Bumping Up Against Barriers
This weekly report is an excerpt from our Short-Term Outlook service analysis, which covers a period of eight quarters
and provides monthly forecasts for crude oil, natural gas, NGL, refined products, base petrochemicals and biofuels.
Contact John Paisie (+1-832-517-7544 or E-mail) for the detailed analysis or for more information about the Short Term
Outlook.

The price of Brent crude ended the week at $95.99 after closing the previous week at $98.75. The price of
WTI ended the week at $88.96 after closing the previous week $92.61. Crude prices fell in comparison to
the previous week even after bouncing upwards in response to the favorable inflation report for the US
coupled with health authorities in China announcing some minor loosening of COVID-19 restrictions. The
price of Brent crude remains below the upper resistance level of $98.00 and the 200-day moving average.
Last week we highlighted that there were still several factors that are hindering oil prices from moving higher
– and after last week, these factors remain relevant and, in our view, unchanged.
Weakening Economic Conditions

The latest release from the Bureau of Labor of indicated that the consumer price index (CPI) increased by
0.4% during October and 7.7% in comparison with the previous year. The core CPI, which excludes food
and energy, increased by 0.3% during October and 6.3% in comparison with the previous year. Both indexes
increase less than during September and continues the downward trend that began after June of this year
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when the CPI increased by 9.0% on a year-on-year basis. In response to the better-than-expected report
the market is anticipating that the Federal Reserve will become less aggressive in implementing a tighter
monetary policy and that the Federal Reserve is close to ending interest rate increases. The US dollar also
weakened with the US Dollar Index decreasing from 110.79 to 106.42 which is the lowest level since midAugust of this year. While we expect that the inflation will trend downward, the inflation remains well above
the 2.0% target set by the Federal Reserve. As such, we still hold to our view that the Federal Reserve will
continue to raise interest rates including at its next meeting which is to be held on December 13th. We
expect at least another rate increase of 50 basis points or more even though there are increasing concerns
that US economy will move into a recession during the fourth quarter.
European economies continue to struggle, and the European Commission is forecasting that the EU will
have negative economic growth in the fourth quarter and the first quarter of next year. Three countries are
expected to have negative economic growth in 2023 (Germany, by 0.6 percent, Latvia, by 0.3 percent, and
Sweden, by 0.6 percent). Inflation is expected to be 8.5 percent in 2022 and 6.1 percent in 2023, which is
significantly higher than the previous forecast of 7.6 percent and 4 percent respectively. Unemployment is
expected to reach 6.5 percent in the EU in 2023.
While some believe that China is planning to loosen COVID-related restrictions in a major way, we are still
holding to our position that China will keep COVID-related restrictions in place through at least March of next
year. The recent developments in China offer a mixed picture with cases in China increasing at record levels
in Beijing, Guangzhou, and Zhengzhou, while Chinese health authorities reduced the quarantine times for
close contacts of cases and inbound travelers by two days and eliminated a penalty on airlines for bringing in
infected passengers.
Muted Demand Growth

The latest weekly report from EIA indicates that gasoline demand in the US increased to 9.01 million b/d from
the previous week of 8.66 million b/d. In comparison, for the same period of the previous year, gasoline
demand was 9.26 million b/d. Based on the 4-week average, current gasoline demand is running 648,000 b/d
less than for the same period of 2019, which represents a difference of 6.84%. Diesel demand in the US
decreased to 4.16 million b/d from the previous week of 4.26 million b/d. In comparison, for the same period
of the previous year, diesel demand was 4.28 million b/d. Based on the four-week average diesel demand is
running 158,000 b/d less than in same period of 2019, which represents a difference of 3.70%. Jet fuel
demand increased to 1.55 million b/d from the previous week of 1.31 million b/d. In comparison, for the
same period of the previous year, jet fuel demand was 1.5 million b/d. Based on the four-week average, jet
fuel demand is running 348,000 b/d less than in 2019, which is 19.0% less.
On average, we are forecasting that global demand will increase by 2.20 million b/d in 2022. For 4Q we are
forecasting that demand will increase by 1.10 million b/d in comparison to 3Q.
Adequate Oil Supply

From a global perspective, we are forecasting the oil demand will slightly outpace oil supply in 4Q (by around
240,000 b/d, excluding any changes pertaining to inventories held in strategic reserves) but will shift to a
slight surplus with supply outpacing demand in 1Q of 2023 and continue to do so throughout 2023. As part of
this forecast is the expectation that OPEC+ will continue to manage supply to align with demand considering
the production capabilities of OPEC+ members. Recently there has been some positive news with respect to
OPEC+ production including Nigeria’s production increasing above one-million b/d for the first time since
July of this year. Additionally, Libya’s production has risen to 1.2 million b/d which is a doubling of production
of three months ago. Furthermore, Iraq has been indicating the intention to increase its production to secure
an increased share of OPEC’s oil production. The Iraqi Prime Minister also stated that Iraq wants to keep oil
prices below the $100 level.
As we have previously highlighted, US and its G7 allies continue to contemplate the implementation of a
price cap on Russia’s oil exports. The cap is planned to take effect December 5 with respect to seaborne oil
shipments and on February 5 with respect to oil products. It has been reported that the G7 allies have
agreed to setting a fixed price on Russia oil exports in the range of the mid-$60s. The plan also includes the
ban on western oil transport services (insurance, finance and brokering) for oil cargoes priced above the
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fixed price.
We continue to hold to the view that the price cap is not practical for several reasons:
There is sufficient capacity in the tanker fleet to allow Russia to bypass the use of vessels that would be affected
by price cap. Additionally, it is being reported that some other ships are changing their countries of origin so as
not be affected by the price cap.
While 90% of protection and indemnity (P&I) insurance is provided by EU-based entities, the vessels that will be
used to avoid the price cap can be self-insured or obtain insurance from Russian P&I providers – or P&I providers
based in Asia.
Additionally, oil trading involving Russian oil is increasingly shifting from Europe to the Middle East and Asia.
Collectively, the above developments will undermine the western control of the oil markets, which is a structural
shift.

In addition to the above factors, the biggest factor that is undermining the price cap is that major importers of
crude oil, such as India and China, cannot afford to put their economies in jeopardy by risking the potential of
not being able to access their required imports of oil. Consequently, we are still holding to our view that price
cap and other sanctions will have limited impact on Russian oil exports and that Russia’s oil production will
average only around 400,000 b/d less in 2023 than in 2022.
For a complete forecast of refined products and prices, please refer to our Short-term Outlook
READ THE DETAILED REPORT
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