
  effect	
  on	
  oil	
  prices	
  will	
  be	
  minimal	
  because	
  of	
  the	
  need	
  to	
  rebuild	
  inventories.	
  	
   ,	
  
cuts	
  in	
  OPEC’s	
  output	
  will	
  be	
  required	
  to	
  prevent	
  oil	
  prices	
  from	
  falling	
  heavily.	
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Incremental	
  oil	
  demand	
  (mbpd)	
  

Sources:	
  IEA	
  and	
  CGES	
  

-3000 

-2000 

-1000 

0 

1000 

2000 

3000 

2009 2010 2011 2012 2013 

 OPEC crude 
 Biofuels 
 OPEC NGLs 
 Process. gains 
 FSU 
 China 
 non-OECD 
 OECD 

Sources:	
  IEA	
  and	
  CGES	
  

Incremental	
  oil	
  supply	
  (tbpd)	
  

Note	
  the	
  decline	
  in	
  China’s	
  incremental	
  demand	
  for	
  oil	
  
since	
  the	
  recovery	
  year	
  of	
  2010.	
  

OPEC	
   did	
   not	
   increase	
   its	
   oil	
   producXon	
   enough	
   in	
  
both	
  2010	
  and	
  2011,	
  aZer	
  the	
  very	
  large	
  cut	
  in	
  2009.	
  



Oil fundamentals: global stock cover and the need for OPEC oil 

Call on OPEC oil plus stocks, OPEC production and Dated Brent, quarterly from 1Q09 to 4Q13  
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Differences	
  between	
  global	
  demand	
  and	
  supply	
  cause	
  changes	
  in	
  the	
  world’s	
  inventory	
  levels.	
   	
  The	
  amount	
  of	
  oil	
  
held	
   in	
   storage	
   typically	
   exceeds	
   or	
   falls	
   short	
   of	
   the	
   desired	
   amount,	
   segng	
   up	
   forces	
   that	
   lead	
   to	
   oil	
   price	
  
changes.	
  	
  The	
  zero-­‐stock-­‐change	
  need	
  for	
  oil	
  from	
  OPEC	
  (the	
  world’s	
  residual	
  supplier)	
  is	
  augmented	
  or	
  diminished	
  
according	
   to	
   the	
  difference	
  between	
  desired	
  and	
  actual	
  global	
   stock	
  cover.	
   	
   The	
  call	
  on	
  OPEC	
  oil	
   including	
   stock	
  
needs,	
  when	
  compared	
  with	
  OPEC’s	
  actual	
   level	
  of	
  producXon,	
  generates	
  dynamic	
   forces	
  that	
  cause	
  oil	
  prices	
  to	
  
change	
  in	
  the	
  appropriate	
  direcXon.	
   	
  We	
  are	
  anXcipaXng	
  a	
  period	
  of	
  rising	
  stock	
  cover	
  during	
  the	
  course	
  of	
  2013,	
  
accompanied	
  by	
  cuts	
  in	
  OPEC	
  producXon	
  in	
  order	
  to	
  let	
  oil	
  prices	
  down	
  gently.	
  

Sources:	
  IEA,	
  Argus	
  and	
  CGES	
  

days! $/bbl!



The Iran factor 

Iran’s	
  oil	
  exports	
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∆	
  in	
  OPEC’s	
  output,	
  Jan-­‐12	
  to	
  Sep-­‐12	
  

Iran’s	
  oil	
  exports	
  reached	
  a	
  low	
  point	
  in	
  July	
  2012	
  due	
  to	
  the	
  
EU’s	
   sancXons,	
   but	
   they	
   had	
   recovered	
   somewhat	
   by	
  
September,	
  with	
  boosts	
  in	
  Iranian	
  exports	
  to	
  S.	
  Korea,	
  China	
  
and	
   India.	
   	
   From	
   Jan-­‐12	
   to	
   Sep-­‐12	
   the	
   OPEC	
   member-­‐
countries	
  managed	
  to	
  increase	
  their	
  net	
  output	
  by	
  240	
  tbpd.	
  



The world’s spare oil production capacity 

OPEC’s	
  spare	
  capacity	
  as	
  a	
  %	
  of	
  global	
  oil	
  demand	
  and	
  the	
  OPEC	
  basket	
  price	
  ($/bbl)	
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As	
  expected,	
  OPEC’s	
  spare	
  capacity	
  is	
  inversely	
  related	
  to	
  the	
  price	
  of	
  
oil,	
   since	
   OPEC	
   is	
   the	
   world’s	
   residual	
   supplier	
   of	
   oil.	
   	
   However,	
   a	
  
word	
  of	
  cauXon	
   is	
  needed:	
  one	
  must	
  disXnguish	
  between	
  voluntary	
  
and	
  involuntary	
  changes	
  in	
  OPEC’s	
  spare	
  capacity.	
   	
  When	
  OPEC	
  cuts	
  
producXon	
  to	
  boost	
  prices,	
  spare	
  capacity	
  inevitably	
  rises.	
  

Saudi	
   Arabia	
   possesses	
   the	
   lion’s	
   share	
   of	
   global	
   spare	
  
capacity,	
  which	
  confers	
  upon	
   it	
   the	
  ability	
   to	
   influence	
   the	
  
price	
  of	
  oil	
  through	
  its	
  output	
  policy.	
  	
  Kuwait,	
  Qatar	
  and	
  the	
  
UAE	
   usually	
   follow	
   the	
   Kingdom’s	
   lead	
   in	
   pricing	
   policy.	
  	
  
Note	
   the	
   difference	
   in	
   spare	
   capacity	
   as	
   a	
   percentage	
   of	
  
global	
  oil	
  demand	
  including	
  and	
  excluding	
  NGLs.	
  



Oil fundamentals and financial markets 
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Oil as an asset class 

The Standard and Poor’s 500 index of  leading US shares versus the price of  oil (quarterly, 1Q07 – 3Q12) 
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Leading	
  up	
  to	
  the	
  financial	
  crisis	
  of	
   late	
  2008	
  there	
  was	
  no	
  apparent	
  connecXon	
  between	
  US	
  equiXes	
  
and	
   the	
   price	
   of	
   oil,	
   but	
   from	
   3Q08	
   onwards	
   the	
   two	
   series	
   began	
   to	
   move	
   in	
   the	
   same	
   direcXon,	
  
especially	
  between	
  1Q09	
  and	
  3Q12,	
  when	
  the	
  correlaXon	
  coefficient	
  between	
  the	
  two	
  was	
  96.5%.	
  	
  Just	
  
recently	
   the	
   two	
   series	
   have	
   diverged	
   somewhat,	
   the	
   S&P	
   500	
   registering	
   a	
   buoyancy	
   that	
   is	
   not	
  
reflected	
  in	
  the	
  way	
  the	
  price	
  of	
  WTI	
  has	
  moved.	
  	
  

Sources:	
  Yahoo	
  Finance,	
  NYMEX	
  and	
  CGES	
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The US’ cheap money policy and oil prices 

US 3-month Treasury Bill yields and the WTI front month price (quarterly, 1Q04 – 3Q12) 

14 

UnXl	
  the	
  third	
  quarter	
  of	
  2006	
  the	
  US	
  3-­‐month	
  TB	
  yield	
  and	
  the	
  price	
  of	
  oil	
  were	
  heading	
  in	
  the	
  same	
  
direcXon,	
  reflecXng	
  in	
  part	
  the	
  strength	
  of	
  the	
  US	
  economy.	
   	
  ThereaZer,	
  as	
  economic	
  growth	
  started	
  to	
  
weaken	
  Ben	
  Bernanke’s	
  Fed	
  began	
  to	
  pursue	
  a	
  cheap	
  money	
  policy,	
  which	
  became	
  an	
  ultra-­‐cheap	
  policy	
  
from	
   4Q08	
   onwards	
   as	
   the	
  US	
   entered	
   a	
   deep	
   recession	
   that	
   lasted	
   a	
   year.	
   	
   Since	
   then	
   the	
   Fed	
   has	
  
conXnued	
  with	
  its	
  cheap	
  money	
  policy,	
  which	
  has	
  played	
  a	
  part	
  in	
  raising	
  and	
  keeping	
  oil	
  prices	
  high.	
  

Sources:	
  Fed	
  Reserve,	
  NYMEX	
  and	
  CGES	
  



Oil prices and speculation 

The CGES’ index of  speculation intensity and WTI, weekly from Jan-11 to Oct-12 
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The	
   CGES’	
   index	
   of	
   speculaXon	
   intensity	
   regarding	
   the	
   oil	
   futures	
   contract	
   on	
   NYMEX	
   seems	
   to	
   be	
  
inversely	
   related	
   to	
   the	
   spot	
   price	
   of	
  WTI;	
   levels	
   of	
   pure	
   speculaXve	
   acXvity	
   tend	
   to	
   rise	
  when	
  WTI	
   is	
  
falling	
  and	
  vice	
  versa.	
  

Sources:	
  CFTC,	
  EIA	
  and	
  CGES	
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The CGES price outlook 

Dated	
  Brent	
  oil	
  price	
  forecasts	
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In	
  all	
  three	
  cases	
  OPEC	
  cuts	
  producXon	
  in	
  2013	
  by	
  0.5	
  mbpd	
  on	
  average	
  compared	
  with	
  
2012	
   in	
   order	
   to	
   prevent	
   the	
   price	
   of	
   the	
  OPEC	
   basket	
   dipping	
  much	
   below	
   $100/bbl.	
  	
  
Dated	
  Brent	
  averages	
  $103/bbl	
  next	
  year	
  in	
  the	
  base	
  case	
  versus	
  $112/bbl	
  for	
  2012.	
  



Key uncertainties 

EvaluaNng	
  the	
  uncertainNes	
  surrounding	
  our	
  Reference	
  Case	
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These	
  uncertainXes	
  are	
  designed	
  to	
  delineate	
   the	
  boundaries	
  surrounding	
  our	
  base	
  case.	
   	
  The	
   table	
  
concludes	
  that	
  there	
  is	
  a	
  1	
  in	
  33	
  chance	
  that	
  oil	
  prices	
  will	
  be	
  higher	
  than	
  our	
  base	
  case	
  next	
  year	
  (i.e.,	
  
$103/bbl	
  for	
  Brent)	
  and	
  a	
  1	
  in	
  50	
  chance	
  that	
  they	
  will	
  be	
  lower.	
  



The CGES produces a number of reports offering 
crude oil and product market analysis 

The	
  Global	
  Oil	
  Insight	
  package,	
  which	
  includes	
  …	
  

• 	
  	
  	
  Weekly	
  Outlook	
  
• 	
  	
  	
  Oil	
  Market	
  Prospects	
  with	
  Price	
  Forecasts	
  
• 	
  	
  	
  Industry	
  Watch	
  
• 	
  	
  	
  Monthly	
  Comment	
  
• 	
  	
  	
  Bi-­‐monthly	
  Focus	
  

The	
  Monthly	
  Oil	
  Report	
  
• 	
  	
  Monthly	
  crude	
  oil	
  market	
  analysis	
  and	
  price	
  forecasts	
  

The	
  Product	
  Price	
  Report	
  
• 	
  	
  Monthly	
  oil	
  product	
  market	
  analysis	
  and	
  price	
  forecasts	
  

The	
  Annual	
  Forecast	
  and	
  Review	
  2012	
  
• 	
  	
  Annual	
  review	
  and	
  forecasts	
  of	
  oil	
  market	
  fundamentals	
  

The CGES’ Oil Market analysis 


