
Oil at crossroads 
as hedge funds 
build large 
bullish position
LONDON: Even before Iranian general Qassem Soleimani
was killed by a US air strike on Jan 3, ratcheting up tensions
across the Middle East, hedge funds had become very bullish
about oil prices. Fund managers amassed an unusually large
net long position in petroleum futures and options towards
the end of last year in anticipation of the global economy
picking up in 2020, but that also leaves prices vulnerable to a
correction if the recovery is delayed or fails to materialize.

Hedge funds and other money managers had raised their
combined net long position in the six most important petrole-
um futures and options contracts to 951 million barrels on
Dec. 31, the highest for almost 15 months. Not only was that
the largest bullish position of 2019, it was more than double
early October’s low of 437 million barrels and triple the low
for the year of just 302 million back in January.

Uncertainty and pessimism dominated for the first nine
months of the year thanks to the US/ China trade war, before
giving way to increasing optimism in the final quarter as the
belligerents moved towards a truce. Hedge funds managers
ended the year with their highest position in Brent (411 million
barrels) and near-highest position in WTI (326 million),
according to position data published by regulators and
exchanges. Positions were also very close to their highest in
US diesel (21 million barrels) and towards the top of the
annual range in US gasoline (106 million) and European
gasoil (87 million).

Portfolio managers were net purchasers of petroleum
futures and options in 10 of the last 12 weeks of the year,
increasing their position by a massive 514 million barrels.
Primarily, the bullishness was driven by an improving outlook
for the global economy and oil consumption next year, with oil
buying coinciding with the broad rally in global equities and
progressive normalization of the US Treasury yield curve.
Progress on the first phase of a trade deal between the United
States and China, as well as three quarter-point interest rate
cuts by the Federal Reserve, fuelled hopes for a cyclical accel-
eration in 2020. Saudi Arabia’s decision, together with its allies
in the OPEC+ group of major oil exporters, to deepen pro-
duction cuts in the first quarter of this year also helped eased
fears about oversupply in 2020. But production cuts are a
second-order effect. The improving consumption outlook was
much more important in lifting oil prices. Fund managers were
piling into petroleum futures and options long before OPEC+
reached an output agreement in early December.

Oil bulls seem to be hoping for a rerun of 1999/2000,
when three quarter-point cuts by the Federal Reserve in
response to the Asian financial crisis and Russian debt
default fuelled a rapid expansion of the US economy in the
final frenetic phase of the long boom of the 1990s. Like in
2019, Saudi Arabia had restrained its oil output through
1999, continuing into early 2000 even as consumption
accelerated again. —Reuters
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LONDON: The burgeoning Iran crisis has
sparked oil supply worries over the Strait of
Hormuz-a vital shipping lane for a fifth of
global crude-and also over Iraq’s output,
analysts say. Oil prices had surged last
Friday after US President Donald Trump
ordered the drone assassination of Iran’s top
general Qasem Soleimani, but the market
stabilized on Monday and Tuesday with
Middle East crude supplies unaffected.
However yesterday, the oil market shifted
higher once more after Tehran launched
revenge attacks to target US forces in Iraq,
making good on its pledge to hit back over
the killing. Iran fired missiles overnight at
Iraqi bases housing the US and British mili-
tary, officials in Washington and Tehran said.

British Foreign Secretary Dominic Raab
voiced concern over “reports of casualties”.
But Iranian Foreign Minister Mohammad
Javad Zarif insisted that the country does
“not seek escalation or war”.  Traders remain
fearful nevertheless that Tehran could seek
to block the Hormuz waterway-a key artery
for crude that stretches between Oman and
Iran. Hormuz, one of the world’s most con-
gested transit points, links up the region’s oil
producers with markets in Asia, Europe and
North America.

Disruptions at forefront 
“Supply disruptions were put at the fore-

front of the agenda for investors,” said Mihir

Kapadia, CEO of Sun Global Investments.
“These concerns have been fuelled by
Friday’s killing of Soleimani and it is likely
Iran will try and disrupt oil exports that trav-
el through the Straits of Hormuz. 

“However ... it remains unclear as to what
the next developments will be.” The US gov-
ernment’s Energy Information Administration
describes Hormuz as “the world’s most
important oil transit chokepoint” through
which 21 million barrels of crude per day
passed in 2018.

The strait had already been rocked last
year by a string of attacks that Washington
and its allies blamed on Iran, accusations
Tehran firmly denied. Its Western foes have
also accused Iran of being behind a major
attack on Saudi oil installations and Iran has
in recent months also repeatedly seized
tankers operating in the Gulf.

Traders remain less fearful over the loss
of Iranian oil because the Islamic republic
remains under punishing US sanctions that
were re-imposed by Trump in 2018. Energy
Aspects analyst Christopher Haines noted
traders were instead worried about oil out-
put from Iraq-particularly if US troops are
pulled out. America’s military strategy in Iraq
was thrown into confusion Monday as the
Pentagon admitted a letter from a general
informing the Iraqi government of an immi-
nent US troop pullout was sent by mistake.

“There is a potential risk of disruption on

Iraq, whose crude exports represent (about)
3.5 million barrels per day,” Haines said. “If
US troops leave, it will leave the area less
secure,” he added. 

‘Not single drop lost’ 
“Eventual loss of supply in the Middle

East may however be in Iraq down the road
and not so much due to near term retalia-
tions, though so far not a single drop of oil
supply has been lost,” he said. Soleimani’s
assassination, which was carried out by a
drone near Baghdad airport, sparked con-
cern about a spreading conflict. Europe’s
benchmark oil contract Brent and US coun-
terpart West Texas Intermediate crude had
initially won more than three percent each
on Friday.

However, those gains fell far short of
September 16, when both contacts had rock-
eted about 14 percent on news of attacks on
Saudi Arabian oil infrastructure.

Meanwhile, world oil prices dipped yes-
terday in afternoon European trading, after
briefly spiking when Iran launched missile
attacks on US targets in Iraq. The strikes,
launched in retaliation for the assassination
of Iran’s top general last Friday, sent Brent
and New York crude to multi-month peaks
before profit-taking and experience pre-
vailed. Iran said it had “concluded” its missile
attacks for now, and analysts pointed out
that oil traders had many sources at their

disposal in any event. “Sooner or later
investors will realize that the plentiful non-
OPEC supply will more than make up for
any short-term disruptions in the Middle
East,” noted Forex.com market analyst
Fawad Razaqzada.

SEB analyst Bjarne Schieldrop added that
“not a single drop of oil supply has been lost
due to the recent incidents and this is why
the oil price has fallen back down again so
quickly. What the market fears is that the sit-
uation spirals out of control.”   Global stock
markets initially slid on investor concern of a
broader conflict, though many were in posi-
tive territory in afternoon trades. London
stocks were the outlier, down by almost 0.2
percent, while Frankfurt gained 0.5 percent
and Paris was slightly higher as well.

Markets.com analyst Neil Wilson
remarked that “at present you sense traders
are sitting on their hands a bit while they
wait for the US president to respond offi-
cially to the Iranian attacks.”   Safe haven
assets fared well initially, but after surging
above $1,600 an ounce for the first time in
six years, gold fell back to $1,573.60 which
represented a slight loss on the day.

Iraq is currently the second biggest play-
er in oil cartel OPEC after kingpin Saudi
Arabia. SEB analyst Bjarne Schieldrop
agreed that Iraqi production could be
impacted by the current crisis-but so far no
oil supplies have been affected. —AFP

Iran crisis fuels fear over ME oil supplies
Crude markets unfazed by strikes on US targets

UAE sees no 
risk now to oil 
flow through 
Strait of Hormuz
ABU DHABI: The United Arab Emirates’ energy minister
said yesterday he saw no immediate risk to oil passing
through the vital gateway of the Strait of Hormuz after
Iran attacked bases housing US forces in Iraq. Iranian
officials have said the missile strikes were a response to
Friday’s kil l ing of top Iranian commander Qassem
Soleimani in Baghdad.

The situation is not a war, and what is happening now
should not be exaggerated, Suhail Al-Mazrouei said on
the sidelines of a conference in Abu Dhabi, capital of the
UAE, an OPEC producer. “We will not see a war,” he
added. “This is definitely an escalation between the
United States, which is an ally, and Iran, which is a
neighbor, and the last thing we want is more tension in
the Middle East.”

Iranian Oil Minister Bijan Zanganeh was quoted by
the semi-official ISNA news agency as saying yesterday
that Tehran was benefiting from rising oil prices, and

also called on the United States to quit the region. “The
trend of oi l  prices is up and this benefits Iran . . .
Americans should stop disturbing the region and let the
people of the region live,” Zanganeh said.

OPEC’s Secretary General Mohammed Barkindo told
the conference in Abu Dhabi that oil facilities in Iraq, the
second biggest producer in OPEC, were secured and
output was continuing. He said global spare oil capacity
stood at around 3-3.5 million barrels per day (bpd), with
the majority held by Saudi Arabia, the top producer in
the Organization of the Petroleum Exporting Countries
(OPEC).

No supply shortage seen
The UAE’s Mazrouei said OPEC would respond to

any possible oil shortages if needed, within its “limita-
tions”. But he saw no sign of a supply shortage, with
healthy demand and global oil inventories hovering
around the 5-year average. “We are not forecasting any
shortage of supply unless there is a catastrophic escala-
tion, which we don’t see,” he said. Barkindo said he was
confident that leaders in the Middle East were doing
everything possible to restore normal conditions. The
region was shaken last year by attacks on oil tankers
near the Strait of Hormuz and an assault on Saudi energy
plants that initially halved the kingdom’s crude output.

Washington and Riyadh blamed their common foe
Iran, also an OPEC member, for those strikes, a charge
Tehran denied. Barkindo said the forecast for global

demand growth was around 1 million bpd, adding this
was “not robust and not alarming”. Asked what message
he would send to US President Donald Trump, Barkindo
told the gathering that the United States’ emergence as
a leading oil and gas producer should carry shared
responsibility for energy market stability. “The contin-
ued task of the OPEC+ to maintain stable oil markets on
a sustainable basis is a shared responsibility of all pro-
ducers including the US,” Barkindo said. “OPEC alone
can’t shoulder that responsibility. We invite the United
States to join us in this noble objective,” he added.
OPEC and its allies, a grouping known as OPEC+, has
been capping production since 2017 to avert oversupply
and support prices. The US is not part of this oil supply
management agreement. —Reuters


