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e Backwardation
— origin: tpremium paid to
o

buyer for delayed delivery
— prompt price above forward Low
— price of accessibility SLOCKS

— disincentive to hold stocks
— no limit to backwardation

e Contango
— origin: charge paid by buyer .
for delayed payment ST(')%QS

— prompt price below forward
— returns to storage

— incentive to hold stocks

— limited by cost of storage

Source: Nymex, Opra
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Market Growth
2004-2007 Hedgers Speculators

Shorts 189% 182%
Longs 195% 165%
Total open interest 202%

Average Market Share
2005-2007 Hedgers Speculators
Shorts 63% 12%
LOﬂgS 62% 15%

Source: CFTC, Nymex
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e Strong demand for transport fuels
e Downstream refinery bottlenecks
e Upstream supply rationing




14 large oil-consuming countries Average growth
Transport fuels +2.4%
Heating fuels  -5.8%
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Refinery utilisation in US, EU, China, India, Singapore

NW Europe crack spread *
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Saudi pricing
rations crude
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$/bbl USGC refinery margins

e \\/ T1 - cOmplex == Arab Heavy - complex
WTI - simple Arab Heavy - simple
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Oil market is in permanent disequilibrium
Refinery upgrading capacity is fully-utilised
Distilling more crude creates surplus residue

Residue competes with crude as a feedstock
Saudi pricing policy rations crude supply...
...S0 prices rise to limit transport fuel demand
...or prices fall to clear surplus heating fuel




The basic feature of the petroleum industry ... is
that it is not self-adjusting...

...a price structure that allows for ups and downs
which fail to bring relief from dearth or glut

Paul Frankel, Essentials of Petroleum, 1946
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