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Oil is an important commodity that investors track with great interest, but how best to

judge the key trends—and what are the main nuances of the market? At the end of last

year, OPEC agreed a deal where the cartel would cut production by 1.2 million barrels a

day while the non-OPEC countries also agreed a further reduction of 558,000 barrels a

day.

 

This news sent Brent crude prices above the US$50/barrel mark but the success of these c

utbacks has been significantly blunted by US shale producers ramping up

production. Renewed political risk in the Middle East has also created price movement.

 

With such volatility in the oil markets, what do you need to know before you begin

trading?

 

1) Know your major benchmarks: Brent Crude v WTI

There are two key oil prices that the market tends to follow: Brent Crude, which refers

to the ‘sweet light crude’ oil extracted from the North Sea and is used as a benchmark

globally. WTI refers to West Texas Intermediate light crude oil extracted from the US,

but because it’s landlocked, it can be expensive to transport to the rest of the world.

There are other benchmarks as well—like Dubai/Oman which is used as a benchmark in Asia.

 

2) Keep an eye on what OPEC does

The 13 member countries (Indonesia has recently suspended its membership) who produce

approximately a third of the world’s oil may have reached an agreement at the end of

November, but markets were waiting to see what the key oil producing countries who are

not part of OPEC were going to do. These non-member countries, like Russia and the US

are ones to watch. The next OPEC meeting takes place on 25 May 2017.

  

3) Monitor what’s happening in China

China’s the second largest economy in the world and next to the US, the largest consumer

of oil. They are also the largest importer of liquid fuels. Whilst China’s growth may

not be what it was, they’re still targeting 6.5% growth.

 

4) Focus on macro information

The oil price is susceptible to not just supply side economics but other variables such

as stock piles and inventory. Weather related vagaries in Europe and North America can

play a significant part as can geopolitical risk. The latter has the potential to cause

disruption in a number of ways.

 

5) Oil trading is both a mixture of fundamental and investment flows
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While you can look at some of the macroeconomic fundamentals, a lot of oil contracts are

traded by short term traders. It means that prices aren’t determined just by supply and

demand nor by sentiment alone. The Commodity Futures Trading Commission (CFTC) in the US

publishes a report of the net positions held by non-commercial investors allowing to

track investment flows.

 

So how can you trade oil?

It’s possible to express either a long or short view. If you want to manage a position

in oil, either WTI or Brent, there are Exchange traded products (usually ETNs or ETFs)

which allow you to do this. exchange traded products are passive, open-ended instruments

that are traded on an exchange like a stock. Those tracking commodities, as in this

case, can be aptly called exchange traded commodities (ETCs). With ETNs/ETCs, it’s also

possible to have a leveraged long position if you feel bullish about the trade or even a

leveraged short if you’re feeling bearish.

View the online version of this article here.

WisdomTree INSIGHT ARTICLE

WisdomTree.com   +44 (0) 207 448 4330

https://www.wisdomtree.eu/en-gb/blog/2017-04-18/five-things-you-need-to-know-about-trading-oil


Important Information

 

Marketing communications issued in the European Economic Area (“EEA”):         This

document has been issued and approved by WisdomTree Ireland Limited, which is authorised

and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA:         This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as

“WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory are

available on request. 

For professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor a           

solicitation of an offer to buy securities or shares. This document should not       

be used as the basis for any investment decision. Investments may go up or down

in value and you may lose some or all of the amount invested. Past performance

is not necessarily a guide to future performance. Any decision to invest should

be based on the information contained in the appropriate prospectus and after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to the          

accuracy of any of the views or opinions expressed in this communication. Any           

decision to invest should be based on the information contained in the          

appropriate prospectus and after seeking independent investment, tax and legal        

advice.

This document is not, and under no circumstances is to be construed as, an advertisement

or any other step in furtherance of a public offering of shares or securities in the

United States or any province or territory thereof. Neither this document nor any copy

hereof should be taken, transmitted or distributed (directly or indirectly) into the

United States. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. Where WisdomTree

has expressed its own opinions related to product or market activity, these views may

change. Neither WisdomTree, nor any affiliate, nor any of their respective officers,

directors, partners, or employees accepts any liability whatsoever for any direct or

consequential loss arising from any use of this document or its contents.
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