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 Oil markets have fallen by $12/bbl since mid-December, with market 
structure for both Brent futures contracts deteriorating in parallel. The 
M1-M6 Brent spread has widened from around $2/bbl at the time of the 
OPEC meeting to $5.40/bbl at the time of writing – its weakest level 
since early-2009.

 Reprising the analytical framework we first presented last September 
indicates that weaker prices have their roots in the continued pressure 
the supply pressure in the Atlantic Basin. Last November’s failure by 
OPEC members to agree on any form of co-operation to manage crude 
supplies has accelerated the spread of market imbalance to Middle 
Eastern Gulf crude markets.

 We assess the flow of crude from the Atlantic Basin to Asia will likely 
need to reach a record level in 1Q2015, if markets are to balance. On 
average we expect 2.68 mbd to head east in 1Q2015, an increase of 0.31 
mbd (+13%) yoy and 0.16 mbd (+7%) higher than the 4Q2014 average.

 Potential offsets to this ramp-up in long-distance trade revolve around 
the ability of market participants to place additional barrels into storage 
in coming weeks. Alternatively, US imports would need to recover. 
However, both these developments would arguably necessitate further 
weakness in Dated Brent in the short term.

 The deterioration in fundamental market conditions has continued to 
pressure the front-end of the crude futures and this steepening of market 
structure is necessary to support the ability of market participants to store 
crude economically.  The steepening in Dubai contango structure in 
recent weeks implies that competition for market share in Asian crude 
markets looks set to remain intense.

Exhibit 1: African crude balance after Americas and Europe exports
kbd

Source: IEA, Bloomberg, Reuters, China customs, J.P. Morgan Commodities Research. 
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Oil markets have continued to witness dramatic price 
declines over the year-end period and into early 2015.  
Reprising the analytical framework we first presented 
last September indicates that the supply pressure in 
the Atlantic Basin (AB) crude market is at multi-year, 
if not record highs. Furthermore, it indicates that 
recent price moves have their roots in the continued 
pressure on Atlantic Basin crude markets.  Last 
November’s failure by OPEC members to agree on 
any form of co-operation to manage crude supplies 
has accelerated the spread of market imbalance to 
Middle Eastern Gulf (MEG) crude markets and 
arguably resulted in greater competition for market 
share in Asia between AB and MEG crude supplies. 
Some offset during 4Q2014 has been provided by a 
collapse in Libyan output and higher than expected 
crude runs in Europe. This latter factor reflects the 
strength in spot refinery margins that the discounting 
of crude has created.  However, higher runs absent a 
rapid increase in demand remains a temporary 
solution and one that will untimely add to downward 
price pressures on markets as product stocks build 
above historic norms.

We assess the flow of crude from the AB crude 
market to Asia will likely need to reach a record level 
in 1Q2015, if markets are to balance. Our assessment 
of the necessary outflow in 4Q2014 is revised slightly 
lower on the back of higher-than-expected European 
refinery imports. The analysis of Atlantic Basin crude 
supplies points to rising volumes of crude that are 
required to move to markets east of Suez over the 
course of 1Q2015 (Exhibit 1).  In 1Q2015, we expect 
an average of 2.68 mbd to head east, an increase of 
0.31 mbd (+13%) yoy and 0.16 mbd (+7%) higher 
than the 4Q2014 average. Nevertheless, with US 
imports of African crude pegged close to multi-decade 
lows and expected to remain at these levels in the 
coming months, the scale of adjustment required 
suggests that North Sea and African crude markets 
will likely remain under pressure through much of 
1Q2015.  

Potential offsets to this ramp-up in long-distance trade 
revolve around the ability of market participants to 
place additional barrels into storage in coming weeks. 
Alternatively, US imports would need to recover. 
However, both these developments would arguably 
necessitate further weakness in Dated Brent, 
expressed either via steeper contango in the futures 
markets, and/or a narrower differential versus US 
crude benchmarks, e.g. WTI.

The renaissance of production from Libya during 
3Q2014 from around 200 kbd in June to nearly 1 mbd 
in October had been a key source of additional supply 
pressure. The collapse in Libyan output over the 
course of 4Q2014 was not factored into our previous 
scenario and will have supported market 
fundamentals. Data through 3Q2014 highlight that 
despite the pick-up in Libyan imports to 650 kbd in 
September, the gain in overall imports was driven by a 
more broad-based increase in African supplies to 
Europe, reflecting the comparatively attractive pricing 
of African crudes as refiners adjusted to the over-
supplied nature of light sweet crude markets 
(Exhibit 2). 

Exhibit 2: OECD Europe crude imports
kbd

Source: IEA, J.P. Morgan Commodities Research.

Exhibit 3: Urals differential in Mediterranean vs. Brent
$/bbl

Source: Platts, Bloomberg, J.P. Morgan Commodities Research.

Recent reports highlight that Libyan production is 
now languishing near 12-month lows on the back of a 
spate of field and infrastructure closures, which 
should offer some support to markets in the coming 
months.  Nonetheless, Mediterranean crude markets, 
which typically absorb the majority of Libyan output, 
have slumped alongside North Sea grades, with 
increased production from Iraq, exported via Ceyhan 
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port in Turkey pressuring differential for the regional 
benchmark sour crude Urals (Exhibit 3).  

In addition to the drop in prices, market structure for 
both Brent cash and futures contracts has 
progressively deteriorated in recent weeks, with the 
M1-M6 Brent spread widening from around $2/bbl at 
the time of the OPEC meeting to $5.40/bbl at the time 
of writing – its weakest level since early 2009 
(Exhibit 4). Thus, the deterioration in fundamental 
market conditions has continued to pressure the front-
end of the crude futures and this steepening of market 
structure is necessary to support the ability of market 
participants to store crude economically.  While this 
may offer some support to demand for crude in the 
short-term, it does not wholly remedy the need for 
marginal supplies – which we assess as being African 
light sweet crude supplies – to head to Asia.  

Exhibit 4: Brent M1-M6 spread
$/bbl

Source: ICE, Bloomberg, J.P. Morgan Commodities Research. 

With the steepening in Dubai contango structure in 
recent weeks, competition for market share in Asian 
crude markets looks set to remain intense (Exhibit 5). 
The impact of increased weakness in crude markets 

has left refining margins close to the highest three-
month average level in more than 18 months (Exhibit
6). However, with little evidence of a pick-up in 
demand so far, the risk remains that higher runs will 
translate into higher product stocks which in turn will 
start to add further pressure to the oil complex.

Exhibit 5: Dubai M1-M3 spread
$/bbl

Source: Platts, Bloomberg, J.P. Morgan Commodities Research.

Exhibit 6: Singapore FCC Refining Margins versus Dubai
$/bbl

Source: Bloomberg, Platts, J.P. Morgan Commodities Research. 

Exhibit 7: Detailed J.P. Morgan Crude Oil Price Forecast
$/bbl

Source: ICE, NYMEX, Bloomberg, J.P. Morgan Commodities Research.
LT means long term forecast. All Forecasts are period averages. Actual to date prices are as of January 8, 2015.
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