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A looming showdown 

Oil Market Outlook 

 

Summary 

 As expected, China’s recent attempt to pressure oil prices lower has so far been unsuccessful 

 All eyes will be on the next OPEC+ meeting to see if Saudi Arabia will surprise the oil market 

by slowing or pausing planned production increases in response to China’s SPR release 

 US CPI inflation data for August registered a +5.3% year-on-year gain in consumer prices 

 The broad-based commodity indices are signalling even more upside inflationary pressures 

ahead, as those indices reached new multi-year highs just this week 

A potential October surprise 

Oil prices were strong again this week, setting new multi-week highs much to the dismay of large 

oil consuming nations that are fighting soaring commodity price inflation.  This is particularly true 

for China given that crude oil imports there have soared back above the 10mb/d mark in recent 

data.  Moreover, China’s recent attempt to pressure oil prices lower by announcing its intention to 

release oil from its strategic petroleum reserve (SPR) has so far been unsuccessful, a dynamic we 

discussed in detail in last week’s note.  Further reinforcing our thesis, oil prices fell suddenly again 

on Tuesday morning as more details of the Chinese SPR release were announced, however, the 

bearish market reaction was very short-lived and oil prices went on to quickly recover and settle 

higher on the day, just as they did last week when news of the Chinese SPR plans first hit the 

wires.  Notably, ever since the pandemic hit, OPEC+ holds a virtual conference call every month to 

adjust supply to current market conditions with the stated goal of reducing global stockpiles and 

the unstated goal of increasing oil prices and revenue.  As such, all eyes will be on the next OPEC+ 

meeting, scheduled for October 4th, to see if Saudi Arabia will surprise the oil market by slowing 

or pausing planned production increases in response to China’s SPR release.  This is a real 

possibility, as we see it, and especially in light of the Saudi Energy Minister’s recent comments 

indicating he still has “tricks up his sleeve” and suggesting he would inflict financial pain on those 

that seek to impede the OPEC+ mission.  Importantly, if there were to be a surprise on the supply-

side, it would likely have a much bigger impact on oil than the Chinese SPR release has, given that 

OPEC+ controls nearly all of the available spare capacity.  In addition to that, OPEC+ has the 

powerful herd of systematic algos on its side doing the heavy-lifting and bidding oil prices higher. 

Figure 1: Oil prices were firm again this week, shrugging off recent news of China’s SPR release... 

 

Source: Bloomberg, Rabobank 

http://mr.rabobank.com/
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Commodity inflation 

As we noted in the onset, soaring commodity price inflation has put large consuming nations on 

the defensive this year.  Further to that end, US CPI data for August was released on Tuesday and 

registered a +0.3% month-on-month gain which equated to a +5.3% year-on-year gain in 

consumer prices.  Moreover, this was the fourth consecutive month that consumer inflation has 

come in at or above 5% y/y with no signs of letting up.  In fact, the broad-based commodity 

indices are signalling even more upside inflationary pressures ahead, as those indices reached 

new multi-year highs just this week, thanks in large part to the gains in oil and gasoline prices.  

The CPI data release also prompted comments from President Biden yesterday in which he 

suggested that gasoline prices were somehow being artificially propped up despite evidence that 

they should be lower, as he put it.  The President did not provide any detail as to what evidence 

there is to suggest gasoline prices should be lower which left many traders and analysts 

scratching their heads.  On the contrary, we see considerably more upside risks than downside 

risks to oil and gasoline prices into year-end and even beyond.  As it stands, both fundamental 

and quantitative market signals are overwhelming bullish and the speculative positioning has 

plenty of room to grow from current levels as we discussed last week.  Perhaps more important 

though, is the revival in commodity index investing that was such a key driver for commodity 

markets in the first half of the year.  On that note, the massive capital inflows into commodity 

index products witnessed in the first half of the year have gone dormant in recent months, a 

dynamic we detailed here.  However, in our view, it won’t be long before institutional investors 

and large asset managers are forced to increase commodity index allocations as surging inflation 

expectations and fear of missing out forces capital off the side-lines.  As such, we fully expect to 

see a notable pick-up in commodity allocations in the coming weeks and months given the well-

known inflation hedging benefits commodity indices have historically provided.  Furthermore, 

commodity markets are the best performing asset-class year-to-date with gains of more than 

25%, so those asset allocators that have remained underweight commodities have missed out on 

the strong risk-adjusted gains and are very likely underperforming their peers and benchmarks.  

Figure 2: Commodities are the best performing 

asset class year-to-date… 

 Figure 3: One-year ahead inflation expectations 

have surged to +5.18% in recent data... 

 

 

 
Source: Bloomberg, Rabobank  Source: Bloomberg, Rabobank 

Looking Forward 

Looking forward, we see real potential for a bullish OPEC+ surprise at the upcoming October 

meeting in response to China’s recent SPR release.  As we noted, OPEC+ currently has the herd of 

systematic algorithms on its side helping to bid up prices.  Further to that end, aggregate open 

interest for petroleum futures increased this week as prices rose, signalling new speculative “long” 

positions are likely being established.  Furthermore, we see the potential for a large increase in 

commodity index allocations as a result of surging inflation worries coupled with fears of missing 

out (FOMO) on the strong absolute and relative performance of commodity markets this year. 

https://research.rabobank.com/markets/en/documents/294163_Oil_Market_Outlook_20210709.pdf
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Non Independent Research 

This document is issued by Coöperatieve Rabobank U.A. incorporated in the Netherlands, trading as “Rabobank” 

(“Rabobank”) a cooperative with excluded liability.  The liability of its members is limited.  Authorised by De 

Nederlandsche Bank in the Netherlands and regulated by the Authoriteit Financiële Markten. Rabobank London 

Branch (RL) is authorised by De Nederlandsche Bank, the Netherlands and the Prudential Regulation Authority, and 

subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation 

Authority. Further details are available on request. RL is registered in England and Wales under Company no. FC 

11780 and under Branch No. BR002630.  This document is directed exclusively to Eligible Counterparties and 

Professional Clients.  It is not directed at Retail Clients.  

This document does not purport to be impartial research and has not been prepared in accordance with legal 

requirements designed to promote the independence of Investment Research and is not subject to any prohibition 

on dealing ahead of the dissemination of Investment Research. This document does NOT purport to be an impartial 

assessment of the value or prospects of its subject matter and it must not be relied upon by any recipient as an 

impartial assessment of the value or prospects of its subject matter.  No reliance may be placed by a recipient on 

any representations or statements made outside this document (oral or written) by any person which state or imply 

(or may be reasonably viewed as stating or implying) any such impartiality. 

This document is for information purposes only and is not, and should not be construed as, an offer or a 

commitment by RL or any of its affiliates to enter into a transaction.  This document does not constitute investment 

advice and nor is any information provided intended to offer sufficient information such that is should be relied 

upon for the purposes of making a decision in relation to whether to acquire any financial products.  The 

information and opinions contained in this document have been compiled or arrived at from sources believed to be 

reliable, but no representation or warranty, express or implied, is made as to their accuracy, completeness or 

correctness. 

The information contained in this document is not to be relied upon by the recipient as authoritative or taken in 

substitution for the exercise of judgement by any recipient.  Any opinions, forecasts or estimates herein constitute a 

judgement of RL as at the date of this document, and there can be no assurance that future results or events will be 

consistent with any such opinions, forecasts or estimates.  All opinions expressed in this document are subject to 

change without notice.   

To the extent permitted by law, neither RL, nor other legal entities in the group to which it belongs accept any 

liability whatsoever for any direct or consequential loss howsoever arising from any use of this document or its 

contents or otherwise arising in connection therewith. 

Insofar as permitted by applicable laws and regulations, RL or other legal entities in the group to which it belongs, 

their directors, officers and/or employees may have had or have a long or short position or act as a market maker 

and may have traded or acted as principal in the securities described within this document (or related investments) 

or may otherwise have conflicting interests.  This may include hedging transactions carried out by RL or other legal 

entities in the group, and such hedging transactions may affect the value and/or liquidity of the securities described 

in this document.  Further it may have or have had a relationship with or may provide or have provided corporate 

finance or other services to companies whose securities (or related investments) are described in this document.  

Further, internal and external publications may have been issued prior to this publication where strategies may 

conflict according to market conditions at the time of each publication. 

This document may not be reproduced, distributed or published, in whole or in part, for any purpose, except with 

the prior written consent of RL.  By accepting this document you agree to be bound by the foregoing restrictions. 

The distribution of this document in other jurisdictions may be restricted by law and recipients of this document 

should inform themselves about, and observe any such restrictions.  

A summary of the methodology can be found on our website 
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