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OPEC supply has OPEC supply has infactinfact increased this yearincreased this year
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Is it a bubble then?Is it a bubble then?

• The present oil boom has symptoms of a financial bubble, such as Japan in the 
1980s, technology stocks in the 1990s and, most recently, housing and 
mortgages in the US.

• There has been no major ‘fundamental changes’ during the past nine months.

• The oil markets didn't suddenly discover China's oil demand nine months ago 
so this cannot explain the doubling of prices since last August.

• In fact, China's “insatiable” demand growth has decelerated. In 2004 it was 
consuming an extra 0.9 million barrels a day; in 2007 it was consuming just an 
extra 0.3 mbd. 

• In the same period global demand growth has slowed from 3.6 mbd to 0.7 mbd.

• The increase in global demand growth is now well below last year's increase of 
0.8 mbd in non-Opec production.



The increase in demand from Index Speculators is almost The increase in demand from Index Speculators is almost 
equal to the increase in demand from China!equal to the increase in demand from China!





• The Gulf is overcrowded with supertankers chartered by oil-producing 
governments to hold the inventories of oil they are pumping but cannot 
sell.

• It means that there are few buyers for physical oil cargoes at today's 
prices, but interestingly there are plenty of buyers for pieces of paper 
linked to the price of oil next month and next year. 

• This situation is exactly similar to the bubble in credit markets a year 
ago, where nobody wanted to buy sub-prime mortgage bonds, but there 
was plenty of demand for “financial derivatives” that allowed investors 
to bet on the future value of these bonds.

Is it a bubble then?Is it a bubble then?



Financial Funds in Energy marketsFinancial Funds in Energy markets

• Demand shocks are coming from institutional investors like corporate and government 
pension funds, university endowments, and sovereign wealth funds. Index speculators
are the primary cause of the recent price spikes in commodities.

• The explosion in the number of financial players in the energy markets has occurred 
especially in the past two years, which also happened to be a period of soaring energy 
prices. 

• There are now 634 energy hedge funds, up from just 180 in October, 2004.

• Of the total funds now, 210 are strictly energy commodity funds trading oil or oil futures 
and options, as opposed to the stocks of energy companies such as ExxonMobil and 
Chevron. 

• Large financial institutions such as Goldman Sachs and Morgan Stanley have also 
stepped up their participation in the energy markets.

• More money has flowed into commodities as a hedge against the falling value of the 
dollar and as an investment alternative to a volatile stock market. These fund flows have 
influenced oil prices heavily.



Apart from crude, the Index Apart from crude, the Index 
Speculators have raided other Speculators have raided other 
major commodities too. Huge major commodities too. Huge 
jump in future prices tell the jump in future prices tell the 
real reason behind this real reason behind this ““Super Super 
SpikeSpike”” theory.theory.



• These funds are not traditional speculators but index speculators, or passive 
investors who enter the commodities markets as a long-term hedge against 
inflation. 

• Though, Commodities exchanges limit the number of positions an investor can 
take in the market, the Commodity Futures Trading Commission has allowed 
unlimited speculation in these markets through a loophole. 

• This ‘swaps loophole’ exempts investment banks like Goldman Sachs and Merrill 
Lynch from reporting requirements and limits on trading positions that are 
required of other investors. 

• The loophole allows pension funds, etc. to enter into a swap agreement with an 
investment bank, which can then trade unlimited numbers of the contracts in 
futures markets. 

Financial Funds in Energy marketsFinancial Funds in Energy markets







• Speculative activity in commodity markets has grown dramatically over the last 
several years. 

• In the past decade, the share of long interests—positions that benefit when 
prices rise—held by financial speculators has grown from one-quarter to two-
thirds of the commodity market.

• In only five years, from 2003 to 2008, investment in index funds tied to 
commodities has grown twentyfold, from $13 billion to $260 billion. 

• Hence, oil's recent rise has been fueled by non-supply-demand factors and 
potential inventory misperceptions. 

• In fact, new price determinants, dollar's value and interest rates in the oil markets, 
are replacing supply and demand.

Financial Funds in Energy marketsFinancial Funds in Energy markets
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