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Oil retracement to face stock builds, flatter curve, and more demand risk  

Stocks builds in 1Q2022 are in flux and could range anywhere between 1-to-2 MMb/d        

• Stock build confirmation. The IHS Markit base case had 
called for 1Q2022 stock builds that were out of alignment 
with beefed up paper market sentiment even prior to the 
one-two punch of SPR releases and Omicron. Sentiment is 

now recalibrating to a more nuanced view of fundamentals 
through the winter as the market is set to see the first global 
stock builds in almost a year. The Omicron variant, SPR 
releases, and a potential OPEC+ response should demand 
erosion accelerate create uncertainty around the magnitude 
of the builds, which could come in at about 1.5 MMb/d in 
our base case, and range up to potentially sensitive 

thresholds above 2 MMb/d (see Oil market roundtable – 
Omicron, SPR, OPEC+ and the harsh winter ahead). After 
significant draws through the past two quarters across the 
barrel, there is some room for stock builds that would ease 
some of the scarcity anxiety in consuming nations without 
necessarily raising the specter of recovery-busting 
oversupply. But stock builds will also change the environment from what investors faced for most of 2021 as physical 
markets tug more forcefully at futures and forward structure. Roll yields are plummeting and both benchmarks are sliding 

towards contango. Should stock builds warrant contango, it would work to slow paper momentum recovery seen in many 
of the retracements in 2021. Absent a major virus disruption, we still expect the price floor of $65/bbl to hold, yet 

good news on the virus front would not merit a quick recovery back to the $85/bbl ceiling, as OPEC+ must still 

contend with softer base demand in 1Q2022 and pressure from SPR releases.    

• Supply might need managing. As 1Q2022 balances take shape, it is becoming more apparent that an OPEC+ response 
may be necessary to limit the size of builds in 1Q2022 within a tolerable threshold underneath 2 MMb/d. The OPEC+ 
decision to maintain volume increases through December was motivated by political and logistical constraints and 
imperfect information on Omicron risk to demand (see OPEC+ resists the urge to react to uncertain market picture). 
Should Omicron have a relatively muted impact, a temporary pause in production increases would likely do the trick, 
rather than an outright reversal of production. Higher levels of demand erosion from more travel restrictions would merit 
a more active response. As opposed to the disruption-shackled production trends for much of 2H2021, supply is also on 

the mend within and without OPEC+ just as demand faces its first sequential slowdown, with smaller OPEC+ producers 
nudging back to growth, albeit shallow, while US production data points to stout onshore sequential gains in August and 
September that could carry global supply (ex-core OPEC+ producers) higher into the winter.  
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• Discretionary demand at risk. From a pre-
vaccine base of 95.2 MMb/d in March, global 
liquids demand has expanded this year by 5 
MMb/d through November. Main refined fuels 
consumption has expanded by 3.6 MMb/d (+1.66 
MMb/d from gasoline and 1.91 MMb/d from jet 
fuel) over the same time. Expansion in base 
demand from consumer-oriented travel fuels that 

have a discretionary element is the main downside 
risk should Omicron challenge vaccine efficacy. 
The first tranche of demand risk is approximatley 
500,000 b/d of jet fuel, mainly in Europe and Asia, 
with US jet fuel demand more insulated. Some of 
this will start to show up in high frequency data, 
with some airports in Japan already shutting down 

international travel. Behavioral adaptation since 
April 2020 tilted consumer demand to durable 
goods and away from services and favored a swift 
recovery in diesel, which would likely prove more 
immune to subsequent waves of the virus, 
supported by shipping, industy and manufacturing, except in a worst-case scenario with widespread lockdowns in Europe 
carving out more transportation demand. 

• Longer road to recovery. Oil prices that have 
continuously rallied from bouts of selling this 
year may have a harder time recovering from the 
recent drop. The $10/bbl slide from Black Friday 

ushered in waves of bets on a sharp rebound, with 
over $239 million landing on the USO ETF last 
week, and some non-commercial traders leaning 
into lower prices through last Tuesday. Yet oil 
benchmarks are sliding dangerously toward 
contango as expectations for surplus oil in 
1H2022 are increasingly confirmed. Oil markets 

can rally into contango, but it becomes riskier for 
speculators without the tailwind of roll yields. 
CFTC data shows a rather muted commercial 
response to the end-November selloff, which 
could accelerate if Omicron risk increases, which 
would pressure prices down.        

• Back to neutral. Open interest in crude across Nymex and ICE at 6 million contracts is the lowest in a year, since the 
announcement of successful vaccine trials. Net speculative length is also at its lowest point since November 2020. In the 
latest week, new short speculative positions offset some of the continued long liquidation, and have a little more room 
to run, as attempts to rebound through last week were continually sold off. Gross speculative shorts have surged to a 
2021 high, albeit remaining thin by historical comparison. Renewed strength in product cracks would send a strong 

financial signal that demand risk has passed, yet product premiums to crude have been sliding, with Nymex diesel the 
only contract above the $20/bbl mark that would motivate refineries to run more crude, and the picture in Europe is 
looking even weaker as refineries must contend with higher natural gas prices.        

• Iran deal sours. Prospects for an Iranian deal did not improve last week in line with expectations, as negotiators from 
Tehran came in with outsized requests difficult to accommodate. Negotiators left Vienna last week with very few of the 
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elements needed to complete a deal, as opposed to earlier in the year, when much of the framework for an agreement 
had been completed. After missing a strategic window earlier in the year, prospects for an imminent deal are increasingly 
dim. Negotiations will likely continue, but we remain several meetings away from the type of tangible progress that 
would signal to markets that a timeline for a return of Iranian barrels to the market is emerging.   
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Page 1: Crude Prices
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Page 2: US Differentials
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Page 3: Crude Trade and Physical
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Page 4: Commitment of Traders data and macroeconomic indicators
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Page 5: Refining and Products

 (5)

 -

 5

 10

 15

 20

 25

 30

J F M A M J J A S O N D

2016-2020 range 2016-2020 average

2020 2021

Houston 3-2-1 crack spread to LLS

© 2021 IHS Markit

U
S

$
/b

b
l,
 w

e
e

k
ly

 a
v

g

Source: IHS Markit, Argus Media Ltd

 (5)

 -

 5

 10

 15

 20

 25

J F M A M J J A S O N D

2016-2020 range 2016-2020 average

2020 2021

ARA 3-2-1 crack spread to Brent

© 2021 IHS Markit

U
S

$
/b

b
l,
 w

e
e

k
ly

 a
v

g

Source: IHS Markit, Argus Media Ltd

 (3)

 -

 3

 6

 9

 12

 15

 18

J F M A M J J A S O N D

2016-2020 range 2016-2020 average
2020 2021
2020-VLSFO 2021-VLSFO

Singapore 6-3-2-1 crack spread to Dubai

© 2021 IHS Markit

U
S

$
/b

b
l,
 w

e
e

k
ly

 a
v

g

Source: IHS Markit, Argus Media Ltd

100

115

130

145

160

175

190

J F M A M J J A S O N D

2016-2020 range 2016-2020 average

2020 2021

US gasoil inventories 

Source: IHS Markit, EIA © 2021 IHS Markit

M
M

b
b

l

200

210

220

230

240

250

260

270

J F M A M J J A S O N D

2016-2020 range 2016-2020 average

2020 2021

US gasoline inventories

Source: IHS Markit, EIA © 2021 IHS Markit

M
M

b
b

l

-30%

-24%

-18%

-12%

-6%

0%

6%

Apr-20 Jul-20 Oct-20 Jan-21 Apr-21 Jul-21 Oct-21

-5

-4

-3

-2

-1

0

1

4-wk average crude runs % growth (RHS)

US crude runs growth vs. 2019

Source: IHS Markit, EIA © 2021 IHS Markit

%
y

-o
-y

4
-w

k
 a

v
g

g
ro

w
th

 M
M

b
/d



 

 

Disclaimer 

The information contained in this presentation is confidential. Any  unauthorized use, disclosure, reproduc tion, or dissemination, in full  or in part, in any media or by  any  me ans, 
without the prior written permission of IHS Markit Ltd. or any  of i ts affiliates ("IHS Markit") is stric tly prohibited. IHS M arkit owns all  IHS Markit logos and trade names contained in 

this presentation that are subjec t to license. Opinions, statements, estimates, and projec tions in this presentation (includi ng other media) are solely those of  the individual author(s) 

at the time of writing and do not necessarily  reflect the opinions of IHS Markit. Neither IHS Markit nor the author(s) has any obligati on to update this presentation in the event that 
any  content, opinion, statement, estimate, or projection (collec tively, "information") changes or subsequently  becomes inaccurate. IHS Markit makes no warranty , expressed or 

implied, as to the accuracy, completeness, or timeliness of  any  information in this presentation, and shall  not in any  way  be  liable to any  recipient for any  inaccuracies or 
omissions. Without limiting the foregoing, IHS Markit shall have no liability  whatsoever to any recipient, whether in contrac t, in tort (including negligence), under warranty , under 

statute or otherwise, in respec t of any  loss or damage suffered by  any  recipient as a result of  or in connection with any  information provided, or any  course of action determined, by  
it or any  third party , whether or not based on any information provided. The inclusion of a link to an ex ternal website by  IHS Markit should not be understood to be an endorsement 

of that website or the site's owners (or their produc ts/services). IHS Markit is not responsible for either the content or ou tput of  external websites. Copyright ©2021, IHS MarkitT M. 

All rights reserved and all  intellec tual property  rights are retained by  IHS Markit.  

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


