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Crude higher on geopolitical tensions
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Tensions between Iran and the West have once again added a 
premium to the crude oil price, which recently reached a six-month 
high. Declining US energy inventories reinforce our observation 
that energy markets are indeed fundamentally tight. In addition, 
refinery outages are adding to a chain of circumstances that point 
to potentially higher energy prices.

Market Outlook: Crude reached a six-month high as Iran seized 15 British
naval personnel in the Persian Gulf, heightening concern that a prolonged 
standoff could threaten oil shipments. Apart from the geopolitical situ- 
ation, the US Department of Energy's statistics continue to show declining
patterns in US energy inventories. Outages in both Europe and the US are 
adding to the problematic energy situation, while some weather fore- 
casters are calling for an active hurricane season in the US. We recall that 
an active hurricane season was forecast last year, but in the end it was far 
more mild than expected. Nevertheless, all these circumstances - realized
and expected - suggest to us that the oil price could well rise further. 
 
Price Outlook: Recent price movements indicate that crude oil broke out 
of its downtrend channel. Given the fact that crude is currently in an
uptrend channel, we see the 57-60 USD/bbl level as the price supporting 
the current uptrend. To the upside, 68 USD/bbl is a target level. 
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Performance & Volatility Oil

-1 m* -3 m* -6 m* - 12 m*

Return 7 13 10 -6

Volatility 18 24 31 39

* in %; Source:  Datastream, UBS WMR

Price Outlook (USD/BBL) Oil

Spot 3 m Future 2006 Average 2007 Average 2007 WMR Forecast*

65.78 68.25 66.12 58.24 65.5

* UBS WMR annual average price Forecast; Source:  Bloomberg, UBS WMR

Energy Oil

Spot -3 m* - 12 m* YTD

WTI Crude Oil 65.78 13 -6 7.4

Brent Crude Oil 68.5 18 -2 14

Natural Gas 7.48 31 12 31

Heating Oil 1.8794 17 -5 16.2

Unleaded Gasoline 209.63 30 -12 29

DJ AIG ER Energy 
Index

252.92 9 -33 9

DJ AIG ER Index 171.96 3 3 6

RICI ER Index 2716.42 1 -2 4

* in %; Source: Datastream, UBS WMR

Crude's oil technical picture

Oil is trading above its 30-day moving average

Source: Bloomberg, UBS WMR

Oil Facts

Crude oil varies in physical appearance from a light, 
colorless liquid to a heavy, dark black or brown, vis- 
cous sludge, depending on where it is found. Crude 
oil density is classified by the American Petroleum In- 
stitute in a unit known as the API Gravity. Light 
(sweet) oils have an API grade of 38 degrees, whereas 
heavy (sour) oils have a lower API grade of 22 de- 
grees or less. The two key global oil benchmarks are 
West Texas Intermediate (WTI) for the US and Brent 
Crude for Europe.
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Terms and Abbreviations

Abbreviation Description Abbreviation Description

COMEX Commodities Exchange (New York) NYMEX New York Mercantile Exchange

CR Coil Cold Rolled Coil WTI Crude Oil West Texas Intermediate Crude Oil

CRB Index Commodities Research Bureau Y/MT Yen (in 000s) per Metric Tone

DJPM Index Dow Jones Previous Metal Index USD/BBL USD per Barrel

ECIM Index Economist Commodity Industrial/Metals Index USD/MMBtu USD per 1 million British Thermal Unit

E/MT Euro per Metric Tone USD/MT USD per Metric Tone

GSC Index Goldman Sachs Commodity Index USD/oz USD per oz, (1 oz = 31.10 grams)

HR Coil Hot Rolled Coil nsa non-seasonally adjusted

LME London Metal Exchange mom month-on-month

MGMI Index Metallgesellschaft Metals Index wow week-on-week

Natural Gas HB Natural Gas Henry Hub
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