Markets

Oil Gauges Plunge as Bulls Rattled
by Trade War, Libyan Barrels

m [ime-spreads crushed as Brent suffers biggest drop since
2011
m Paper, physical oil markets seen disconnected in recent weeks

Crude Sells O'Ff i

Brent and WTI Declines
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Oil bulls have long been holding out for a tighter market. But underlying indicators of supply, and
America’s escalating trade war with China, have suddenly given them the jitters.

tumbled in sympathy. The spread between December 2018 and December 2019 futures -- a favorite
play for hedge funds -- settled at the weakest in four months. Trading volumes on the global
benchmark hit the second-highest on record. Brent’s prompt time-spread on Thursday flipped into
contango, a market structure suggesting near-term surplus.


https://www.bloomberg.com/markets?source=eyebrow
https://www.bloomberg.com/authors/ASWZ4CP5myQ/alex-longley
https://www.bloomberg.com/news/terminal/PBR2346KLVRF

Spread Slide
Brent September-0ctober spread hits multi-month lows

B Brent September-0ctober spread
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Source: ICE Futures Europe

Crude’s move lower on Wednesday was rooted in the escalation of the trade war between the U.S.

Those headlines were enough to cause oil bulls to throw in the towel -- for now at least.

“There has been a growing disconnect between physical and paper markets over the past month
and the near-$6 a barrel sell-off in Brent was the paper markets reconnecting with this reality,”
Thibaut Remoundos and Mark MacLean of Commodities Trading Corp. in London, which advises
on hedging strategies, said in a report.

The sharp sell-off in crude markets also saw oil options grow more bearish. Traders were asking for
the biggest premium for bearish put options over bullish calls in two weeks on Thursday, a
significant turnaround to earlier this week when call options were more expensive than puts.


https://www.bloomberg.com/politics/articles/2018-07-11/trump-s-tariff-barrage-pushes-china-fight-to-point-of-no-return
https://www.bloomberg.com/news/articles/2018-07-12/trade-war-fallout-mapped-in-commodity-gauges-from-soy-to-copper
https://www.bloomberg.com/news/terminal/PBQYKE6TTDS5
https://www.bloomberg.com/news/terminal/PBNQDG6K50XX

Bearish Skew
Brent put options in demand as price tumbles

B Erent skew
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Source: ICE Futures Europe, Bloombarg Bloomberg @

Countries is ramping up production for the first time since output cuts took effect at the
beginning of last year. The brunt of the impact from OPEC’s strategy shift has has been felt on
Brent time-spreads, consultant Energy Aspects wrote in a report this week.

“The fact that Brent spreads simply cannot perform is telling,” Energy Aspects said, noting falling

U.S. inventories  and looming sanctions on Iran. “The prompt seaborne market still feels terribly
soggy.”

Urals, Forties

There’s no marked weakness in Europe’s physical oil markets, but differentials for the region’s
individual crude grades have not been trading at levels that reflect futures at $80, according to
Warren Patterson, senior commodity strategist at ING Bank NV. Brent neared that level on Tuesday.

Differentials for Russian Urals crude have recovered from multi-year lows  reached in late-April

and early-May. Similarly, discounts paid for key North Sea grade Forties have been little changed
since early June.

Still, some analysts saw Wednesday’s sell-off as overdone. With global spare capacity set to decline,
and sanctions on Iran due to bite in November, the $5.46 drop in Brent was “out of whack with the
fundamental reality,” UBS Group AG analysts including Giovanni Staunovo wrote in a report.

— With assistance by Laura Hurst


https://www.bloomberg.com/news/articles/2018-07-11/libya-s-noc-said-to-resume-control-of-eastern-oil-ports
https://www.bloomberg.com/news/terminal/PBQVYY6JTSER
https://www.bloomberg.com/news/terminal/PBPLR86TTDS7
https://www.bloomberg.com/news/terminal/P825FN6K50XW
https://www.bloomberg.com/news/articles/2018-07-12/opec-output-may-be-stretched-to-limit-by-supply-crises-iea-says
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