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Oil Prices Collapsed in Early October but Have Recovered to Low-$60 Range

ÅWTI price fell -$33.88 (-44%) from $76.41 on October 3 to $42.53 on December 24, 2018.
Å It has since increased +$20.05 to $62.58 and recovered 47% of the value lost.
Å Price collapse was signal to shale companies to stop over-producing.
Å The message will be repeated until action results.
ÅWTI has been above the 100-day average since March 1.
Å Price is -$4.28 less than 200-month average vs. +$10.58 above on October 3.
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WTI	price	of	$62.58	is	47%	more	than	$42.53	bottom	in	late	December
Price	collapse	was	signal	to	shale	companies	to	stop	over-producing

The	message	will	be	repeated	until	action	results

-77%

-59%

-$33.88

Date WTI WTI Change Number of Days Rate ($/day) % < 200-Mo Avg

Since Collapse 20.05 47% 98 $0.20 -6%

2018 Collapse -$33.88 -44% 81 -$0.42 -36%

2014-2015 -$62.81 -59% 218 -$0.29 -25%

2008 -$111.42 -77% 166 -$0.67 -4%

EIA	2019/Weekly	Unpdates/WTI	200	MMA	Futures.xlsx
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Comparative Inventory and Oil Price

Å Comparative inventory is the difference between current crude oil + refined product stocks & 
the 5-year average value of those stocks.

Å Oil prices are relatively high when Comparative Inventory (C.I.) is negative (deficit) & prices 
are relatively low when C.I. is positive (surplus).

Åaŀƴȅ ƻōǎŜǊǾŜǊǎ ŀƴŘ ŀƴŀƭȅǎǘǎ ōŜƭƛŜǾŜ ǘƘŀǘ ŎǳǊǊŜƴǘ ƻƛƭ ǇǊƛŎŜǎ ŀǊŜ άǘƻƻ ƭƻǿΦέ
Å The last time C.I. was at current ~8 mmblevel, WTI was $64.12/barrel vs $59.44/barrel today.
Å That price was ~$3 over-valued and current price ~$4 under-valued.
Å¢ƻŘŀȅΩǎ ²¢L ŦǊƻƴǘ-month price of $59.37 is correctly valued.
Å²Ƙȅ ƛǎƴΩǘ ǘƘƛǎ ƎŜƴŜǊŀƭƭȅ ǳƴŘŜǊǎǘƻƻŘΚ
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Source:	EIA	&	Labyrinth	Consulting	Services,	Inc.

Oil	

Over-Supply
Posit iveC.I.
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(LHS)

April	2015

Nov	2014	

mid-cycle	

price	$72	

Feb	2017

Oil Under-Supply	

Negat iveC.I.

OPEC+

Output

Cut

Last	time	comparative	inventory	(C.I.)	was	near	current	-8	mmb	level,	WTI	was	$64.11
Price	is	either	$4	under-valued	or	market	sense	of	supply	urgency	has	changed

A	lower	mid-cycle	price	is	a	signal	to	slow	drilling	&	production

$61	

Last	time	CI	was	at	current

level,	WTI	was	$64.12

EIA	2019/Weekly	Updates/Crude Oil	&	Refined	Products	Inventories	&	CI
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Comparative Inventory-Price Yield Curve

Å Inventory is part of supply. Demand is consumption, net imports & movements into & out of 
inventory.

Å A cross-plot of C.I. vs price results in a yield curve.
Å The comparative inventory yield curve uses C.I. instead of maturity & oil price instead of yield.
Å The concept is identical.
Å The yield curve crosses the y-axis at the 5-year average.
Å ¢Ƙŀǘ ƛǎ ǘƘŜ άƳƛŘ-ŎȅŎƭŜέ ǇǊƛŎŜΣ ǘƘŜ ƳŀǊƪŜǘ-clearing price of the marginal barrel needed to maintain 

supply.
Å The market is short on oil price when C.I. is positive, or more than the 5-year average, & long when 

C.I. is negative or less than the 5-year average.
Å ¢ƘŜ ǎƭƻǇŜ ƻŦ ǘƘŜ ȅƛŜƭŘ ŎǳǊǾŜ ǊŜŦƭŜŎǘǎ ǘƘŜ ƳŀǊƪŜǘΩǎ ǎŜƴǎŜ ƻŦ ǳǊƎŜƴŎȅ ŀōƻǳǘ ǎǳǇǇƭȅΦ

Comparative Inventory (C.I.)

Supply LessCertain

Supply More Certain

Mid-Cycle Price
Marginal barrel or mmBtu
price at the 5-year average
needed to maintain supply

Yield Curve

Higher Price Needed to
Maintain Supply

Lower Price Needed to
Maintain Supply

Source: Aperio Energy Research & Labyrinth Consulting Services, Inc.
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2018 Oil-Price Collapse Was More Than a Correction

Å The price collapse was in reaction to global over-supply and was not merely a correction.
ÅWorld supply increased +3.6 mmb/d in 2018 in response to higher oil prices.
Å Some analysts mistakenly think that everything is back-to-normal now that prices have 

stabilizedτcomparative inventory yield curves suggest that they are wrong.
Å OECD minus U.S. comparative inventory (C.I.) crossed the 5-yr avgat ~$57.
Å Previous crossing in Mar-Apr 2018 was ~$72--suggests ~20% price devaluation.
ÅWTI comparative inventory data remains below July 2017-2019 yield curve after sentiment-

based excursions above & below October ςFebruary.
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WTI	comparative	inventory	in	moved	into	deficit	in	March
after	sentiment-based	excursions	above	&	below	October	through	February

Apparent	mid-cycle	price	of	$57	is	-$5	lower	than	5-yr	avg	crossing	of	$62	in	Feb	2018

July 2017-2019
Yield	Curve

2014-June	2017
Yield	Curve
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Mechanics of Comparative Inventory

Å Comparative Inventory = Current Inventory Level minus 5-Year Average of Inventory Levels.
Å Inventories consist of crude oil plus a basket of price-critical refined products.
Å These include gasoline and diesel.
ÅWhen inventories exceed the 5-year average, C.I. is in surplus and vice versa.
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Å The 2014-2015 oil-price collapse coincided with the end of C.I. deficit that had characterized 2011-
2014.

Å Inventories climbed relative to the 5-year average resulting in a massive C.I. surplus by early 2016.
Å WTI prices fell below $30/barrel.
Å ¢ƘŜ έŦŀƭǎŜέ ƻƛƭ-price rally to $60 in the spring of 2015 was because of a short-term drop in C.I.
Å The surplus began to decline in the 2nd half of 2016 (reduced capital flows in 2015) & decline began 

in earnest after the OPEC+ production cut in early 2017.
Å C.I. went into deficit in March 2018. Capital flows and oil prices increased to $75 by October.
Å The  2018 oil-price collapse coincided with a change from C.I. deficit to surplus in late September.
Å That surplus peaked in mid-January and C.I. moved into deficit 2 weeks ago.

Comparative Inventory Explains WTI Price History since 2014


