Prospect of $100 oil
turmng into reality

NEWS ANALYSIS
Not so long ago
the $80 level was
seen as damaging
1o the world
economy. Javier
Blas looks at the
changing views

As oil approached $100 a bar-
el yesterday, the key ques-

ion was whether fundamen-
tals o financial flows were
driving the price higher.
If the main f‘lmu is finan-
eould be
infated. artificialy and it
could fall sharply once
hedge fund take profits. In
other words, the current
price rally would be unlikely
{0 inflict g dlmage on
the world ¢cono
On the other hsrd Af fun-

damentals are driving tho
rally, oil prices are unlikely
o siop thelr meteoric rise at
$100 a barrel. The world
economy may face high
prices langer than provi-
ously expected, triggering an
inflation spike just a8 cen-

case problems in 4
tug systom.
The Interational Energy

Agency, tteh-
dog, along with the US
Department of Energy and
some private analysts argue

mai
ol prices are not artificially
inflated.
ved, analysts agrea that
botvween the start of 3007 and
the end of the summer, mar-
ket fundamentals played the
:Iomjlunl Tole, boosting the
price for @ yearlow of
about §50 o baree n dan:

oIl
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ary to about $75 in Septem-
ber. Strong economic
gawth, particularly in
China and ndia, has 1 to
an annual increase of 1.2m

tlon outside the Organisa-
tion of the Fetroleum
Exporting Countries has dis-
appointed, growing just
700,000 byd from: 2006

a petrolenm
alyst at the

EE

jon_Adnin
istration, the statistical arm
of the US Energy Depart-
ment, sald t}ﬂl when
non-Opec supply growth is
‘below growth in global con-
s\lmplmn the gap needs to
ed by Opec members'
nxaﬂuctlon increases or
draw-downs from invento-

fes.
So far this year, Opec, the
oil cartel which controls
about 40 per cent of the
‘world's ofl production, has
Testrained its output in an
effort to keep prices high,
pumping in September about
700,000 bjd less than last
boost

production by 500,000 b/d
starting in November, but it
is oo soun to say whether
this will be envugh to closet
the gap.

As a result, inventaries
have had to take tho strain.
In the third quarter, rich
couniries’ crude oil stocks
suffered & countar-seasonal
draw of 960,000 b/d, instead
of the traditional Tncresse of
albont 30,000 bid.

Nobuo Tanaks, TEA execu
tive director, yosterday

blamied curtent record prices
on “tightening crude oil fun.
damentals,” such as the fall
in inventories. In the US, the
world's largest oil consumar,
inventories fell last week to
411.9m barrels, the lowest
stce Oclober 2005.
Worldwide refining bottie-
necks, ongoing geopolitical
risks and Soncerns about.
supply avail

alysts say.

)i § Ennd:mm!al‘l are behind

roblem, prices must
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sumption is brought in line

with  production. PII\IL
lors

mid September to almost
$100 had not effected supply
and demand balances.
“There is nothing magical
about $100abarrel level to
ruulve the disequilibrium of
the market,” Mr Horsnell
ﬂld suggesting that prices
ill noed to rise further to
damp oil demand through
slower economic growth.
Mot evaryoris apuss that
nials are the cause
of high oil prices. Oper, for
ono, disagrees, arguing that
sp«umm beiting on dollar

‘main
helum! |I|e|nr:wse hefty §20

Other analyats, mn as
Edward Morse, chief en

economist at Lehman Bml.
ers in New York, say tl

Storm warnings: wum"nulu bottlenecks nummammmn Ary

financial flows trading in
options - contracts that give
the rigm to buy at a prede-
and date -
are buusliam short-term oil
pricen s the banks that sl
them have o hedge some of
their positions by buying
crude ofl in the spot market
nis over what
is driving ofl prices and the
probability of a correetion,
however, overshadows a fun-
damental fact. Even if finan-
cial flows are responsible for
the latest leg of the oil price
rally, oil could still trade at
arount §80 a barrel based on




