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Speculation without oil stockpiling as a signature: 
a dynamic perspective

(let's get back to basic economic analysis)

Denis Babusiaux and Axel Pierru
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Source: G. Maisonnier (Panorama IFP, 2010)

Open interest is the total of all futures and/or option contracts entered into and not yet
offset by a transaction, by delivery, by exercise, etc. The aggregate of all long open 
interest is equal to the aggregate of all short open interest. 
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S&P GSCI Spot index gains 85% between July 2007 and July 2008

In the wake of the sub-prime crisis (July 2007), Investors were then expecting the dollar 
to depreciate and inflation to rise (with a fall in interest rates and an injection of liquidity 
into the banking system). To hedge against these two risks, investors bought huge 
amounts of commodity futures contracts.

Other possible motivations for these purchases of futures contracts have also been put 
forward: wish to diversify portfolios of assets whose value is only partially correlated with 
commodity prices (for many analysts oil has emerged as a new financial asset class), 
intention to speculate on Chinese economic growth, etc.

In July 2008, the sub-prime crisis proved more serious than expected and, above all, revealed 
itself to be global. Investors were faced with a risk of deflation (linked to the imminent 
recession) and a strengthening of the dollar (owing to risk aversion among investors who, 
amidst a worldwide recession, withdrew to dollar-denominated assets). Furthermore, a shift in 
market fundamentals, linked to the recession, took place. Confronted by a complete change in 
inflation- and dollar-related risks, investors closed their positions en masse, leading to a fall in 
commodity prices.

S&P GSCI Spot index looses 65% between July 2008 and January 2009
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cash-and-carry arbitrage

spot markets physical oil

hedging policies indexation of long-term contracts

Prices of futures and forward contracts are closely related. Getting oil through 
physical settlement of a forward contract – as this occurs in practice - then means paying 
this oil at a futures price.

When - for instance - an airline buys futures contracts to lock in the price of the 
fuel it will use in the future, it will eventually have paid this fuel at a futures price (even if 
these contracts are cash-settled and physical fuel is finally bought on the spot market).

National companies of Saudi Arabia, Kuwait and Iran use futures prices for sales 
to Europe (and, until 2009, to the USA)

Analogy with the theory of contestable markets: commercial transactions are 
carried out directly on the basis of a smooth forward curve (of which the spot price would 
just be an extremity), with futures prices forming a dominant psychological reference in 
traders’ behaviour ...

Changes in futures prices would therefore “spontaneously” reflect in the price of physical oil.
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Oil storage, necessary signature of speculation

a continued - and not just temporary - increase in inventories for the price 
of physical oil to remain above the level justified by market fundamentals.

Oil stock, variable of adjustment between financial and economic equilibriums
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Note: difficult to distinguish from supply fundamentals ...
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DE F EG H IJK G LM N O J PQ PM K OAR H N J SG Q T SK G L FRG Q U F Q IJ K VK F N M IG J Q H EG S H F FW H

IJ UM QG H E M X I FK YZ Z []\ ^K J W YZ Z _ J QA` Oa K G Q T L FK IMG Q S FK G J O H` S JG Q I H T J G Q IE F
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H EG X I J X H IJ L lK G H l W M Q M T FW F Q I O J PQ IE F LK a O F Ha S S N V LE MG Q IJ K F XG Q FK Hj \
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Chinese Stocks (crude oil, diesel and gasoline)
 source: OGP
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s K G L F F N M H IG LG I VG Q IE F H E J K IK a Q c R tu fvj ` G Q IE F N J Q TK a Q R YZ u w R [Z u fvj

DE F O FW M Q O La K U F S N M V H M l F VK J N FG Q IE F H IM Q O MK O F L J Q J W G L M Q M N V HG H \x J P F U FK ` IE F TK M S EG LK F SK F H F Q IM IG J Q J X M O FW M Q O La K U F J Q N V W M l F H H F Q H FG X

P F L J Q HG O FK M TG U F Q IG W F E J K G e J Q f L JK K F H S J Q OG Q T IJ IE F H E J K I K a QA` XJ K

Fy M W S N Fj \

And in the very short run?
The scenario of an oil-demand gradually adjusting to a speculative price leads us 
to define price-elasticity as an increasing function of the time horizon considered.

Short- and long-run elasticities can then be used to calibrate this function.
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P P+ ∆PLet's assume that in           because of speculation: (permanently)

sε : short-run price elasticity (short run: one year)

lε : long-run price elasticity of oil demand
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Due to the gradual reduction in demand,  the elasticity observed depends on the 
time horizon considered, with elasticity increasing the further the horizon in question.
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( )tεLet us define      as the elasticity given by the reduction in demand observed between 
dates 0 and t:
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With supply (production) unchanged, that which is not consumed is, by definition, stored. 
The average volume of oil stocks accumulated during the period is: [ ]0, t
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The average daily increase in stocks is just 0.17 million barrels during 
the first quarter, whereas it is 0.85 million barrels during the first year.
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DE F IK M OG IG J Q M N M K Ta W F Q I J X M H F N XR Xa N XG N NG Q T ba b b N FG H J X I F Q SK F H F Q I F O M Hc

k PE F Q M Q IG LG S M IG Q T M SK G L FG Q LK F M H F` H IJK G Q T M X F P b MK K F N HG H F Q J a T E IJ K MG H F JG N

SK G L F H PE F Q H E J K IRK a Q F N M H IG LG I VG H HW M N N k]\z O J S IG Q T J a K M S SK J M LE]` G Q IE F U FK V H E J K IK a Q IE F MK T a W F Q I L J a N O b Fc

M Q Fy J T F Q J a HK G H FG Q JG N SK G L FK F O a L F H O FW M Q O J Q N V H NG T E I N V M Q O IE FK F XJ K F

K F Ha N I HG Q M Q F T NG TG b N F H IJ L lG Q T \

The very low very-short-run elasticity emphasized by our approach, 
with an oil demand unresponsive to price changes, is consistent with the 
observed high short-term price volatility.
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