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€@ $700 Brent Crude Oil is Becoming the
New Floor as the Global Energy Crisis
Heads into First Hormuz Winter

By Sean Evers, Managing Partner, Gulf Intelligence

As global energy markets approach the fourth quarter, the
question is no longer whether Brent crude oil can occasionally
trade above $100 a barrel. Increasingly, the question is whether
$100 is becoming the new floor rather than the ceiling, and
whether even that price is significantly underpricing the severity
of the physical supply disruption.

The clearest evidence is the widening disconnect between Brent
futures and the price buyers are actually paying to secure physical
barrels. While benchmark Brent has been trading around the
$100 mark, physical crude cargoes are commanding premiums
of roughly $20 to $40 a barrel above Brent futures. In practical
terms, a futures market signaling $100 oil is coexisting with a
physical market where some buyers are effectively paying $120 to
$140 a barrel to secure supply.

That divergence matters. Futures markets can respond quickly to
diplomatic headlines, expectations of future supply and changes
in financial positioning. The physical market has to confront today’s
reality: finding an available barrel, securing a vessel, obtaining
insurance and transporting that crude to the refinery. Physical
premiums of $20-$40 a barrel therefore suggest that the headline
Brent benchmark is not fully capturing the scarcity and disruption
already embedded in global energy supply chains.

This disconnect becomes even more significant as Q4 approaches.
Middle East energy flows remain constrained, shipping and
insurance costs have surged, refined-product markets—particularly
diesel—are exceptionally tight, and the Northern Hemisphere is
approaching peak winter demand. China, meanwhile, has so far
avoided competing aggressively for replacement barrels by drawing
on substantial accumulated crude inventories.

The market has adapted remarkably well to disruption. Cargoes have
beenredirected, alternative suppliersidentified and inventories drawn
down. But adaptation should not be confused with normalization. If
anything, the extraordinary premium being paid for physical supply
suggests the opposite: $100 Brent may be understating the real
price of today’s energy crisis.

The underlying supply problem remains unresolved. And as winter
approaches, the margin for another supply shock is becoming
increasingly thin.

The Real Crisis has Moved from Crude Oil to Diesel, Gasoline &
Natural Gas

The most important signal coming from physical energy markets may
no longer be crude oil itself. Increasingly, it is diesel and the wider
middle-distillate complex.

Crude can be rerouted. Refined products are considerably more
complicated.

Reduced exports from major Middle East refineries, disruption to
Russian supply, longer shipping routes and refinery constraints
have combined to tighten diesel availability. Product cracks have
consequently risen sharply, highlighting how the economics of refined
fuels are separating from the headline crude market.

This matters because diesel sits at the center of the real economy.
Trucks, heavy industry, construction, agriculture and global supply
chains depend upon it. Heating oil adds another layer of demand
during the Northern Hemisphere winter.

Europe is particularly exposed because of its structural dependence
on imported middle distillates. But the consequences are global.
Attempts by individual governments to protect domestic consumers

What impact would US ban on Diesel
exports have on Crude Oil prices?
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US Ambassador Barrack said
Washington is weaning Gulf States off
the long-standing security guarantee -
how will that impact oil prices over the
midterm next 5 years?
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can simply transfer the shortage elsewhere. Proposals to restrict
US diesel exports, for example, might offer temporary domestic
price relief, but could simultaneously tighten European and Latin
American markets, distort refinery economics and potentially
discourage refinery runs.

The result is an uncomfortable paradox: the world may have crude
oil available while still struggling to manufacture and deliver
enough of the fuels consumers actually need.

That distinction becomes increasingly important heading into Q4.

Winter will increase demand for heating fuels just as Europe
attempts to secure LNG and Asian economies compete for their
own seasonal requirements. Another refinery outage, shipping
disruption or reduction in available Middle East supply could
therefore have an outsized impact.

This is also where the energy crisis begins feeding much more
visibly into the wider economy. Higher diesel costs do not remain
at the refinery gate. They move through freight rates, food prices,
manufacturing costs and ultimately consumer inflation.

Central banks can raise interest rates to suppress demand, but
monetary policy cannot produce another barrel of diesel, add
refinery capacity or create another tanker. This is fundamentally a
supply-side inflation problem.

And that is why the coming winter could prove far more
challenging than the relatively orderly headline crude market
currently suggests.
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How many Weeks are left in oil inventories
before the lack of spot supply triggers an
uncontrollable, systemic squeeze?
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China Holds the Key to the Next Leg Higher

If diesel represents the immediate pressure point, China represents the
largest unanswered question.

The extraordinary feature of the current disruption has been China’s
ability to wait.

Estimates for Chinese crude inventories going into the crisis have risen
over the 6-months of the Iran conflict, now believed to be closer to 1.8
billion barrels as compared to earlier estimates of around 1.2 billion
barrels. That stockpile has provided Beijing with an enormous shock
absorber.

China has consequently been able to reduce its reliance on expensive
spot-market barrels, adjust refinery operations and draw on inventories
while waiting for better purchasing opportunities. Pre-war imports of
more than 11 million barrels a day fell to around 7 million barrels a day
in June before recovering to 9 million barrels a day in August. However,
expectations that fourth-quarter imports would continue rising toward
pre-war levels are now fading. Instead, 9 million barrels a day may
prove to be the high-water mark for as long as prices remain elevated
and supply constrained.

This restraint has arguably prevented an already tight global market
from becoming considerably tighter.

But inventories are finite.

The biggest bullish risk for Q4 may therefore be the moment when

China decides—or is forced—to return more aggressively to the spot
market.
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Timing matters enormously. If that return coincides with peak
Northern Hemisphere winter demand, Chinese buyers could
find themselves competing directly with Europe and other Asian
consumers for crude, LNG, NGLs, coal and refined products.

The market does not necessarily need Chinese demand to suddenly
surge above historical levels. It simply needs China to stop providing
the enormous inventory cushion that has helped absorb the current
disruption.

This becomes even more consequential when physical barrels
are already trading at premiums of $20-$40 over the futures
benchmark. If China returns aggressively to a physical market
already signaling scarcity, competition for available cargoes
could intensify rapidly. The impact might appear first in physical
differentials and freight rates before being fully reflected in
headline Brent futures.

That is why China’s behavior may determine whether $100 Brent
remains merely a floor or becomes the launching point for the next
leg higher.

The risk is amplified by declining buffers elsewhere. Strategic
and commercial inventories cannot indefinitely absorb supply
shocks. As those cushions become thinner, progressively smaller
disruptions can produce progressively larger price reactions.

The world has effectively been spending its energy insurance
policy. Winter will reveal how much coverage remains.

A Temporary Supply Shock Is Becoming a Structural
Transformation

The final reason $100 Brent may prove more durable than expected
lies beyond conventional supply-and-demand calculations.

The architecture of global energy trade itself is changing.

Shipping, insurance and logistics have become fundamental
components of the energy price. Gulf-to-China VLCC freight costs
were cited above $30 a barrel, while Gulf of Oman shipping costs
were around $22-$23 a barrel. Those numbers fundamentally alter
the economics of moving replacement barrels across the world.

A barrel existing somewhere is no longer enough. It must be
available, affordable, insurable and physically transportable to the
consumer who needs it.

18%

i This helps explain why the physical crude market can trade at such

enormous premiums to Brent futures. The effective cost of replacing a
disrupted Middle East barrel is no longer simply the benchmark crude
price. Buyers must increasingly pay a scarcity premium for the physical
cargo itself and then absorb dramatically higher costs to move it.

That reality is encouraging Asian buyers to reconsider long-standing
assumptions about supply security. Japan, South Korea and other
major consumers have incentives to diversify procurement away from
excessive dependence on Middle East and Hormuz-linked flows and
secure additional barrels from the United States, Brazil and the wider
Atlantic Basin.

Once established, those relationships may not simply disappear when
he immediate crisis ends.

New contracts are signed. New shipping patterns develop. Refiners
adjust crude slates. Governments rewrite energy-security strategies.
What begins as emergency diversification can become permanent
diversification.

The global energy system emerging from this crisis may therefore be
ess efficient, more geographically diversified and considerably more
expensive. Longer voyages require more ships and more fuel. Higher
nsurance premiums become embedded in delivered prices. Greater
strategic stockpiling removes barrels from immediate circulation.
Governments increasingly prioritize security of supply over the lowest
possible cost.

All of this creates a structural premium.

Markets will still correct. Diplomatic developments will periodically
generate optimism. Supply flows will improve and deteriorate. Brent will
move below and above psychologically important thresholds.

But the underlying equation heading into Q4 is becoming increasingly
difficult to ignore: persistent Middle East disruption, physical crude
rading $20-$40 above Brent futures, exceptionally tight refined
products, soaring freight and insurance costs, shrinking inventory
buffers and rising winter demand are converging at precisely the
moment when the world’s largest crude importer may eventually need
o return more aggressively to the market.

That does not guarantee an uninterrupted oil-price rally. Nor does it

i mean every extreme price forecast will materialize as future prices and
¢ physical prices wear different winter jackets. ®

(*nb. Polling conducted September 21+~ 25" with 100+ Energy Market Stakeholders)
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