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Why is the oil price not falling?

The current and expected slowdown in global growth has led to a decline in
prices of cyclical commodities (metals), but not in the oil price, which has
held up despite the slowdown in global demand for oil. Why is the oil price

insensitive to the current global economic cycle? Probably because:

1- A shortage of oil remains the outlook for the medium term, even though it

has been deferred;

2- The producer countries (mainly Saudi Arabia) adjust their production

according to demand;
3- Geopolitical risks have led to substantial precautionary stock-building.

The fact that the oil price remains very high while growth is weak is

obviously pro-cyclical.
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Slowdown in global
growth and in global
demand for oil

summer of 2010, due to a decline in consumption in OECD countries.
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The slowdown in actual and expected global growth, especially in industrial
growth (Charts 1A and B), has led to a marked slowdown in global oil
consumption (Charts 1C and D), which is currently at the same level as in the
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Chart 1D
Qil consumption (million bbl/day)
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The global economic slowdown has led to a fall in the prices of cyclical
industrial commodities, such as metals and coal (Charts 2A, B, C and D),

which is normal.

But there has not been any enduring fall in the oil price (Chart 3), despite the
stagnation in global demand for oil.
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Qil price (Brent, USD/bbl)
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Why is the oil price not

Why is the oil price not falling despite the sluggishness of the global

falling?

economy and the weak global demand for oil?

We can think of three explanations:
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1. Insufficient supply of oil remains the outlook for the medium term

Even though oil demand is currently weakened, insufficient supply of oil remains
the medium-term outlook (Chart 4).
This is keeping the expected oil price in the long term high (Chart 5).
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2. Control of supply by the producer countries (mainly Saudi Arabia)

The oil-producing countries adjust their production according to demand
(Chart 6, which shows global demand excluding stocks).

At present, these countries actually need a high oil price to cover their
government expenditure, which has increased sharply (Chart 7).

This adjustment in the supply of oil mainly takes place via changes in Saudi
Arabian production (Chart 8): this country keeps its production just above 10
million barrels/day to avoid the excess supply that would appear if it produced at full
capacity (13 million barrels/day). We can clearly see that changes in other OPEC
countries’ production are neutralised by Saudi Arabian production.

3. Geopolitical risks and precautionary stock-building

Chart 9 shows the implicit change in global oil stocks, or the gap between
production and demand excluding stocks.

In the recent period, since the start of 2012, the increase in stocks has been

substantial, i.e. 2 to 3 million barrels per day. These are probably precautionary
stocks linked to geopolitical risks (Iran, Hormuz, etc.).
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Chart 6
Global oil production and consumption
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Conclusion: Oil is
currently playing a pro-
cyclical role

Chart 7
Government expenditure (as % of GDP)
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Chart 9
Global oil demand and production and change in
stocks (million bbl/day)
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The oil price is not falling despite the sluggishness of the global economy and the
weak global demand for oil. This is probably due to expectations of insufficient
supply of oil in the medium term, Saudi Arabia’s control of oil supply and substantial

precautionary stock-building.

As a result, the weight of energy imports remains very high (Chart 10) despite
the sluggish growth (Chart 11), particularly in the euro zone and Japan, and this
obviously has a pro-cyclical effect.
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Chart 11
Real GDP growth (Y/Y as %)
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écrit de Natixis. Si vous recevez ce document et/ou toute piece jointe par erreur, merci de le(s) détruire et de le signaler immédiatement a I'expéditeur.
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Natixis n'a ni vérifié ni conduit une analyse indépendante des informations figurant dans ce document. Par conséquent, Natixis ne fait aucune déclaration ou garantie ni ne prend aucun
engagement envers les lecteurs de ce document, de quelque maniére que ce soit (expresse ou implicite) au titre de la pertinence, de I'exactitude ou de I'exhaustivité des informations qui y
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