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Some Useful Preliminaries 
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Fundamentals vs. Financials 

‒ This is not yet another wasted debate on “which it is” or “which 

matters most.” 

‒ Fundamentals and financials are dynamically intertwined through a 

set of volatile common and external factors. 

‒ In addition, market behavior is driven by selective reading of input 

from both the fundamental and financial sides. 

‒ Accuracy of the information and analysis of what it means for oil 

markets is less of an issue than timing of trades. 

‒ Two (hopefully) useful quotes: 

• “Its very dangerous being smarter than the market.” – W.H. Brown 

• “The New York Mercantile Exchange is the most efficient mis-processor of mis-

information in the history of Western economics.” – D.H. Knapp 
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Fundamentals Counter Forces 

 

 
 

Higher Prices 

• Iran 

• US Recovery 

• Iraq, Nigeria Uncertainties 

• Arab Spring Aftermath 

• Asian Demand Growth 

 

 

 

Lower Prices 

• European Debt Crises 

• Libyan Production Recovery 

• US “Light-Tight” Oil 

• Other Non-Opec Supply 

• Saudi “Balancing”  
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“Truth In Forecasting” (1) 
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2011 Price Forecast 

‒ WTI Prices were $14.10 per barrel higher on average than the 

fundamentals-only based forecast. 

‒ But adjusted for expected financial factors, the difference dropped 

to a $5.85 underestimate. 

‒ The difference for Dated Brent was more than double that for WTI, 

on greater sensitivity to Libya/Arab Spring effects, with the aid of 

high Cushing storage blowing out the WTI-Brent spread. 

‒ The seasonal pattern was very different then expected for both 

benchmarks, with much larger WTI understatements in the earlier 

part of the year, closest fit in the third quarter. 

‒ Financial adjustments had much less than expected impact at the 

end of the year prices. 



2012 Oil Price Outlook 7 

“Truth In Forecasting” (2) 
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2011 Supply-Demand Forecasts 

‒ US rally in “light-tight” oil was biggest surprise with North Dakota 

and Texas in the front. 

‒ Most other non-Opec areas underperformed modestly with the 

North Sea again the worst. 

‒ Opec was up despite Libyan Feb.-Sep. outages as Saudi and 

GCC-4 more than compensated. 

‒ Opec NGLs & Other did about as expected. 

‒ OECD demand underperformance vs. expectations offset by higher 

non-OECD. 

‒ US lagged the most, but China also slowed more than expected. 

Opec hit by Libya as well as weakness elsewhere like Venezuela. 

‒ Other Asia picked up much of the slack. 
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Price Forecast Details 
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Seasonal Benchmark Crude Price Patterns 
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Quarterly Oil Prices 2007-2012 
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Another U-Shaped  Path, More “Normal” Spreads  
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Supply-Demand Background 
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More Supply Than Needed ? 
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 Unbalanced economic and oil demand growth across countries and sectors 

-- OECD versus non-OECD 

   

 Weak OECD economic and demand growth 

-- Debt crises, diminished stimulus, plus anti-oil policies for environmental and 
energy security reasons. 

•  Commercial stockbuilds in first and second quarters useful given low-side year-
end inventories and high geopolitical risk 

 

• SPR outflows for Libyan “relief” by IEA in US and Europe still not fully put back 

 

• Non-OECD SPR are on the way up, but China has been price sensitive in its 
purchases, some downside price protection 

 

• Small third quarter draw on high Mideast Gulf heat related demand and “normal” 
level of Gulf of Mexico storm-relate supply disruptions 

 

• Contra-seasonal build in the fourth quarter on non-Opec seasonal jump and lack 
of accommodation by Opec 

 

 

 

 

The Evolution of 2012 Balances 
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 Unbalanced economic and oil demand growth across countries and 
sectors 

-- OECD versus non-OECD 

   

 Weak OECD economic and demand growth 
-- Debt crises, diminished stimulus, plus anti-oil policies for environmental and energy 

security reasons. 

   

 Relatively strong growth in Asia, led by Asia and Middle East 
-- Demand contractions in Africa and Non-OECD Europe 

   

 Overall global demand growth for 2012 only 500,000 b/d, compared to 
900,000 in 2011 and 2.7 million b/d in 2010 

-- Global economy and oil demand growth seen bottoming out this quarter and next 

 

 However, a price shock, due to a major supply disruption for geopolitical 
reasons, could cause demand destruction 

 
 

 

Oil Demand Issues 
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Demand‟s Mixed Bag 
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 Recovery and new fields extend non-Opec boost  
-- US “light-tight” oil, Canada oil sands, Brazil/Colombia, Ghana 

 

 Ongoing growth in Opec NGLs & Other 
– Saudi Arabia, Nigeria condensates, Qatar/UAE slowing 

– Iran and Iraq at risk 

 

 Biofuels still growing, but not as fast 

 

 Big uncertainties, Russia„s upside, China„s downside 

 

 Will Opec Mideast Gulf Q3 jump offset US Gulf storms 

 

 

Oil Supply Issues 
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Non-Opec Grows Strongly 
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Opec Other Liquids Still Gaining 
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Opec (Saudi) Crude Output Accommodates 



SUPPLEMENTAL DETAIL 

ON 2012 

 NON-OPEC OIL SUPPLY 



North America‟s Renaissance 

 



So. & Cent. America Just Behind 



FSU Still on the Ups 



Ghana Finally Hits Stride 



North Sea Loses More Ground 



Asia Supply Slumps on China Drop 



Still No Help From The Others 
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