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Oil Market Outlook 

 

Summary 

 Aggregate futures open interest has fallen at a historic pace since the start of the war 

 Oil prices appear to have found support now that the rush to deleverage is mostly complete 

 We fully expect large speculators will rebuild “long” oil futures positions in the weeks ahead  

A rush for the exits 

The past few weeks have been historic for oil markets in many aspects and certainly with respect 

to the widespread deleveraging that has occurred since the Russian invasion of Ukraine.  

Unsurprisingly, the Russian invasion and resulting Western sanctions led to a huge spike in oil 

market volatility, which subsequently triggered a forced reaction from investment focused funds 

and hedgers alike, with both sides forced to deleverage en masse to compensate for the 

additional market risk.  In our view, this positioning dynamic has been the key oil price driver as of 

late and more so than any fundamental market driver.  Moreover, this mechanical response 

explains the counter-intuitive market selloff over the past two weeks as investment funds were 

forced to aggressively reduce risk by liquidating oil futures despite an increasingly bullish 

backdrop.  This notion of widespread deleveraging is also strongly supported by the data, with 

aggregate futures open interest falling like a rock since the start of the war.  In fact, the combined 

open interest for the ICE Brent contracts and the Nymex WTI contracts has fallen by an incredible 

-583mb over the past five weeks to reach new multi-year lows, while simultaneously registering 

the largest drop over that timeframe in the history of the data.  So clearly, this rush to pare down 

position sizes in the wake of the volatility spike has been extraordinary to say the least.  If the 

drop in open interest wasn’t convincing enough, the most recent CFTC positioning data further 

crystalizes the same notion.  To that end, the latest positioning data showed enormous week-

over-week selling from large money managers that were directionally “long” and forced to reduce 

position sizes in earnest.  Naturally, it was the hedging community that took the other side of the 

aggressive money managers selling interest by buying back open “short” positions.  Importantly, 

this same trading pattern was apparent across the entire petroleum complex too.  To our minds, 

the deleveraging is now largely over, and with that oil prices may have found bedrock support. 

Figure 1: Oil futures open interest has fallen at a 

historic pace since the start of the war … 

 Figure 2: Money managers sold an enormous 

amount of oil futures to hedgers last week…  

 

 

 
Source: Bloomberg, Rabobank  Source: Bloomberg, Rabobank 
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Now what… 

The mechanical deleveraging we described in the onset helps explain the price action and trading 

dynamics of the past few weeks, but the real question is what happens next, and particularly in 

the scenario that oil market volatility begin to normalize.  In fact, the oil market is already showing 

signs of stabilizing after a very erratic few weeks of trading.  Further to that end, this dynamic can 

be seen in the average daily trading ranges which are starting to compress albeit from a very high 

level.  In our view, any further reduction in volatility is likely to lure big traders back to the market 

after weeks of de-risking.  On that note, it is worth analysing the distinct categories of large 

influential speculative traders and the market signals that tend to drive their trading decisions.   

Trend and momentum 

Looking at the managed money category of traders, it is clear that trend and momentum plays a 

dominant role in forming the directional trading bias of the group.  Moreover, this group typically 

adjusts position sizes relative to market volatility as we described in the onset.  In fact, these trend 

and momentum traders certainly contributed greatly to the aggressive selling pressure we have 

seen at times over the past two weeks in the mad rush to deleverage.  Looking ahead though, 

trend and momentum indicators remain firmly bullish for oil prices on most key time-frames, with 

the exception of very short-term signals.  As such, we fully expect this group of traders will rebuild 

“long” oil futures positions in the weeks ahead on the assumption that trading ranges continue to 

compress towards historical norms now that the market has sufficiently deleveraged. 

The carry trade 

In addition to trend and momentum, oil market carry plays an important role in driving the 

speculative market positioning.  In fact, carry or roll-yield as it is also referred to, has historically 

been a very significant driver of long-term commodity returns so it’s importance to the 

speculative trader is not surprising.  To clarify, positive carry is when the forward curve is 

downward sloping known as backwardation, and negative carry is an upward sloping curve known 

as contango.  Moreover, positive carry has traditionally been a bullish market signal for 

commodity prices while negative carry is a bearish signal.  As it stands, oil forward curves are very 

strongly backwardated and have been for an extended period given the continued sharp drop in 

oil stockpiles around the world.  As such, carry traders are also likely to pour back into oil markets 

from the “long” side again, when and if volatility subsides. 

Inflation-driven index flows 

Even long prior to the Russian invasion of Ukraine, inflation was a key concern for investors and 

large asset managers.  As we have been highlighting regularly, investors are pouring record 

amounts of capital into commodity index products to mitigate the impact of inflation to bond and 

equity portfolios.  However, unlike CTAs and carry traders, investor flows into commodity index 

products are typically done on a notional basis and not volatility adjusted.  On that note, flows 

have remained positive even with historic volatility rippling through commodity markets.  

Furthermore, inflation continues to soar in recent data, and therefore we also expect that 

investors will continue to pour in to commodity markets, adding another strong bid to oil.  

Looking Forward 

Looking forward, we are bullish on oil prices from current levels now that the widespread 

deleveraging is largely complete.  On that note, we will be keeping a close eye on market volatility 

and open interest data next week for signs of traders starting to rebuild “long” positions.  Apart 

from that, geopolitics continues to be a huge factor for oil prices and new developments will need 

to be watched closely, particularly with respect to Russia and OPEC. 
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Disclaimer 

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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