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Feature 
 

�
                President Lula (centre): golden future in a barrel.� �

�

Brazil drills deep for petrodollars  
�#�,�������.�

��� �

 

Such has been the flow of good news about his countr y’s vast energy 

resources that President Lula da Silva of Brazil has already declared God to 

be “a Brazilian”. The discovery of what could be up  to 100bn barrels of oil 

lying deep under the Atlantic promises to transform  the nation’s economy and 

bring millions of people out of poverty. But when i n July the president opened 

the taps on his country’s first commercial deep-sea  oil production platform, 

the sheer scale of the challenge facing Brazil was starkly underlined by the 

offshore catastrophe further north in the Gulf of M exico.  

 

As President Lula da Silva held up a miniature oil barrel from the Baleia Franca field, 

located 85km offshore in the Campos Basin and soon due to yield 200,000 bpd, he 

declared it to be a symbol of “the independence Brazil will have in the future”. He 

was giving his blessing to the start of commercial oil production from the country’s 

pre-salt fields, the vast, deep-water reserves of crude that promise to turn Brazil into 

one of the world’s key energy-producing countries. Baleia Franca may be big, but 

other recently discovered fields are even bigger. In 2007, national oil company 

Petrobras announced it had discovered a new field, named Tupi, off the coast of Rio 



 

 
  VM Group  
  Tel. +44 20 7569 5930 
4 | ENERGY MONTHLY | August 2010  info@vmgroup.co.uk 

de Janeiro, with estimated recoverable reserves of 5-8bn barrels of light oil and 

natural gas – representing the world’s second-largest find in 20 years and, alone, 

boosting Brazil’s current reserves of 12-14bn barrels by more than 50%. The Franco 

field, the country’s second-largest discovery, is said to hold another 4.5bn barrels 

with the potential to produce 50,000 bpd. If the most optimistic estimates prove 

correct, recent oil and gas finds in the Campos, Santos and Espirito Santo Basins 

could mean that the pre-salt deposits (so called because they lie deep below the 

ocean floor under a layer of salt up to 2km thick) translate into a near six-fold 

increase in Brazil’s current proven reserves of oil. Such reserves could make the 

country the world’s fourth-largest oil producer by 2030. Within just five years, Brazil 

is set to emerge as South and Central America’s largest crude producer, surpassing 

Venezuela and Mexico. 

 

������
���������������
At the heart of the country’s energy bonanza is Petrobras, the partially state-owned 

giant, and a government that can claim to have shown other nations, and not only 

those in Latin America, how to develop an energy strategy that helps secure the 

foundations for continuing economic growth and energy security. Already, renewable 

energy (mainly in the form of wind and hydro-power) accounts for more than 85% of 

domestically produced energy consumed in Brazil, an achievement that stems 

directly from the oil shocks of the 1970s. The success of flexible-fuel vehicles, 

introduced in 2003, together with the mandatory E25 blend, has allowed ethanol fuel 

consumption to achieve a 50% market share of the gasoline-fuelled vehicle market. 

 

But the oil bonanza poses huge strategic challenges for the government. The soon 

to be outgoing president of Brazil is attempting to ensure that Brazil, unlike some of 

its neighbours, turns its natural resource wealth into an engine of development that 

benefits everyone, in a nation that remains sharply divided between rich and poor. 

“God has given us another chance”, President Lula da Silva said recently, as he set 

out plans for the state to take a bigger share of oil and gas profits for re-investment 

in social projects.  

 

All eyes are on Petrobras, Latin America’s second-largest oil company after 

Venezuela’s PDVSA, which has plans to spend some $224bn over the next five 

years on a programme intended to double the country’s oil production capacity, from 

2.7m bpd to at least 5.4m bpd over the next decade. Capital expenditure in the 

sector this year is set to hit $47bn, some 60% higher than Exxon Mobil or Royal 

Dutch Shell, the biggest spenders among the major private oil companies. The scale 

of this programme has raised eyebrows among many potential investors, who claim 

the company may be taking on too much, while basing its ambitious plans on an 

assumption about ever-rising oil prices over the medium-term. Any major dip in 
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global oil prices could wreck the declared programme. The key point is – at what 

price per barrel will all this deep-sea crude oil be commercially viable? Some 

estimates are that $70/barrel is the minimum price to make these new ventures 

worth pursuing. Brazil’s oil production has risen sharply in recent months as several 

new platforms come on stream – 85% of its domestic oil comes from offshore 

deposits – and output records are expected later this year as two further platforms 

are commissioned. To date, Petrobras operates around 100 production platforms, 

16 refineries and 30,000km of pipelines. In June Petrobras said it planned to boost 

total refining capacity by 1.2m bpd (up from the present 1.9m bpd) before 2020 to 

meet growing demand in South American markets. The company is now building 

two new refineries scheduled to come on stream in 2010 and 2014, raising the 

prospect that gasoline exports in particular could become increasingly important to 

its future. 

 

������������������������
���������
Given the scale and importance of its contribution to Brazil’s well being, it’s hardly 

surprising that the government is moving to ensure that Petrobras’s success is 

shared by the nation as a whole. Under complicated and controversial proposals 

that have involved a lot of political horse-trading, the government – which currently 

owns 56% of voting shares and 32% of all stock – intends to hand over to the 

company the rights to as many as 5bn barrels of publicly-owned oil, all of which is 

still untapped, deep under the Atlantic, in exchange for more shares and a bigger 

share of the profits, which will be directed into a social fund to finance national 

projects. New production-sharing agreements would give Petrobras a minimum 30% 

stake in future contracts and make it the only operator in remaining unleased blocks. 

Petrobras and Brazil’s National Petroleum Agency (NPA) are now completing an 

audit of the oil reserves held directly by the government, as a preliminary to the oil-

for-shares swap, which would ensure that the state-owned enterprise remains the 

country’s primary oil operator. The value of the oil will help determine the size of the 

planned share sale, with estimates that Petrobras may have to pay up to $40bn for 

the reserves. 

 

This complicated deal, with share dilution and doubts about Petrobras’s capacity to 

fulfil its ambitions, combined with concerns that a largely depoliticised management 

will in future be more answerable to the government, have hammered the 

company’s share price in recent months – the stock has been the world’s second-

worst performing oil company this year. The Brazilian government, however, is trying 

to offset such concerns by establishing a new, wholly state-owned energy company 

– Pre-Sal Petroleo – to govern the energy contracts and manage the oil revenues. 

Then in June, a stock market flotation due for July, which was likely to raise around 

$25bn, was postponed until September. The company claimed that the country’s 
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energy regulator needed more time to assess the value of the oil reserves involved 

in the deal, although it had already stated it knew any valuation would not be ready 

ahead of the share sale. Once the valuation became available, it had originally 

declared, any necessary adjustments to the sale terms would be made. 

 

The explanation for the sale suspension seems to lie in the fact that, although 

legislation approving the sale had insisted the NPA valuation was a sale 

prerequisite, Petrobras believed it could go ahead regardless. The threat of a 

possible legal challenge changed its mind. Others, however, believe that events 

further north in the Gulf of Mexico, where BP has struggled both to stop an oil leak 

and to save its battered reputation, may have had some bearing on the decision to 

temporarily pull the plug.  
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  Source: VM Group from BP Statistical Review of World Energy 2010 
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No one can dispute the scale of the potential energy riches that lie off Brazil’s 

coastline, but the country, and principally Petrobras, has immense challenges to 

overcome in retrieving them. The main pre-salt deposits lie almost 300 miles 

offshore and are trapped around 4,000m under the sea floor beneath layers of salt 

and rock. On top of them are 2,000m of seawater, further complicating the drilling 

process. Petrobras has earned a reputation in the industry for its ability to develop 

skills both independently and from the super-majors with which it has worked; it is 

now considered world-class in advanced exploration and deepwater drilling 

techniques. But to date it is able only to drill at depths of roughly one mile below the 

ocean floor, less than half the depth of the pre-salt deposits. Pre-salt formations, say 

geologists and engineers, are far more difficult to access than the oil in BP’s 
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Macondo well in the Gulf of Mexico. Says one leading oil engineer: “Going down into 

the pre-salt is like going to the moon”.  

 

Petrobras, however, insists it is the most competent deepwater operator in the world 

and that it has the technical and project management skills to develop pre-salt 

reserves on its own. Fields like Tupi nevertheless pose huge challenges and it has 

already been named by environmentalists as one of the ten most dangerous 

offshore sites in the world. Furthermore, Petrobras has had its own share of 

accidents; the company has suffered 27 oilrig blow-outs since 1980, two of them in 

the past 10 years. The oil workers’ union claims 282 Petrobras staff have been killed 

in accidents in the last 15 years, and a recent accident in the Franco field involved a 

well collapsing when the drill struck a salt bed. Events further north in the Gulf of 

Mexico have already brought a commitment from Petrobras to re-assess its entire 

safety programme, once BP has released its own report on the Deepwater Horizon 

accident. Brazilian regulators have ordered a review of safety procedures involving 

all oil companies drilling in Brazilian waters. Some operators are likely to be told to 

re-evaluate their emergency plans and submit documentation to prove their state of 

readiness. 

 

The BP accident will raise insurance prices, and the prospect of regulatory changes 

will introduce delays and could drive up operating costs. BP itself, for example, is 

trying to buy 10 deep-sea blocks from Devon Energy and expects the deal to be 

finalised by year-end, although Brazil’s regulators are now reviewing it “with the Gulf 

of Mexico in mind”. The consensus is, however, that Brazilian regulations are 

generally tougher than those in the US, where the Minerals Management Service 

has faced criticism for allowing the industry to “self-regulate”. Unlike many of its oil 

major peers, Petrobras has also kept its engineering and deep-sea expertise in-

house, rather than outsourcing to service companies. 
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  Source: VM Group from BP Statistical Review of World Energy 2010 
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In its glee at the oil discoveries and its race to get them pumping, Brazil may be 

making too many assumptions. Foreign operators have been reporting dry wells and 

sceptics believe that, while there may be huge potential, the risks remain very high. 

Furthermore, it seems fairly certain that, whatever some Brazilians may claim, 

Petrobras will still need a degree of foreign technology and expertise to exploit such 

potentially massive reserves. Foreign oil majors may be forgiven for feeling 

perplexed; Brazil has been one of Latin America’s most investment-friendly 

countries yet now appears to be implementing a strategy that boosts the state’s role 

in developing its oil wealth, helped recently by China, which has provided Petrobras 

with a massive loan, making it harder for ‘Big Oil’ elsewhere in the world to get a 

share of the action. The oil majors argue that excluding them will only delay 

development of the more complicated fields, with Total of France, for example, 

boasting that its own technical expertise could “bring something new” to pre-salt 

development. Under the new regime foreign oil groups say they could be reduced, at 

best, to passive investors in projects, devoid of authority to make operational 

decisions. 

 

More immediately, the squabbling over the division of oil revenues is gathering pace, 

ahead of a Petrobras share sale in September, the outcome of which is far from 

certain and which could in any case be postponed yet again, leaving it until after the 

next presidential election the following month. Perhaps the biggest single concern 

apart from the technical and environmental challenges remains the company’s ability 

to fund its huge ambitions. President Lula da Silva is in no doubt about the outcome 

and has no plans to slow down the drilling. As for accidents on the scale of BP’s 

recent catastrophe in the Gulf of Mexico, he insists: “Brazil will not allow something 
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like this to happen”. Unlike the “price-hawk” Venezuelan president Hugo Chávez, 

who has been calling for $100/barrel crude, Lula says Brazil is entering a new 

energy-rich era, in which he hopes that his country’s new oil will help bring global 

prices down, allowing poor countries to buy more of it. Once output starts at Tupi, he 

proudly declares, Brazil will apply for membership of Opec. ”A higher power”, the 

president insists, has taken a shine to Brazil. 
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Oil & Gas 
News  

�� Aug 5:  Venezuela confirmed it was shipping 200,000bpd of oil to China to repay a 

$20bn debt being used to finance energy and industry projects. 

�� Aug 3:  Russian crude oil output in July was little changed from the post-Soviet 

high of 10.14m bpd reached in June. 

�� July 29:  Nabucco pipeline officials postponed a €3.5bn tender for pipes after 

receiving more pre-qualification bids than expected. 

�� July 28:  The White House endorsed a plan by Senate democrats to spend $4bn 

boosting natgas powered vehicles. 

�� July 26:  PetroChina’s Sulige natural gas field will yield 10bn cm of natural gas 

this year, the company said. 

�� July 25:  Egypt said that the value of foreign investment in oil and gas exploration 

in the country hit $16.2bn in its last fiscal year. 

�� July 21:  Poland faces a gas shortage this winter if it does not soon complete a 

gas buying deal with Gazprom, the government said. 

�� July 21:  ExxonMobil, Chevron, ConocoPhillips and Royal Dutch Shell said they 

will establish a $1bn rapid response system to cope with underwater blowouts. 

�� July 20:  BP agreed to sell oil and natgas fields in the US and elsewhere to 

Apache Corporation for $7bn to help meet the costs of the Gulf of Mexico disaster. 

�� July 18:  Opec said its proven crude oil reserves rose 4% in 2009 to 1.06 trillion 

barrels. 

�� July 18:  Lukoil said it will invest almost $5bn to develop the West Qurna Phase 2 

oilfield in Iraq. 

�� July 14:  Royal Dutch Shell said its natgas joint venture with Gazprom on Russia’s 

Sakhalin Island reached operational profitability. 

 

Short-term outlook  
Crude oil futures prices spent most of July edging nervously and 

unconvincingly towards $80/barrel, passing that lev el in early August to reach 

a three-month high of nearly $83/barrel before easi ng off in the face of some 

poor employment figures from the US. Opec has contin ued to deliver much 

more than the quota levels member countries promise d, but the market is 

currently indifferent to that in the context of com paratively strong prices; 

traders prefer to focus on the supposedly rosy outl ook for emerging market 

oil demand instead of brimming oil inventories and lacklustre OECD demand. 

In a little-recognised development, the Opec is hel ping to break its own, self-

imposed output ceiling by raising production of con densates and natural gas 

liquids, the “champagnes” of oil products. The prod uction surge may  be 

helping to stabilise oil prices around current leve ls because the increase adds 
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to the global supply of hydrocarbons. With global e conomic recovery still 

looking shaky and quite possibly set to moderate in  H2, it will take some 

significant and positive news to shift crude much a bove where it now stands. 

�
Analysis 

%���#��	������������
	������
�����
�������������  
Brazil is not the only South American state to rejoice in its energy resources. 

Venezuela proclaimed in July that on the completion later this year of registering oil 

deposits in its vast Orinoco belt it will overtake Saudi Arabia as the nation with the 

highest recorded crude oil reserves. An increase of 22% in the nation’s reserves 

was behind Opec’s recent announcement that the cartel’s combined proven 

reserves rose in 2009 to 1.06 trillion barrels. At present, Saudi Arabia asserts that it 

has 265m barrels of reserves but by the year-end Venezuela could be sitting on 

316m barrels. Saudi Arabia has the advantage, however, of having mostly light, 

conventional, easily pumped crude, while the Orinoco’s deposits are extra heavy, 

tar-like sour oil that has to be upgraded or mixed with lighter grades to create an 

exportable blend. Earlier this year, the US Geological Survey gave credence to the 

Caracas government’s claims by saying that the Orinoco region held 513bn barrels 

of crude; its development would be expensive and complex but could be recovered. 

Prices of $75-$85 barrel might make sense of planned projects. Political uncertainty 

and doubts about the management of state-owned oil group PDVSA, which has a 

majority stake in each Orinoco block, will make some international oil groups 

hesitant, although that has not stopped Venezuela from signing several contracts 

this year with operators from countries as diverse as Italy, Spain, China, Vietnam, 

Japan and Russia. High levels of interest are testament to the fact that oil majors are 

finding it hard to secure increasingly scarce reserves. 

 
 

&�������������	�
����'���
�������'�������������
Mention energy resources and energy taxes cannot be far behind. The Russian 

finance ministry announced in July that it intends to raise the tax on natural gas 

extraction (currently the equivalent of $4.80/1,000cm) by a massive 61% during 

2011 as it works towards balancing the national budget. As if that was not enough 

bad news, there could be further smaller increases introduced over the next two 

years as well. Gazprom, which has been resisting any such increases, reckons such 

tax hikes could seriously inhibit its ability to press on with some of its biggest 

projects, such as the Nord Stream pipeline through the Baltic Sea and the 

development of the Arctic Yamal Peninsula – both considered strategically vital by 

Moscow. The backroom haggling is continuing and the final tax rises may be much 

more modest, possibly as low as 25%, but Moscow needs to fund its budget and, 

this summer, reinstated an export duty on East Siberian crude oil that had been 

suspended since the start of this year. If the full 61% increase is imposed, 
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Gazprom’s earnings could drop by around 3%. 

 

2��	���������	��������������
������3�������
����'�
In a surprising and controversial move, China has confirmed that it will introduce a 

5% tax on sales of primary resources, including oil gas and coal (though coal, as the 

country’s mainstay fuel, may benefit from a lower rate). The tax is already being 

tested in the western province of Xianjing, with the revenues going to local 

government, but Beijing says the tax will subsequently be rolled out nationwide. The 

new tax reforms are part of a larger basket of policy changes designed to increase 

the fiscal income of the poor but resource-rich western regions of China, which will 

receive the tax revenues for industrialisation and urbanisation programmes. Some 

calculations suggest that PetroChina and Sinopec could between them face an extra 

tax bill of more than $3bn annually, not exactly helpful when competing in an 

increasingly tough market. 

 

4������������������
�������	�
��������
�����
China’s natural gas consumption continues to rise rapidly, amid signs that it is set to 

become less dependent on imports in favour of sourcing its own, domestic supplies 

– including rising volumes from unconventional sources. Official figures show that 

consumption in H1 2010 rose year-on-year by 22.1% while domestic natural gas 

production hit 45.9bn cm in H1, up nearly 11% on the same period a year earlier. 

Between January-June China also imported almost 2bn cm of natural gas, a 60% 

rise on the same period a year earlier. Given the government’s policy to double, 

from 4% to at least 8%, the natural gas share of the energy mix, current demand is 

set to continue to grow fast as the country aggressively develops its own large gas 

reserves. This will mean that growth in demand for imported LNG will moderate 

within the next decade, while the country may not need any additional gas 

transported by pipeline after 2020. The picture poses a challenge for international 

LNG operators eying up China as a big and growing market; they may only have two 

or three more years to clinch deals, or risk seeing the country disappear as a major 

customer. 

 

0��"��
���������������		�3�����
�5���	�5���55�
July saw a joint team led by China National Petroleum and BP take over the 

management of Rumaila, Iraq’s largest-producing oil field, which currently accounts 

for 40% of the country’s annual production of 2.45m bpd. The changeover comes 

just as the country is expressing optimism that output will rise by at least 150,000 

bpd at the end of this year, as some of the mega-deals struck after the county’s first 

post-war licensing auction start to deliver. Rumaila is the most advanced project and 

its new operators hope to add more than 100,000 bpd by early next year. The 

country is also gearing up for the third bidding round for three more prized gas fields 
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– Akkas, Mansouriya and Siba – and is trying to sweeten the contract terms in order 

to encourage some competitive bidding from international companies who still have 

grave doubts about working in Iraq. Unlike the first and second rounds of bidding, 

winning companies will not this time have to pay the government “signature” 

bonuses which have previously ranged between $100m and $500m. Baghdad is still 

sticking to its ambitious claims that the country will be producing 12m bpd within the 

next seven years – but less a more realistic view suggests it will be lucky to strike 

7m bpd. But even that could make it the world’s fourth-largest oil producer. 

 

&��������	�������
��5���;���������0��
That Bosnia has potentially useful oil deposits has long been known, but attempts to 

ascertain their size and to begin exploration were thwarted by the break up of 

Yugoslavia in the 1990s. Now the Russian state company Zarubezhneft and the 

Serbian oil monopoly NIS, majority-owned by Russia’s Gazprom, are going to 

explore oilfields in the Serb Republic. They are also interested in operating in 

Bosnia’s other region, the Muslim-Croat Federation. How much oil there is remains 

uncertain, but drilling could start in 2014. NIS reckons maximum annual production 

is unlikely to exceed 7m barrels annually by 2020. Every little drop helps. 
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Oil and gas data 
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Refining  
News  

�� Aug 8: Ecuador said it would invest $700m upgrading its 110,000 bpd 

Esmeraldas refinery. 

�� Aug 6: Twelve of China’s major refineries, accounting for more than one-third of 

national capacity, said they expected to process the same volume of crude in 

August – 2.86m bpd – as in July this year. 

�� Aug 5:  Sinopec said it was close to completing the expansion of its Changling 

refinery. On completion, capacity will rise to as much as 135,000bpd. 

�� Aug 3:  India’s government sought parliamentary approval to give state refiners 

$3bn in compensation for having to sell fuels below cost. 

�� July 30:  Indonesia’s PT Pertamina and Kuwait Petroleum said they would invest 

$9bn in a 300,000 bpd refinery in West Java. 

�� July 26: China’s gasoline exports in H1 2010 jumped by 68% over the previous 

year to more than 22m barrels. 

�� July 22:  Irving Oil of Canada cancelled plans to build an $8bn refinery in New 

Brunswick because of changing patterns of consumer use. 

�� July 22:  Oil refinery output in Europe rose by 5.1% in June over May as utilisation 

rates rose to near 85%, according to industry monitor Eurostock. 

�� July 20:  The Indian government cut state sales tax on diesel from 20% to 12.5% 

to help offset recent price hikes. 

�� July 16:  A Quebec court extended an injunction on Royal Dutch Shell’s plans to 

close its Montreal refinery. 

�� July 15:  Kuwait Petroleum said it will invest $8bn-9bn in a new 300,000bpd 

refinery on Indonesia’s Java Island. 

�� July14:  US oil refining capacity fell in 2009 for the first time since 2003, the US 

government said. Operational capacity fell to 17.6m bpd, down 88,000 bpd. 

�� July 10:  CNPC of China said it will start building a refinery in Yunnan Province in 

October. The refinery could have a capacity of 75m barrels of oil a year. 

�� July 10:  The US Energy Information Department said US diesel prices will 

average $2.98/gallon for the remainder of 2010. 

 

Short-term outlook 

A sluggish economy and an overall increase in the f uel efficiency of the US 

vehicle fleet have reduced demand for gasoline in t he US to levels not seen 

since the summer of 2004. In June, the US consumed 9 .18m bpd of gasoline, 

0.5% down on a year earlier, although prices have c ontinued to inch upward, 

with the average pump price standing at $2.74/gallo n at the end of July –
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$0.24/gallon up on a year ago. Demand during H1 fel l 0.6% to average 8.88m 

bpd and at the very end of July gasoline inventorie s unexpectedly grew again 

to reach 223m barrels, the highest since April. Wit h moderate demand this 

summer and few signs of any significant upturn in t he economy, consumer 

confidence remains shaky; excess refining capacity and Congressional 

mandates for the US to use more renewable fuels will  also limit any growth for 

gasoline. At the same time, margins on gasoline ref ining – already down by 

around half since May – could be set to slide to th eir lowest levels in almost a 

year, given the excess of supply relative to demand . 

 

Analysis 

6������1����������5������5�
������		�����

	�  

July brought a succession of quarterly results from US and European refiners, giving 

some much needed encouragement after the string of losses they notched up during 

the worst days of the recession. But while many of the largest refiners reported 

some improvement in margins, they were all equally cautious about the months 

ahead. Sunoco seemed to speak for all when it said it expected markets to remain 

“challenging” and, like many of its competitors, stressed that the emphasis for the 

next trading period was to further lower break-even costs per barrel so that it 

remained profitable even with the sort of margins experienced last year. In the US, 

gasoline demand peaked in 2009 and will probably continue to decrease because of 

tougher mandatory fuel economy standards and the growth of hybrid and electric 

vehicles. 

 

The profitability of US and European refining sectors are interconnected, given that, 

historically, the US has exported diesel to Europe and gasoline has been shipped in 

the other direction – though overall the US refining sector’s larger and more complex 

refineries have proved more profitable. Within the US the east coast, considered the 

most competitive refining market because of imports, now faces added pressure in 

the shape of gasoline imports – particularly from India, where a new Reliance 

Industries’ refinery is selling competitively into the US, even with additional 

transportation costs. More resistant markets include California and other west coast 

areas, the Gulf Coast and the Midwest. The shake-out in the wake of large losses 

means that there are now more than 20 refineries for sale in Europe and the US, 

involving well over 2m bpd capacity. There are few possible buyers around. Shutting 

down the refineries or converting them into distribution terminals, rather than selling 

them on could help restore economic viability to the refining sector, but that is often 

easier said than done. Recently, the US government intervened when Valero Energy 

tried to convert a Delaware City refinery into a distribution terminal and the company 

was forced to sell it; other planned closures in Europe have led to government 

intervention. Sale, closure, mothballing or conversion – every option remains on the 
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table as long as the refining sector continues to struggle through hard times. 

 

&�5����
���������	�3���������������������3������  

An economic slow-down in China, hailed as one of the few good stories still to tell 

when it comes to global energy demand, is impacting the country’s refining activity, 

which in June seems to have grown at its slowest pace for around nine months. 

Crude processing was still 11% up on the year before, at around 8.6m bpd but that 

represents the slowest growth rate since the 10% increase recorded last October. 

The slowing pace of China’s economic growth, brought about by government 

measures intended to prevent over-heating, may also mean that crude oil imports 

may decline as waning domestic energy demand reduces refining profits. Demand 

for gasoline in particular may slow, given that passenger car sales in China in June 

rose at their slowest pace for 15 months and are expected to continue to grow at a 

rather slower rate than hitherto. Inevitably, China’s major refiners are considering 

reducing processing volumes, with Sinopec suggesting its output may be cut by 4m 

bpd. Refiners may also show increased interest in export markets, putting further 

pressure on refiners elsewhere. More broadly, if the growth in refining activity in 

China starts to slow down significantly, it could place a downward pressure on global 

crude prices, which have at least been supported by strong demand from China and 

India. 

 

4..���������������0���� �
Iran may not be everyone’s preferred investment partner but the Chinese show no 

such qualms when it comes to oil and gas. The declaration in July by an Iranian 

energy minister that, to date, China has invested more than $40bn in the Islamic 

republic’s oil and gas sector  – $29bn of it upstream – is confirmation of just how 

aggressively China has stepped in to an energy market deserted by western 

companies in the face of international sanctions. A further $10bn in contracts has 

also been signed recently, according to Tehran. Iran, Opec’s second-largest oil 

exporter, has a dilapidated refining sector, forcing it to import petroleum products 

such as gasoline to meet domestic needs, though it recently said it intended to 

spend $15bn for developing domestic oil refineries and that its aim is to end the 

need for any gasoline imports. The country is on the record recently as saying that it 

needs about $46bn to upgrade its existing nine refineries and to build seven new 

ones. No prizes for guessing who will cough up the cash. 
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Distillates data 
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Power 
News  

�� Aug 4: Turkey’s electricity generation rose 6.8% in H1 2010 to reach 100,598 

GW, the government said. 

�� Aug 3:  Coal accounted for 44.6% of power generation in Canada during 2009, 

the lowest level since 1978. 

�� Aug 4:  Indonesia said it was in talks with miners about changes to mining 

contracts, including royalties, to reflect new mining laws. No details were given. 

�� Aug 3:  Xstrata said it expected the first coal from its Ulan West mine in New 

South Wales in 2014. It will produce nearly 7 Mt/year. 

�� Aug 2:  Saudi Arabia needs to spend about $80bn by 2018 on meeting its rising 

power needs, according to market intelligence group Euromonitor International. 

�� July 29:  China said it would help Venezuela build three 300 MW power plants 

in return for long-term oil deliveries under a $20bn financing deal. In H1 2010, 

exports of crude from Venezuela to China rose by 168% over a year earlier. 

�� July 27:  No new coal-fired power stations will be built in the UK without using 

carbon capture and storage technology, the government said. 

�� July 24:  Brazil’s electricity consumption rose 11.1% in June to an annualised 

34,570 GW. The country announced a $737m investment programme for new power 

lines. 

�� July 20:  China Guangdong Nuclear Power, the nation’s second-largest atomic 

plant builder, won state approval to construct two reactors in Guangxi. 

�� July 19:  Pakistan said it had prepared plans to double the nation’s power 

generating capacity by 2020. New projects would add 20,000 MW capacity. 

�� July 16:  Enel of Italy said it will next year convert its Porto Tollo oil-fuelled plant 

near Venice to use clean coal. 

 

Short-term outlook 

US coal prices have proved remarkably strong in rece nt months, rising by the 

end of July to their highest for 18 months. Central  Appalachian has been close 

to $68/short ton on the back of growing demand from  power producers across 

many regions of the country, as air conditioning ki cks in to combat an 

unusually hot summer. Prices have so far risen by ar ound 30% this year on 

hotter-than-normal weather from California to New Yo rk, with demand from 

utilities increasing just as miners face stiffer fe deral scrutiny in the wake of 

the Massey Energy disaster in April that curbed oper ations in Appalachia, 

home to 33% of all US coal production. Output there has fallen by nearly 7% 

from last year. The US Energy Department believes coa l consumption by 

power producers will rise 4.6% this year to 974 Mt and utility stocks are falling 
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as the hot summer continues. Prices in the mid-$70/s hort ton range look 

possible by September.  

 

Analysis 

����
����3�������	����H��
���I�����	�-��> �
New production capacity being added in France should help ensure that it can meet 

power demand growth over the next four years, though it could still face problems 

during peak demand periods. That’s the conclusion of power transmission system 

operator RTE, which is obliged every two years to report on whether longer-term 

power supply and demand is likely to be balanced. RTE says French power 

consumption is likely to reach 506 terawatt hours (TWh) by 2015, up from 486 TWh 

in 2009, but down 10 TWh on the grid’s last forecast for 2015 because of the 

economic slowdown. The grid operator says France will need an extra 3,000 MW in 

generating capacity by 2015 to ensure security of supplies but warns that, beyond 

that date, prospects look less certain, leaving it unable to provide any guarantees. It 

says special attention needs to be paid to coping with peak demand during cold 

weather and points out that infrastructure bottlenecks continue to slow-down the 

smooth flow of supply in the southeast of the country and in Brittany. RTE also 

warns that closures of large coal plants in countries like Germany, Belgium and the 

UK, brought about by European Union legislation, will reduce the reserves available 

to help meet peak French demand, which is largely reliant on baseload nuclear 

capacity.  

 

1���������	�
���
����������
�5	�������� �
Electricity trading in western Europe’s seven largest markets has been powering 

ahead, rising to yet another high in 2009 as banks and utilities bought and sold amid 

a 40% overall cut in power prices. Volumes in Germany, the Nordic countries, 

Britain, France, the Netherlands, Spain and Italy rose to 9,944 TWh, up from 9,929 

TWh in 2008, according to London-based consultant Prospex Research. The verdict 

is that the market did well, all things considered, with a handful of big banks helping 

to keep deal levels high because of their strong relationships with industrial 

customers. But power contracts in Europe are starting to get more complex, giving 

power stations, banks and electricity users more options to lock-in prices – a 

possible reason for the rise in trading volumes. With power prices becoming more 

volatile over the last five years, producers and users need to better manage their 

risk when buying and selling electricity. That should mean trading levels continue on 

a rising curve. 

 

0����J��
��	�������
���������������������
With forecasts that India’s power consumption will double by 2020 and that it could 

face a coal shortfall of anything up to 200 Mt a year by 2015 – about half the power 
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sector’s expected demand – huge improvements in domestic production levels and 

rapidly rising imports are now deemed to be essential. Hence, in July, Coal India 

announced that it would invest in its first port terminal to handle imports. The 

terminal in southeast India will open in 2013 and will be capable of handling 6 Mt of 

coal a year. Coal India is forming a joint venture with power utility NTPC to buy fuel 

from overseas and is also looking to secure long-term agreements with foreign 

suppliers. This initiative comes against a background of forecasts suggesting the 

country’s coal consumption may rise from around 500 Mt to more than 1bn tonnes 

by 2015, given that electricity generators are likely to add 75 GW of capacity over 

the next five years. That could mean imports rising to as much as 150 Mt a year, 

more than 2 ½ times the level recorded over the last financial year ended in March. 

India’s current coal output is about 535 Mt. When it comes to searching for overseas 

supplies, India at least has the advantage of wanting lower-quality coal that cannot 

be used by some other major importers. Supplies so far have come mainly from 

Indonesia but now the search is being extended to places such as Mozambique, 

Botswana and Australia.  

 

���������������
��	�����
��
���3��� �
China is trying another way to compel owners to close the country’s notoriously 

dangerous coal mines – by suggesting the mine bosses themselves should have to 

go underground and work alongside their employees. Premier Wen Jiabao’s 

suggestion in July is one of the more unusual initiatives launched by the government 

to crack down on outdated, polluting and dangerous mines in an industry that will 

continue to be a mainstay of the country’s power generating sector for decades to 

come. Last month Beijing announced that it had met its annual target to close 10m 

kW of outdated, coal-fuelled power generating capacity – bringing total capacity 

closures to 70m kW since 2006, well up on the original 50m kW target. The closed 

power plants would have consumed 81 Mt of coal. As for the coal miners, the 

government also said last month that it may impose a cap on national coal output by 

2015 while enforcing national energy consumption targets to cut carbon emissions 

and reduce reliance on fossil fuels. By 2015, officials say, coal should be meeting 

only 65% of the country’s energy needs compared with 70% today. That is still a lot 

of coal, given that China will need to double its 2009 generating capacity by 2020, 

according to the China Electricity Council. Demand is set to grow to 5,000 kWh per 

capita by 2020, up from 2,000 kWh in 2006. This year alone China is likely to 

consume about 11% more electricity than in 2009, according to government 

forecasts. Last month China rebuffed claims from the International Energy Agency 

that it has displaced the US as the world’s biggest energy consumer. Beijing may be 

in denial, but it’s only a matter of time. 

 
�
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Confirmation in July that Egypt will build four nuclear power plants by 2025 is the 

latest step among Middle Eastern countries to reduce their dependence on their own 

hydrocarbon reserves. The month also saw Jordan’s Atomic Energy Commission 

hold talks with a raft of companies, notably Areva of France and Mitsubishi of Japan, 

who are competing to provide technology for the country’s first nuclear power plant, 

while Saudi Arabia is pressing ahead with plans to build an atomic and renewable 

energy city. The United Arab Emirates have already signed a $20bn contract with a 

South Korean-led consortium to build four nuclear power stations. So far, 13 Middle 

Eastern states have announced proposals for nuclear power generation. The rapid 

embracing of nuclear power is a direct consequence of population growth and 

economic expansion, meaning that these oil producing countries have been burning 

up oil reserves to meet demand for power growing across the region by 7-8% a 

year. The trend towards nuclear is obviously raising concerns internationally about 

possible nuclear weapons’ proliferation, especially given Iran’s determination to 

produce its own weapons-grade nuclear fuel. Saudi Arabia has also caused a few 

nervous twitches, by conceding that “enrichment could happen” in the Kingdom. If 

the region made a strategic error by opting 40 years ago for the zero nuclear energy 

option, it now seems to be ready to correct the imbalance. 

 

1��������
��	�����������
���H5���	I��������� �
There has been plenty of muttering from Berlin recently over the European 

Commission’s decision to end coal subsidies once and for all by 2014. Chancellor 

Angela Merkel says she is not at all enthusiastic about the decision from Brussels 

and said no more than that her government would “evaluate” a demand she termed 

a “request”. Germany has controversial plans to phase out coalmines by 2018 and 

these plans, she said, should be respected. Subsidies to the coal industry in Poland, 

Germany, Spain, Romania, Hungary and Slovakia cost an estimated €3.2bn in the 

last year and the Commission has been struggling to bring them to an end. It had 

originally been debating a possible 12-year extension from 2010 but officials warned 

that a longer phasing-out period contradicted the EU’s climate change targets. Stand 

by for further adjustments, as an EU energy gap looms. 
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Power data 
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Source: VM Group, Nymex  Source: VM Group, Nymex, ICE Futures  Source: Department of Transport, VM Group 
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Source: US Department of Energy, China 
Statistics Office, VM Group 

 Source: China Statistics Office, VM Group  Source: China Statistics Office, VM Group 
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Fund activity 
 

Key events  

�� Aug 3: Managed money increased its bets in crude oil as indicated by long 

positions held in Nymex crude futures, which rose by 24% to 135,833 lots according 

to the latest weekly CFTC data. Hedge funds and other large speculators also 

substantially increased their long position in heating oil futures on Nymex, up by 

16,964 lots to 29,957 lots, while reducing their shorts in natural gas futures by 

11,272 lots to 34,199 lots. For the moment it seems funds are turning bullish on all 

facets of the energy complex, although oil prices have since weakened on the back 

of further evidence that the US recovery is proving very bumpy.  

 

June: meagre improvements overall 

Hedge funds overall continued to struggle to make h eadway through June (the 

latest month for which data is available), performi ng slightly better than the 

previous month, with overall returns of negative 0. 76%. However, funds with 

commodity exposure fared marginally better, althoug h in general they were 

barely in the black with returns of 0.01%, while fu nds with greater than 50% of 

their portfolio exposed to commodities returned 0.7 0%. Dedicated energy 

funds were the best performers relative to the rest , with returns of 1.55%, 

significantly outperforming the CRB-Energy Index, wh ich was down by more 

than 6% in June. Metals funds reported 0.70% growth  while softs funds grew 

by 0.29%. 

 

For the first time this year we have seen a net out flow, albeit a small one, of 

money from funds in our sample, causing the assets under management base 

to dip from $1.104 trillion to $1.102 trillion. It is a small shift but could persist if 

funds fail to make a convincing turnaround later th is year. At this stage of the 

year performance has so far been flat for the year,  which will not have 

enthused new investors. Preliminary data for July su ggests that although 

defensive strategies were favoured by many fund man agers we could see a 

dip deeper into negative territory, which will not bode well for sector 

confidence. 
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Index fund investment data 
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Prices over last three years 
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Source: Nymex, VM Group  Source: Reuters, VM Group 
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Source: Reuter, VM Group  Source: Reuter, VM Group 
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Oil Supply and Demand  

 IEA  

2��	����	�����	����������������		���������	�������� �����������������
�������5���
�����7-���8��
  Q1 08 Q2 08 Q3 08 Q4 08 Q1 09 Q2 09 Q3 09 Q4 09 Q1 10 Q2 10 Q3 10 Q4 10 

Demand                         
OPEC  86.61 85.17 84.91 84.99 84.04 83.17 84.52 85.49 84.76 84.40 85.73 86.52 

EIA  86.82 86.30 85.26 84.64 83.64 83.88 84.47 85.04 85.26 85.50 86.02 86.47 
IEA  87.36 86.25 85.88 85.37 84.42 84.08 85.30 85.91 86.04 86.57 86.54 86.80 

Supply               
OPEC  85.16 85.43 84.76 84.71 83.83 83.81 N/A N/A N/A N/A N/A N/A 

EIA  85.84 85.70 85.27 84.93 83.52 83.57 84.50 85.33 85.92 85.99 85.60 86.06 
IEA  86.97 86.61 86.09 85.80 84.48 84.07 84.86 85.86 86.62 86.44 86.53 86.53 

Net (deficit) surplus              
OPEC  (1.45) 0.26 (0.15) (0.28) (0.21) 0.64 N/A N/A N/A N/A N/A N/A 

EIA  (0.98) (0.60) 0.01 0.29 (0.12) (0.31) 0.03 0.29 0.66 0.49 (0.42) (0.41) 
IEA  (0.38) 0.36 0.21 0.43 0.06 (0.01) (0.43) (0.05) 0.57 (0.13) (0.01) (0.28) 

5�������6����#�0����(������	!(���
�������7�0������� ������6����#�	����#���!���6.�
�

2��	����	�����	����������������		���������	�������� ���

  Q1 08 Q2 08 Q3 08 Q4 08 Q1 09 Q2 09 Q3 09 Q4 09 Q1 10 Q2 10 Q3 10 Q4 10 

Demand  � � � � � � � � � � � �
OECD DEMAND              
   North America  24.8 24.4 23.6 23.9 23.5 22.9 23.2 23.5 23.6 23.8 23.6 23.5 

   Europe                          15.3 15.1 15.5 15.4 14.9 14.2 14.5 14.4 14.2 14.1 14.4 14.4 
   Pacific                         8.9 7.9 7.5 8.0 8.1 7.3 7.3 8.0 8.2 7.3 7.1 7.8 

Total OECD  49.0 47.4 46.6 47.3 46.6 44.4 45.0 45.9 46.0 45.2 45.1 45.7 
NON-OECD DEMAND              

   FSU  4.2 4.1 4.3 4.1 3.9 3.8 4.0 3.9 4.2 4.1 4.2 4.2 
   Europe                          0.8 0.7 0.7 0.7 0.7 0.7 0.7 0.7 0.7 0.7 0.7 0.7 

   China  7.9 8.0 8.1 7.6 7.7 8.6 8.8 8.9 8.9 9.3 9.1 9.1 
   Other Asia  9.9 9.8 9.4 9.5 9.9 10.1 9.8 10.1 10.1 10.2 9.9 10.3 

   Latin America  5.7 6.0 6.0 5.9 5.7 5.9 6.1 6.1 6.0 6.3 6.3 6.3 
   Middle East  6.7 7.1 7.6 6.9 6.7 7.3 7.8 7.1 7.0 7.5 7.8 7.2 

   Africa                          3.2 3.2 3.1 3.2 3.2 3.2 3.2 3.1 3.2 3.3 3.2 3.3 
Total Non- OECD  38.4 38.9 39.3 38.0 37.9 39.6 40.3 40.0 40.1 41.4 41.4 41.1 

Total Demand   87.4 86.2 85.9 85.4 84.4 84.1 85.3 85.9 86.0 86.6 86.5 86.8 

Supply              
OECD SUPPLY              
   North America  14.3 14.0 13.6 13.8 14.2 14.1 14.3 14.5 13.8 13.8 13.3 13.5 

   Europe                          4.9 4.8 4.5 4.8 4.9 4.5 4.2 4.5 4.5 4.2 4.2 4.3 
   Pacific                         0.6 0.7 0.7 0.7 0.7 0.6 0.7 0.6 0.6 0.7 0.7 0.7 

Total OECD  19.7 19.5 18.8 19.3 19.7 19.1 19.2 19.7 18.9 18.7 18.2 18.5 
NON-OECD SUPPLY              

   FSU                             12.9 12.9 12.7 12.7 13.0 13.2 13.4 13.5 13.5 13.5 13.5 13.8 
   Europe          0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

   China                           3.8 3.8 3.8 3.8 3.7 3.8 3.8 3.8 4.0 4.0 4.0 4.0 
   Other Asia  3.7 3.6 3.6 3.6 3.6 3.6 3.6 3.6 3.6 3.6 3.6 3.6 

   Latin America  4.1 4.1 4.2 4.2 4.3 4.3 4.3 4.4 4.0 4.1 4.2 4.3 
   Middle East                     1.7 1.6 1.6 1.6 1.7 1.7 1.7 1.7 1.7 1.7 1.7 1.7 

   Africa  2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.5 2.6 2.6 2.6 2.6 
   Total Non-OECD  28.8 28.8 28.7 28.8 29.0 29.3 29.5 29.7 29.6 29.7 29.7 30.1 
   Processing gains  2.2 2.2 2.3 2.3 2.3 2.3 2.3 2.3 2.2 2.2 2.2 2.2 

   Other biofuels  0.4 0.4 0.4 0.4 0.3 0.4 0.4 0.4 1.8 1.8 1.9 1.9 
Total Non-OPEC   51.1 50.9 50.2 50.8 51.3 51.1 51.4 52.1 52.5 52.4 51.9 52.7 

   Non-OPEC Historical 
   Composition 

 
50.1 49.9 49.2 49.8 51.3 51.1 51.4 52.1 52.5 52.4 51.9 52.7 

OPEC              
   Crude  31.5 31.4 31.5 30.5 28.6 28.5 28.8 29.0 29.1 29.0 29.1 29.1 
   NGLs                            4.3 4.4 4.4 4.5 4.6 4.5 4.7 4.8 5.0 5.1 5.4 5.6 

Total OPEC   35.9 35.7 35.9 35.0 33.1 33.0 33.5 33.8 34.1 34.0 34.2 34.2 
Total Supply   87.0 86.6 86.1 85.8 84.5 84.1 84.9 85.9 86.6 86.4 86.5 86.5 

              
Balance   0.4 (0.4) (0.2) (0.4) (0.1) 0.0 0.4 0.0 (0.6) 0.1 0.0 0.3 
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EIA 

�

�2��	����	�����	����������������		���������	������� ����
  Q1 08 Q2 08 Q3 08 Q4 08 Q1 09 Q2 09 Q3 09 Q4 09 Q1 10 Q2 10 Q3 10 Q4 10 
              

Demand              
 OECD  48.93 47.36 46.62 47.31 46.38 44.35 44.88 45.78 45.85 44.63 45.05 45.96 

  US (50 States)  20.04 19.76 18.9 19.3 18.84 18.47 18.62 18.82 18.82 18.97 18.87 18.92 
  US Territories  0.27 0.27 0.27 0.27 0.26 0.27 0.27 0.27 0.27 0.27 0.27 0.27 

  Canada  2.31 2.19 2.25 2.26 2.2 2.08 2.16 2.17 2.26 2.11 2.23 2.27 
  Europe  15.29 15.07 15.53 15.43 14.88 14.22 14.45 14.37 14.16 14 14.51 14.67 
  Japan  5.45 4.63 4.34 4.71 4.72 4.03 4.1 4.59 4.78 3.89 3.92 4.29 

  Other OECD  5.57 5.42 5.33 5.33 5.47 5.28 5.27 5.56 5.57 5.4 5.25 5.54 
 Non-OECD  37.89 38.95 38.64 37.33 37.26 39.53 39.6 39.26 39.41 40.87 40.97 40.51 

  Former Soviet 
  Union 

 
4.23 4.22 4.47 4.48 4.09 4.19 4.23 4.32 4.21 4.23 4.38 4.34 

  Europe  0.79 0.8 0.8 0.8 0.77 0.77 0.82 0.82 0.79 0.77 0.83 0.83 
  China  7.94 8.07 7.78 7.54 7.72 8.55 8.43 8.59 8.65 9.01 8.89 9 

  Other Asia  9.64 9.74 9.06 8.83 9.44 9.66 9.3 9.46 9.72 9.84 9.39 9.61 
  Other Non-OECD  15.29 16.12 16.53 15.69 15.24 16.37 16.82 16.08 16.04 17.02 17.49 16.73 

 Total World 
 Consumption  

 
86.82 86.3 85.26 84.64 83.64 83.88 84.47 85.04 85.26 85.5 86.02 86.47 

               

Supply              
 OECD  21.29 21.04 20.36 20.93 21.16 20.65 20.75 21.3 21.39 21.12 20.57 20.73 

  US (50 States)  8.67 8.75 8.18 8.46 8.76 8.99 9.11 9.33 9.44 9.41 9.19 9.37 
  Canada  3.37 3.21 3.37 3.38 3.38 3.11 3.3 3.36 3.34 3.3 3.33 3.4 
  Mexico  3.29 3.19 3.15 3.12 3.06 2.99 2.96 2.98 3.02 3 2.84 2.79 

  North Sea  4.44 4.32 4.06 4.38 4.4 4.02 3.81 4.07 4.08 3.82 3.66 3.66 
  Other OECD  1.52 1.58 1.59 1.59 1.54 1.53 1.56 1.56 1.51 1.59 1.55 1.51 

 Non-OECD  64.54 64.66 64.92 64 62.36 62.93 63.75 64.03 64.54 64.86 65.03 65.33 
  OPEC  35.7 35.82 36.16 35.14 33.36 33.59 34.24 34.28 34.51 34.71 35.14 35.27 

    Crude Oil Portion  31.31 31.42 31.68 30.67 28.88 28.86 29.32 29.32 29.4 29.41 29.67 29.58 
    Other Liquids  4.39 4.4 4.48 4.47 4.49 4.74 4.92 4.96 5.11 5.3 5.47 5.69 
  Former Soviet 

  Union 
 

12.6 12.61 12.43 12.47 12.6 12.88 12.99 13.12 13.11 13.16 13.01 13.01 
  China  3.95 4.01 3.98 3.99 3.93 3.99 4.02 4.03 4.16 4.12 4.06 4.08 

  Other Non-OECD  12.3 12.22 12.34 12.39 12.46 12.46 12.5 12.61 12.76 12.88 12.82 12.97 
 Total World 
Production  

 
85.84 85.7 85.27 84.93 83.52 83.57 84.5 85.33 85.92 85.99 85.6 86.06 

                
 Non-OPEC 
Production  

 
50.14 49.88 49.11 49.79 50.15 49.98 50.26 51.05 51.42 51.28 50.46 50.79 

               
Inventory Net 
Withdrawals 

 
            

 US (50 States)  0.12 (0.34) (0.20) (0.35) (0.65) (0.48) (0.06) 0.74 (0.04) (0.64) 0.00 0.42 
 Other OECD  (0.22) 0.03 (0.35) (0.09) (0.03) 0.23 (0.21) 0.45 (0.16) (0.15) 0.16 0.00 

 Other Stock Draws 
 and Balance 

 
1.09 0.92 0.54 0.15 0.80 0.56 0.24 (1.48) (0.47) 0.31 0.25 (0.01) 

  Total Stock Draw  0.99 0.60 (0.01) (0.29) 0.12 0.31 (0.03) (0.29) (0.66) (0.48) 0.42 0.41 
               

End-of-period 
Inventories 

 
            

US Commercial 
Inventory 

 
954 980 1002 1035 1082 1115 1119 1050 1053 1111 1111 1072 

 OECD Commercial 
Inventory 

 
2568 2598 2654 2691 2734 2743 2765 2654 2668 2740 2725 2687 
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OPEC  

�2��	����	�����	����������������		���������	������� ����
  Q1 08 Q2 08 Q3 08 Q4 08 Q1 09 Q2 09 Q3 09 Q4 09 Q1 10 Q2 10 Q3 10 Q4 10 
              

Demand              
North America  24.77 24.42 23.58 23.93 23.52 22.91 23.25 23.57 23.64 23.36 23.64 23.78 

Western Europe  15.34 15.07 15.55 15.44 14.90 14.24 14.46 14.59 13.89 13.75 14.16 14.27 
Pacific  8.91 7.86 7.54 7.97 8.14 7.3 7.27 8.02 8.25 7.38 7.20 7.97 
OECD  49.02 47.35 46.67 47.34 46.56 44.45 44.98 46.18 45.78 44.49 45.00 46.02 

              
Other Asia  9.49 9.55 9.18 9.23 9.45 9.77 9.59 9.81 9.95 10.14 9.98 10.15 

Latin America  5.60 5.84 5.97 5.80 5.61 5.82 6.02 5.98 5.76 5.96 6.17 6.15 
Middle East  6.77 6.87 7.09 6.86 6.96 7.08 7.27 7.04 7.19 7.31 7.54 7.27 

Africa  3.22 3.18 3.11 3.21 3.26 3.23 3.16 3.28 3.31 3.31 3.20 3.33 
Dev. countries   25.08 25.44 25.35 25.10 25.28 25.90 26.08 26.10 26.20 26.72 26.89 26.90 

              
FSU  4.17 3.79 4.22 4.24 3.82 3.7 4.14 4.18 3.85 3.74 4.17 4.22 

Other Europe   0.83 0.76 0.79 0.78 0.77 0.73 0.77 0.76 0.70 0.67 0.69 0.75 
China   7.97 8.17 8.10 7.65 7.61 8.38 8.56 8.26 8.23 8.77 8.98 8.63 

Other Regions   12.97 12.72 13.11 12.67 12.20 12.82 13.46 13.20 12.78 13.19 13.84 13.59 
              

World Demand   87.07 85.51 85.13 85.11 84.04 83.17 84.52 85.49 84.76 84.40 85.73 86.52 
              

Supply              
North America  14.08 14.3 14.56 14.64 14.63 14.33 14.34 14.08 14.3 14.56 14.64 14.63 

Western Europe  4.65 4.45 4.7 4.68 4.44 4.22 4.43 4.65 4.45 4.7 4.68 4.44 
OECD Pacific  0.62 0.65 0.64 0.61 0.65 0.67 0.7 0.62 0.65 0.64 0.61 0.65 
Total OECD   19.35 19.40 19.90 19.94 19.72 19.21 19.47 19.35 19.40 19.90 19.94 19.72 

Other Asia  3.69 3.7 3.78 3.77 3.72 3.73 3.73 3.69 3.7 3.78 3.77 3.72 
Latin America  4.38 4.39 4.51 4.64 4.7 4.71 4.77 4.38 4.39 4.51 4.64 4.7 

Middle East  1.72 1.75 1.74 1.75 1.75 1.74 1.72 1.72 1.75 1.74 1.75 1.75 
Africa  2.73 2.72 2.69 2.7 2.67 2.67 2.67 2.73 2.72 2.69 2.7 2.67 

Dev. countries   12.52 12.56 12.72 12.86 12.83 12.85 12.88 12.52 12.56 12.72 12.86 12.83 
FSU  12.9 13 13.12 13.14 13.17 13.2 13.3 12.9 13 13.12 13.14 13.17 

Other Europe   0.13 0.14 0.14 0.14 0.15 0.13 0.13 0.13 0.14 0.14 0.14 0.15 
China   3.85 3.88 3.87 4.02 4.07 3.98 3.94 3.85 3.88 3.87 4.02 4.07 

Other Regions   16.88 17.02 17.13 17.3 17.39 17.31 17.37 16.88 17.02 17.13 17.3 17.39 
Non-OPEC Supply   48.75 48.98 49.75 52.17 52.03 51.46 51.8 48.75 48.98 49.75 52.17 52.03 
Processing gains   2.01 2.01 2.01 2.08 2.08 2.08 2.08 2.01 2.01 2.01 2.08 2.08 
OPEC NGLs Non-
conventional oils  

 
4.22 4.33 4.35 4.35 4.37 4.55 4.72 4.70 5.04 5.2 5.32 5.26 

Non-OPEC & 
OPEC NGLs 

Supply  

 

53.95 54.19 53.14 54.26 55.37 55.31 55.71 56.46 54.25 54.11 53.54 53.88 
              

OPEC Production               
Total OPEC  31.21 31.24 31.62 30.45 28.46 28.50 28.85 29.02 29.18 29.17 n/a n/a 

OPEC excl. Iraq  28.73 28.849 29.30 28.12 26.13 26.09 26.29 26.35 26.56 26.81 n/a n/a 
              
              

World Oil Demand   86.61 85.17 84.91 84.99 84.04 83.17 84.52 85.49 84.76 84.40 85.73 86.52 
Supply excluding 

OPEC Crude  
 

53.95 54.19 53.14 54.26 55.37 55.31 55.71 56.46 54.25 54.11 53.54 53.88 
Difference   32.66 30.98 31.77 30.73 28.67 27.86 28.81 29.03 27.68 27.41 29.24 29.70 

OPEC production  32.66 30.98 31.77 30.73 28.67 27.86 28.81 29.03 30.51 30.29 32.19 32.64 
Balance  31.21 31.24 31.62 30.45 28.46 28.50 N/A N/A N/A N/A N/A N/A 
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About VM Group 
VM Group is a commodities research consultancy that covers not just conventional 

energy, but also renewable energy, carbon, base and precious metals, and 

agricommodities. The VM Group comprises a uniquely skilled team that is highly 

experienced in the analysis of the fundamentals of commodities and their 

geopolitical impact and contexts. 

VM Group work excels in macro-economic analysis, the generation of supply and 

demand scenarios, costs analysis, derivative research and price forecasting. 

Confidentiality, experience and independence are key elements in this advisory 

capacity. We deliver excellence to those in need of external expertise, as well as 

those who wish to supplement their own in-house resources. Our extensive 

international contacts mean we are able to span the globe. 

 

To see further how we can meet your research and consulting requirements, please 

email: info@vmgroup.co.uk 

 

VM Group 

100-101 Ashmill Street 

London NW1 6RA 

Tel:  +44 20 7569 5930 

Fax:  +44 20 7569 5931 
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VM Group disclaimer and copyright 
This report was prepared by VM Group. VM Group has made all reasonable efforts 

to ensure that all information provided in this report is accurate and reliable at the 

time of inclusion (the 1st of each month unless otherwise stated), however, there 

may be inadvertent and occasional errors and lack of accuracy or correctness, for 

which VM Group cannot be held responsible. VM Group and its employees have no 

obligation to inform the reader when opinions and information contained in this 

report change. 

 

VM Group makes no representation or warranty, express or implicit, as to the 

accuracy or completeness of contents of this report. This report is not and cannot be 

construed as an offer to sell, buy or trade any securities, equities, commodities or 

related derivative products and the report in no way offers investment advice. 

Therefore VM Group employees accept no liability for any direct, special, indirect, or 

consequential losses or damages, or any other losses or damages of whatsoever 

kind, resulting from whatever cause through the use of any information obtained 

either directly or indirectly from this report.  

 

The contents of this report, all the information, opinions and conclusions contained 

are protected by copyright. This complete report may not be reproduced without the 

express consent of VM Group. Short extracts may be reproduced but only with the 

full and appropriate citing of the original source. 
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ABN AMRO disclaimer and copyright  

The contents of this document are confidential and proprietary to ABN AMRO Bank 

N.V. and its affiliates (“ABN AMRO”) and may not be disclosed to a third party 

without ABN AMRO’s prior written consent. This document is provided for 

information purposes only. The information contained herein (the “Information”) is 

current as at the date of issue and ABN AMRO shall be under no obligation to notify 

you of any changes to the Information or otherwise to update the Information after 

this date. Any material contained herein is for information purposes only and should 

not be regarded as an offer, recommendation or solicitation to buy or sell securities 

or derivative products. It does not contain a complete description of any particular 

product or transaction and any investment decision should be based upon the final 

documentation prepared in relation to any particular product or transaction. 

 

Information may have been obtained from, and/or based upon information obtained 

in good faith from sources that ABN AMRO believes to be reliable, however the 

accuracy and completeness thereof and the computations based thereon cannot be 

assumed. No representation or warranty, express or implied, is or will be made, and 

no responsibility or liability is or will be accepted by ABN AMRO or any of its officers, 

servants, agents, employees or advisors in relation to the accuracy or completeness 

of this document or the information provided in this document. The information 

provided needs to be considered in conjunction with all other publicly available 

information. This document may include various forms of performance analysis, 

characteristics and pricing estimates. Such information and all opinions, estimates or 

projections contained in this document are illustrative only and are not intended to 

predict actual results, which may be expected to differ substantially from those 

described in this document. Past performance is not necessarily indicative of future 

results. 

 

ABN AMRO is not providing you with investment advice or a personal 

recommendation nor will it be deemed to have done so. The information is being 

provided to you because we believe, based upon statements and other indications 

you have provided, that (i) you have sufficient knowledge, experience and 

professional advice to understand and make your own independent evaluation of the 

merits, risks and suitability of making an investment in the type of products or 

transactions described herein; (ii) you are not relying on ABN AMRO for information, 

advice or recommendations of any sort, except factual information, about the terms 

of any product or transaction; and (iii) you have sufficient financial means to accept 

the risk connected with any product or transaction described herein. ABN AMRO 

acts as principal in transacting with you and does not owe any fiduciary duties to 

you. You must determine the suitability of any products or transactions described 

herein. The products and transactions described herein may not be suitable for all 
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investors. ABN AMRO is not providing you with financial, legal, tax, regulatory or 

accounting advice. It is your responsibility to seek your own advice in these respects 

and to satisfy yourself that you are aware of any such risks associated with the 

products or structures described in the Information. ABN AMRO expressly disclaims 

any responsibility for any uses to which you put this information. 

 

This document does not purport to identify or suggest all of the risks, direct or 

indirect, which may be associated with any products or transactions described 

herein. ABN AMRO may have positions in trades and securities similar to the 

products and transactions described herein. There may be no market for products 

described herein, therefore investors should be prepared to hold any product until 

maturity. If you unwind a transaction early you may receive less than the stated 

redemption amount. Any transaction is subject to approvals, procedures and policies 

determined by ABN AMRO and prevailing market conditions. The Information does 

not constitute research and as such may differ from published views. 

 

ABN AMRO Bank N.V. is authorised by De Nederlandsche Bank N.V. in the 

Netherlands and regulated by the Financial Services Authority for the conduct of 

investment business in the United Kingdom. Registered Office: Gustav Mahlerlaan 

10, Amsterdam, Amsterdam, 1082 PP, Netherlands. 

 

ABN AMRO Markets (UK) Ltd. is regulated by the Financial Services Authority for 

the conduct of investment business in the United Kingdom. Registered Office: 5 

Aldermanbury Square, London, EC2V 7HR, United Kingdom (Company number 

02706278). 

 


