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CRUDE OIL

WHY DID CRUDE MADE A HISTORY YESTERDAY?
This was because the futures contracts expired yesterday. Those not intending to take physical delivery had to square off
their contracts before the expiry date. So, speculators who did not want to take delivery in May proceeded to unwind their
“positions,” leading to the massive fall in prices.

WILL THIS DRASTIC FALL REPEAT?
The answer is may be NO, and that’s the reason crude prices are in contango. In other words, far month contracts are
trading higher than the near and the current month. Contango trades happen when traders anticipate a surge or rise in
demand and hence value the commodity higher for the future.

WHAT DID MARKET PARTICIPANTS DO IN PAST, WHEN SUCH INSTANCE HAD HAPPENED?
During Iraq’s invasion of Kuwait in 1990 when a trader took massive positions at cheap prices ahead of the invasion and
sold them when prices rose after the invasion. Oil was stored in tankers floating on the sea and unloaded at considerably
higher prices.

WHAT ABOUT THE DEMAND SCENARIO, AROUND HE HISTORIC LOWS?
The demand is rising slowly & steadily. Infact, the Year-long hiring contracts for VLCC (very large crude carriers) that can
store up to 2 million barrels of oil are soaring through the roof. According to a report in the Wall Street Journal, VLCC hiring
charges for year-long contracts are now at $72,500 a day, compared to $30,500 a day a year ago. This shows rising demand
for such floating storage to take advantage of low prices now.

WHERE ARE THEY STORING?
These tankers are moored off the South African coast, which is equidistant to the American and Asian markets. According
to some estimates, over 140 million barrels of oil are now floating in the high seas. The world consumed, at its heyday,
about 90 million barrels of oil a day.

WILL CRUDE BE IN CONTANGO?
YES, the probabilities are higher. The reason behind is that the traders expect demand to recover by June as lockdowns are
lifted across the world and economic activity resumes. Second, traders also expect that storage space may be created as
existing inventory is drawn down. America is also talking of adding to their strategic storage by taking advantage of the low
prices. This could create demand for oil. Infact, data from barchart shows that Crude Oil WTI is trading in contango from
June 2020, trading near 20.38 till July 2028 50.12 dollars per barrel.

2

TECHNICAL ANALYSIS…GOING FORWARD

Source:Reuters

In this scenario, it is very difficult to identify the bottom of any commodity, but it is more difficult in case of crude when we
are witnessing sharp downward rally. Based on monthly charts, it has formed the formation of higher high & lower low,
where higher high is $65.40 considered as strong resistance, whereas lower low is $17.12 during 2001 is support as of
now. But break & sustain below the level make the correction towards $10.75, witnessed in 1998.
If we are taking a horizon of one year investment, then we can accumulate positions in the range of $10-14 &
expect a reversal till $46.40. The RSI is showing a bearish divergence from 1998 which was 32 and now it is 27.
Going ahead, we may witness more fall in the counter till the low level of 1998. There is no reversal signal as of now
on charts, even on shorter time frame, which further confirms that this bearishness is likely to continue. Technical
indicators also suggest that there is a huge volatility.
As mentioned above in the fundamentals, currently we are in contango, hence we can buy MCX crude June contract
& Sell May contract for shorter time frame. For longer horizon, we can accumulate long positions in the range of
$10-14 for the target of $56, keeping a stop loss of $7 on monthly closing basis.Q

3

Vandana Bharti (AVP - Commodity Research)

Boardline : 011-30111000 Extn: 625

Subhranil Dey (Sr. Research Analyst (Agro))

Boardline : 011-30111000 Extn: 674

vandanabharti@smcindiaonline.com
subhranildey@smcindiaonline.com

Ravinder Kumar (Sr. Research Analyst)

Boardline : 011-30111000 Extn: 684

ravinderkumar@smcindiaonline.com

E-mail: smc.care@smcindiaonline.com
Corporate Office:
11/6B, Shanti Chamber,
Pusa Road, New Delhi - 110005
Tel: +91-11-30111000
www.smcindiaonline.com

Mumbai Office:
Lotus Corporate Park, A Wing 401 / 402 , 4th Floor ,
Graham Firth Steel Compound, Off Western
Express Highway, Jay Coach Signal, Goreagon
(East) Mumbai - 400063
Tel: 91-22-67341600, Fax: 91-22-67341697

Kolkata Office:
18, Rabindra Sarani, Poddar Court, Gate No-4,
5th Floor, Kolkata-700001
Tel.: 033 6612 7000/033 4058 7000
Fax: 033 6612 7004/033 4058 7004

SMC Global Securities Ltd. (hereinafter referred to as “SMC”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed to carry on the business of broking, depository services and related
activities. SMC is a registered member of National Stock Exchange of India Limited, Bombay Stock Exchange Limited, MSEI (Metropolitan Stock Exchange of India Ltd.) and M/s SMC Comtrade Ltd is a registered
member of National Commodity and Derivative Exchange Limited and Multi Commodity Exchanges of India and other commodity exchanges in India. SMC is also registered as a Depository Participant with CDSL
and NSDL. SMC’s other associates are registered as Merchant Bankers, Portfolio Managers, NBFC with SEBI and Reserve Bank of India. It also has registration with AMFI as a Mutual Fund Distributor.
SMC is a SEBI registered Research Analyst having registration number INH100001849. SMC or its associates has not been debarred/ suspended by SEBI or any other regulatory authority for accessing /dealing in
securities/commodities market.
The views expressed by the Research Analyst in this Report are based solely on information available publicly available/internal data/ other reliable sources believed to be true. SMC does not represent/ provide any
warranty expressly or impliedly to the accuracy, contents or views expressed herein and investors are advised to independently evaluate the market conditions/risks involved before making any investment decision.
The research analysts who have prepared this Report hereby certify that the views /opinions expressed in this Report are their personal independent views/opinions in respect of the subject commodity.

DISCLAMIER: This Research Report is for the personal information of the authorized recipient and doesn't construe to be any investment, legal or taxation advice to the investor. It is only for private circulation and
use. The Research Report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as such. No action is solicited on the basis of the
contents of this Research Report. The Research Report should not be reproduced or redistributed to any other person(s)in any form without prior written permission of the SMC. The contents of this material are
general and are neither comprehensive nor inclusive. Neither SMC nor any of its affiliates, associates, representatives, directors or employees shall be responsible for any loss or damage that may arise to any person
due to any action taken on the basis of this Research Report. It does not constitute personal recommendations or take into account the particular investment objectives, financial situations or needs of an individual
client or a corporate/s or any entity/s. All investments involve risk and past performance doesn't guarantee future results. The value of, and income from investments may vary because of the changes in the macro and
micro factors given at a certain period of time. The person should use his/her own judgment while taking investment decisions.
Please note that SMC its affiliates, Research Analyst, officers, directors, and employees, including persons involved in the preparation or issuance if this Research Report: (a) from time to time, may have long or short
positions in, and buy or sell the commodity thereof, mentioned here in or (b) be engaged in any other transaction involving such commodities and earn brokerage or other compensation or act as a market maker in the
commodities discussed herein(c) may have any other potential conflict of interest with respect to any recommendation and related information and opinions. All disputes shall be subject to the exclusive jurisdiction of
Delhi High court.All disputes shall be subject to the exclusive jurisdiction of Delhi High court.

4

