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While the International Energy Agency (IEA) and Energy Information Administration (EIA) have been revising their oil
demand forecasts downward for a number of months, the Organization of the Petroleum Exporting Countries (OPEC)
has kept its forecasts at a rather optimistic level for some time (see Table 1). 

Table 1: Oil Demand Growth Forecasts (million barrels per day)

Reduction in Saudi OSPs

However, last Sunday (January 7, 2024), Saudi Arabia, the largest and most influential OPEC member, cut its selling
prices across most regions. The official selling price (OSP, as a spread above the Oman and Dubai benchmarks) of the
flagship Arab Light crude to East Asia, for example, fell to the lowest level since November 2021. Markets interpreted
this as Saudi conceding that oil demand is indeed soft, and the price of Brent crude oil fell 4.5% between the open and
late afternoon on Monday, January 8.

Official Selling Price (OSP) for Arab Light Crude
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Middle East Export Disruption in Focus

The price weakness in Brent was not sustained for long and by Wednesday, January 10, most of the losses were
recovered. The chief driver has been market concern about oil export supply disruptions in the Middle East. Attacks on
ships passing through the Red Sea by Houthi rebels had gathered pace in December 2023 and escalated in January 2024.
On January 10, a British warship, in an operation with U.S. forces, shot down seven drones launched by Houthis in the
Red Sea, to repel the largest drone and missile attack to date. Further U.S. air strikes against Houthis on January 12 lifted
oil prices, erasing all losses from earlier in the week.

Arabian Peninsula Marine Choke Points

The Suez Canal and Bab el-Mandeb Strait are choke points around the Red Sea. According to EIA analysis, in the first half
of 2023, 9.2 million barrels per day of oil and petroleum products passed through the Suez Canal and SUMED pipeline,
and 8.8 million barrels per day of oil and petroleum products passed through the Bab el-Mandeb Strait.

Table 2: Suez Canal, SUMED Pipeline and Bab el-Mandeb Strait Choke Points

The region is critical for global oil transportation. Oil and fuel tanker traffic through the Red Sea has not fallen
significantly yet, unlike Asia–Europe container ships, which have chosen to divert around the Cape of Good Hope in
South Africa (adding an extra 14 days to shipments, according to S&P Global). However, the few that have paused their
Red Sea shipments could become more numerous the longer the security concern in the area remains.

Could the Strait of Hormuz Be Next?
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On Thursday, January 11, security concerns in the Middle East escalated further when Iranian state media reported that
Iran’s elite Revolutionary Guards seized a tanker with Iraqi crude destined for Turkey. The seizure was in retaliation for
the confiscation last year of the same vessel and its oil by the U.S. Last year the U.S. stopped the vessel as part of its
enforcement of Iranian sanctions. Markets are becoming fearful that Iran and it proxies could disrupt oil moving out of
the Strait of Hormuz, which is the world’s most important oil choke point. The Strait lies to the north of the point where
the tanker was taken. More than 20 million barrels of oil per day move through the Strait of Hormuz, which could be
more than a third of all seaborn oil,  eclipsing both the Bab el-Mandeb Strait and the Suez Canal.

Will OPEC Adjust its Forecasts?

At the end of a volatile week, it appears security-related supply concerns overwhelmed demand concerns to drive oil
prices higher. However, should supply issues be resolved, market focus could return to the demand side of the equation.
Crude oil is an unusual market in that OPEC and partners control more than 50%  of production. Their supply decisions
can drive market balance and ultimately price. OPEC will publish its next monthly report on January 17. OPEC and its
partner countries are restraining production with voluntary cuts of 2.2 million barrels per day until March 2024. Should
demand forecasts be revised lower in the January report, that could build the groundwork for a deeper cut. 

WisdomTree Investment Considerations

To hedge against further oil price rises stemming from the geopolitical and security-related supply concerns, investors
could look to WisdomTree Enhanced Commodity Strategy Fund (GCC), which is an actively managed exchange-traded
Fund that includes Brent and WTI oil futures exposures. Disruptions to shipping routes could push up the input prices for 
commodities more broadly and that could be reflected in this broad commodity offering as well. 

Conversely, investors who want to incorporate commodities but with the ability to be more tactical on exposure, based
on signals like momentum and trend, could look to the WisdomTree Managed Futures Strategy Fund (ticker WTMF).
With rising correlations between stocks and bonds, WisdomTree thinks diversifiers like managed futures are becoming
important to portfolios and this Fund has the ability to profit from both long and short positions in commodities. 

Important Risks Re lated to th is Art ic le   

GCC: There are risks associated with investing, including the possible loss of principal. An investment in this Fund is
speculative, involves a substantial degree of risk, and should not constitute an investor’s entire portfolio. One of the risks
associated with the Fund is the complexity of the different factors which contribute to the Fund’s performance. These
factors include use of commodity futures contracts. In addition, bitcoin and bitcoin futures are a relatively new asset class.
They are subject to unique and substantial risks, and historically, have been subject to significant price volatility. While
the bitcoin futures market has grown substantially since bitcoin futures commenced trading, there can be no assurance
that this growth will continue. In addition, derivatives can be volatile and may be less liquid than other securities and
more sensitive to the effects of varied economic conditions. The value of the shares of the Fund relate directly to the
value of the futures contracts and other assets held by the Fund and any fluctuation in the value of these assets could
adversely affect an investment in the Fund’s shares. Because of the frequency with which the Fund expects to roll futures
contracts, the price of futures contracts further from expiration may be higher (a condition known as “contango”) or
lower (a condition known as “backwardation”) and the impact of such contango or backwardation may be greater than
the impact would be if the Fund experienced less portfolio turnover. Please read the Fund’s prospectus for specific
details regarding the Fund’s risk profile.

WTMF: There are risks associated with investing, including the possible loss of principal. An investment in this Fund is
speculative, involves a substantial degree of risk, and should not constitute an investor’s entire portfolio. One of the risks
associated with the Fund is the complexity of the different factors which contribute to the Fund’s performance, as well as
its correlation (or non-correlation) to other asset classes. These factors include use of long and short positions in
commodity futures contracts, currency forward contracts, swaps and other derivatives. Derivatives can be volatile and
may be less liquid than other securities and more sensitive to the effects of varied economic conditions. In addition,
bitcoin and bitcoin futures are a relatively new asset class. They are subject to unique and substantial risks, and
historically, have been subject to significant price volatility. While the bitcoin futures market has grown substantially since
bitcoin futures commenced trading, there can be no assurance that this growth will continue. The Fund should not be
used as a proxy for taking long only (or short only) positions in commodities or currencies. The Fund could lose
significant value during periods when long-only indexes rise (or short-only indexes decline). The Fund’s investment
objective is based on historic price trends. There can be no assurance that such trends will be reflected in future market
movements. The Fund generally does not make intra-month adjustments and therefore is subject to substantial losses if
the market moves against the Fund’s established positions on an intra-month basis. In markets without sustained price
trends or markets that quickly reverse or "whipsaw," the Fund may suffer significant losses. The Fund is actively managed
thus the ability of the Fund to achieve its objectives will depend on the effectiveness of the portfolio manager. Due to the
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investment strategy of this Fund it may make higher capital gain distributions than other ETFs. Please read the Fund’s
prospectus for specific details regarding the Fund’s risk profile.

 

For the top 10 holdings of GCC please visit the Fund's fund detail page at https://www.wisdomtree.com/investments/etf
s/alternative/gcc

For the top 10 holdings of WTMF please visit the Fund's fund detail page at https://www.wisdomtree.com/investments/e
tfs/alternative/wtmf

For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
performance report to accompany this blog.

Related Funds

+ WisdomTree Enhanced Commodity Strategy Fund

+ WisdomTree Managed Futures Strategy Fund

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, fixed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.

 

Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or findings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any financial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its affiliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss profits) or any other damages (
www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Jianing Wu, and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Futures/Futures Contract  : Reflects the expected future value of a commodity, currency or Treasury security.

Commodity  : A raw material or primary agricultural product that can be bought and sold.
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