SIMPLYPUT.

Business Line, Delhi, 26/04/2026
Page No: 9, Size: 35.14cm x 44.61cm

Brent crude:

—
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Two friends get into a discus-
sion about the crude realities of
oil pricing

Praveen: While reading the
news a few days ago, I came to
know that the Dated Brent price
touched an all-time high of §145
a barrel. It felt odd. As I've been
tracking oil price since the US-
Tran war began, [ knew very well
that crude was trading just un-
der $100. Ichecked on Google to
make sure, and crude was trad-
ing at only $96 a barrel. What is
this ‘Dated Brent’ and why is its
price different?

Naveen: What you checked
on Google is the futures price of
Brent crude and what was repor-
ted in the news is the price of
Dated Brent, which represents
the actual price refiners are pay-
ing for oil in the physical world
— also known as spot market
price. This Dated Brent price is
also the primary global bench-
mark for physical oil trades.

Brent as you would know is a
grade of light crude oil extracted
in the North Sea that is easy to
refine, but, would you like to
know why it’s called ‘Dated’?

Praveen: Yes,I'mall ears.

Naveen: You see, crude is
transported by oil tankers
around the world, and is loaded
on to them at a place called the
‘loading terminal’.

Based on availability, the ter-
minal operator would give a 3-
day loading window/slot to the
oil producer.

During these days, the oil
buyer has to send a ship to col-
lect the oil. This dating process
is by which it came to be known
as ‘Dated Brent’. There is one
more nuance I would like you to
know. Today, Dated Brent is at
$113. What this represents is
the price of oil that will be
loaded on to a tanker (at a ter-
minal) 10-30 days from today,
and from there delivered at a
later date at the buyer’s loca-
tion. It is not the price of oil be-
ing delivered today.

Praveen: Why is it so?

Naveen: Once the seller noti-
fies the loading window dates to
the buyer, the buyer will cer-
tainly need some time to charter
a vessel, arrange insurance and
so on. This 10-30-day time-gap
isto let the buyer arrange these.

Praveen: I see. Now tell me
how I can check this Dated
Brent price.

Naveen: Unlike Brent fu-
tures which are traded on ex-
changes, Dated Brent is not, and
is instead an assessment made

by agencies such as Platts (S&P)
and Argus Media.

These are not available freely
in public sites unless reported in
the media.

Praveen: Why was Dated
Brent at $145, when futures
were trading at $96?

Naveen: Here some nuances
must be understood. The $96 a
barrel you mentioned — that’s
actually the price of June ICE
(Intercontinental ~ Exchange)
Brent futures in early April
These futures, are just paper
trades settled in cash and entail
no physical delivery of crude
(unless coupled with EFP-dis-
cussed here). These primarily
serve as a tool for price discov-
eryand are used for hedging and
speculation alike. June futures
were at least 70-80 days out in
the future, while Dated Brent
captured prices of crude that
would be loaded on to tankers in
the next 10-30 days and thereby,
those transactions close by mid-
May latest.

‘With a lower price than the
spot market benchmark, the fu-
tures market expected the acute
oil deficit to ease substantially
by June. That’s the interpreta-
tion for the difference that you
asked.

Praveen: Interesting. But
this is my understanding of fu-
tures. Futures are basically de-
rivatives deriving their value
from the underlying. Crude is
the underlying here. Shouldn’t
they move in tandem with the
physical market? Won’t such a
large gap between futures and

spot price give rise to massive
arbitrages?

Naveen: Futures eventually
have to converge with physical
prices and there are three ways
this could happen.

But before that, bear with me
as I take you on a little detour to
the forward market. While the
futures market is meant for fin-
ancial or mere cash-settled
trades, the forward market is
meant for traders who want to
take/give physical delivery of
crude. Here, the 25-day BFOET
forward market happens to be
the benchmark and a reference
for Dated Brent prices as well.
BFOET refers to North Sea
crude grades namely, Brent,
Forties, Oseberg, Ekofisk and
Troll.The ‘25-day’ period refers
to a mandatory 25-day notice a
seller of the forward has to give
the buyer before the first day of
the 3-day loading window.
Again, this is to let the buyer ar-
range logistics.

The front month forward
contract as of today, is the June
forward. June, here, refers to the
delivery month or the month in
which crude will be loaded on to
atanker.

However, trading for June
forward expires by the end of
April itself! This is so structured
to accommodate the 25-day no-
tice period, even for contracts
struck in the end of April. May
will serve as the gap month for
the June forward.

When April ends and rolls
over to May, the delivery month
also rolls a month forward to

July — meaning, for contracts
traded in May, deliveries will
happen in July, so on and so
forth.

With me so far?

Praveen: Oh yeah. Now tell
me how the convergence hap-
pens between futures and spot
price, in the three ways you
mentioned.

Naveen: The first is through
an exchange settlement mech-
anism. In case of futures traders
on ICE who hold their positions
open until expiry, the exchange
will publish the ICE Brent Index
on the business day following
the expiry day and this is the
price such traders have to use to
square off their positions. For
instance, in case of June futures,
the expiry day will fall on April
30, and ICE Brent index value
will be published on May 1.

Praveen: Got it. So, how does
this index help futures and spot
prices converge?

Naveen: The answer lies in
the index’s methodology. It’s a
bit complex but you can under-
stand that the index largely de-
rives its value from the forward
market, I'told you about.

For example, ICE Brent index
for June futures (April expiry)
will largely derive its value from
the prices of June forward con-
tracts. As we near April-end, the
prevailing Dated Brent and for-
ward prices will have a bearing
on this index. The index, thus
deriving its value, aids the fu-
tures market converge with the
spot market.

Look at it this way. There isa

Spot realities vs futures pricing

futures market which involves
financial speculators. There is a
physical market that involves
taking delivery, reflecting real
demand and supply. These tend
O converge as we near expiry.

Praveen: Understood. What
are the other two ways?

Naveen: The second way ad-
dresses your question about ar-
bitrages. When traders spot
large differences between the
futures and physical forward
market prices, they buy the un-
dervalued futures and simultan-
eously sell a forward (which
trade higher) in the physical
market. Now, there is a derivat-
ive instrument called EFP (ex-
change for physical) which letsa
futures trader swap his paper
long futures position for a phys-
ical long forward contract, but
at a swap cost. The trader can
then square the long and short
physical forward positions and
pocket the gain (cash settled in
general, as these are essentially
arbitrage trades). However,
when  arbitrage  windows
emerge, traders flock to buy fu-
tures in large quantities — thus
taking futures price closer to
that of physical forwards.

The third way involves a short
squeeze.

Traders holding short posi-
tions in the futures market face
risk of losses if the physical mar-
ket disconnects to the upside,
making no sense to hold on till
expiry. When a large population
of such traders buy futures to
cover their shorts, it triggers a
short squeeze, pushing furures
price closer to physical market
price.

Praveen: 1 see. You men-
tioned Dated Brent is at $113
today, having fallen from $145 a
couple weeks ago. What ex-
plains this?

Naveen: A reason why this
could be so is that since the
ceasefire was announced, milit-
ary attacks have largely stopped
and that could've helped spot
prices cool. However, the ongo-
ing blockade, production shut-
ins in West Asian countries and
depletion of high sea inventory
haven’t yet eased the flow of
crude. Despite this, spot prices
have fallen. There could be one
possible explanation — demand
destruction i.e, demand for
crude is coming down due to
high prices.

Praveen: That is bad news for
economic activity and the stock
markets, isn’tit?

Naveen: Possibly.  That
makes it all the more important
for investors to keep a close eye
on this interplay of crude fu-
tures and the physical market.
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The Billion-barrel Hormuz Oil
Shock is about to Crash Demand

Traders warn a sharper demand correction is imminent if the Strait remains shut

Bloomberg

The Strait of Hormuz oil shock has yet to
crash demand as the rich world borrows
from its stocks and pays up to secure supply.
Traders are now sounding the alarm thata
harsh adjustment is coming.

Thelonger the vital oil channel doesn’tre-
open, traders say, the more consumption is
going to have to recalibrate lower to align
with supply that’s dropped at least 10%.
And for that to happen, people will have to
buy less, eitherthrough pricestheycan’'taf-
ford, or government intervention to force
consumption down.

A billion barrels of supply loss is already
all-but guaranteed — more than double the
emergency inventories that governments
released not long after the conflict began at
the end of February. Buffers are being used
up fast, helpingto keep alid onoil prices for
now. But with the closure now in its ninth
week, demand destruction that started in
less obvious sectors like petrochemicals in
Asia, is quietly spreading to everyday mar-
kets the world over.

“Demand destruction is happening in
places that are not visible pricing centers,”
Saad Rahim, chief economist of trader
Trafigura Group, told the FT Commodities
Global Summit in Lausanne this week.
“That adjustment is already happening,
butif this continues, ithastogetlarger and
larger. We're at a critical inflection point.”

The most dependent industries and
markets — including petrochemicals
plants in Asia and the Middle East, and
shipments of liquefied petroleum gas, a
vital cooking fuel in India — saw an im-
mediate hit when the US and Israel first
attacked Iran on February 28.

Now, with a stalemate between US Presi-
dent Donald Trump and his Iranian adver-
saries dragging on, the impact is increas-
ingly shifting west — and to products that
are central to consumers’ everyday lives.
Airlines in Europe and the US are cutting
thousands of flights.

Analystsare warning of weakness incon-
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sumption of gasoline after prices hit $4 a
gallon inthe US, and diesel —used to power
everything from trucks to construction
equipment. Global oildemand isontrack to
slump the most in five years this month, ac-
cording to the International Energy Agen-
cy, which coordinated the emergency mea-
sures by major economies to counteract the
supply shock.

Trading giant Gunvor Group estimates
the loss could double next month to 5 mil-
lion barrels a day, or 5% of world supplies,
and along with other major traders sees a
growing risk of economic recession. Other
analysts say that the impact has already re-
ached around the 4 million aday mark.

That toll is beginning to take shape. Ger-
many has slashed economic growth fore-
casts in half, while the International Mone-
tary Fund has trimmed global estimates,
citingthe war.

In the most “severe” of three scenarios
modelled by the European Central Bank,
Brent prices peak at $145 a barrel and cut
the region’s growth in half. The need for oil
demand and economic activity to adjust
lower, most likely through prices that dis-
courage consumption, will only increase
with every day the strait stays shut.

Worldwide demand already faces a hit of
5.3 million barrels a day this quarter, and a
12-week disruption of Hormuz would pro-
pel Dated Brent, the world’s key physical
crude price, above this month’s record to
$154 a barrel, according to consultant FGE
NexantECA.

“Because there is still no visible disaster™
in the west, “people think everything is
okay, and a bit higher pump prices are the
only impact,” said Cuneyt Kazokoglu,
FGE’s director of energy transition. But
demand destruction “will come and is com-
inginwaves. Asiawasfirstinline, Africais
the next one. Europe has already started
talking about the lack of some fuels and
feeling the price impact.”

Ultimately, in a market where demand
needs toadjust down tomatch lower supply;
oil prices may be what drive that recalibra-
tion. In extreme scenarios, where price
alone forces the market to balance, FGE es-
timates that crude oil would need to surge
to $250 a barrel.

Several analysts said privately that ex-
treme uncertainty about what will happen
in the conflict makes it almost impossible
tomodel the demand impact. But without a
swiftresolution, the economic consequenc-
es could be profound.
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