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Supply & Demand
No Longer Tell The Story
Supply and Demand expressed as Inventories used to
be a fairly good predictor of crude oil prices

Since 2004, Supply and Demand have become
increasingly irrelevant at predicting crude oil prices
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Wall Of Investor Money

® Large amounts of institutional investor money flowed
into commodities futures generally, and oil futures
specifically beginning in 2004

The pace of inflows accelerated substantially at the
beginning of 2008

This created a speculative bubble in oil prices which
popped in the middle of 2008

Since March of 2009 this echo-bubble has been
steadily re-inflating at an even faster rate than 2008
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Effects Of Money Wall

Derivatives markets are the dog and the spot markets are
the tail

In crude oil markets today, derivatives markets determine
spot prices

Qil has become “financialized” where prices are
determined by investors, not producers and consumers

Oil prices correlate with U.S. Dollar, S&P 500 and inflation
expectations

The rationale for “investing” in oil has been destroyed by
the investors themselves
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Dollar vs. WTI

3M Rolling Correlation WTI Crude Ol v. U.S. Dollar Index

: Bloomberg. Rolling 3 month dail ion of pri USS. Dollar
Index (DXY) to WTI Crude Oil.

Inflation vs. WTI
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Persistent Contango
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Summary

Investors have transformed the price discovery function for
oil because they now dominate the oil derivatives markets.

QOil has become a financial “asset” and it now correlates
with financial markets

Because it's “financialized,” oil prices are now subject to
speculative booms and busts

Governments must take steps to re-instate speculative
position limits in the derivatives markets and severely
restrict the phenomenon of passive investment.

Legislative Update

e House Bill has passed
o Relatively strong position limits language
® Loopholes equal 45% of clearing and 100% of trading

e Senate Banking Discussion Draft Introduced
® Derivatives portion just a placeholder, reportedly not
finalized by Senators Reed or Gregg
® Would be stronger than House if not for the Membership
Loophole

e Senate Agriculture Draft Expected Next Week
® Senator Lincoln’s primary challenge and tough general
election leave her with less time to devote to this bill
® She says she wants a bipartisan bill




