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Disclaimer

All views expressed in this presentation are my 
own and do not represent the opinion of any 
entity whatsoever with which I  have been, am 
now, o will be affiliated including any official 
institutions and organizations. Mistakes are 
mine only.

Original source: https://termsfeed.com/blog/disclaimer-examples/



  

Question

Under which market structure volatility is lowest?

a) State-owned

b) Monopolistic

c) Oligopolistic

d) Competitive

e) Other...



  

Which can be modelled more easily?

a) Cartel

b) State

c) Market

d) Oil Market



  

Crude Volatility

https://www.quandl.com/data/BP/CRUDE_OIL_PRICES-Crude-Oil-Prices-from-1861



  

Crude Volatility (Book) claims

Stable periods are:
●  Rockefeller

● Standart Oil
● 1911 divided

● Texas Railroad Commission
● ~!~OPEC era

https://cup.columbia.edu/book/crude-volatility/9780231178143



  

Crude Volatility

https://www.quandl.com/data/BP/CRUDE_OIL_PRICES-Crude-Oil-Prices-from-1861

Rockefeller TRC



  

Evolution of Standard Oil



  

Oil trade today...

https://www.bp.com/en/global/corporate/energy-economics/statistical-review-of-world-energy/oil/oil-trade-movements.html

Demand: 98 mb/d

Crude oil trade: 42 mb/d
Product trade: 23 mb/d



  

Major oil traders



  https://www.ft.com/content/393347ee-8fa5-11e5-a549-b89a1dfede9b
http://shippingwatch.com/secure/carriers/Tanker/article10164837.ece
https://www.reuters.com/article/us-glencore-chad-imf/imf-credit-to-chad-delayed-over-glencore-oil-debt-idUSKBN1DO16O

https://www.ft.com/content/393347ee-8fa5-11e5-a549-b89a1dfede9b
http://shippingwatch.com/secure/carriers/Tanker/article10164837.ece


  

How 90,000 b/d change prices?

https://www.investing.com/commodities/crude-oil-streaming-chart



  

Long-Short WTI-Brent



  

Fundamentals?

https://twitter.com/aeberman12



  

Hedging case study: Mexican oil production

● Secretaría de Hacienda y Crédito Público
● Haciende "hedge", to hedge Mexican oil production
● Put options 66.50-87 $  (for year 2009 in 2008)
●  330 million barrels=1.5 billion $
● Mexico made 5 billion $
● 2001-2017, a profit of $2.4 billion
● $14.1 billion in gains 
● paid out $11.7 billion in fees

https://www.bloomberg.com/news/features/2017-04-04/uncovering-the-secret-history-of-wall-street-s-largest-oil-trade



  

Backwardation & Contango

https://www.bloomberg.com/news/articles/2017-12-30/opec-wins-over-hedge-funds-to-make-2017-oil-s-most-bullish-year



  

Difference in 1 year

https://www.bloomberg.com/news/articles/2017-12-30/opec-wins-over-hedge-funds-to-make-2017-oil-s-most-bullish-year



  

In 2014 - hedging

https://www.zerohedge.com/news/2014-11-08/detailed-us-shale-oil-cost-curve-where-line-sand



  

Result

http://www.crystolenergy.com/us-shale-oil-production-the-unexpected-resilience/



  

Spread

https://ycharts.com/indicators/brent_wti_spread



  

Crack spread

3:2:1 crack -  3 WTI=2 gasoline+1 heating oil

https://finance.yahoo.com/news/crack-spread-101-part-1-150706378.html



  

Future prices

http://www.mrci.com/web/online-explanation-pages/symbols-a-codes.html

https://finance.yahoo.com/quote/CLZ18.NYM?p=CLZ18.NYM



  

Comparing Feb-Jul-Dec 2018



  

Heisenberg Uncertainity

Anomalies in stock market movements
● January effect (stocks go up Dec 2 Jan)
● Small-firm effect (tend to have higher returns)
● The day-of-the-week  (do poorly on Monday)

January effect weakened after 1995

More patterns are exploited, more random

Irrational Exuberance, Robert J. Shiller, Ch. 11



  

Electricity Markets



  

Electricity  : Spark & Dark spread

https://www.eia.gov/todayinenergy/detail.php?id=33312



  

Electricity: Clean spreads

https://www.platts.com/IM.Platts.Content/MethodologyReferences/MethodologySpecs/european_power_methodology.pdf



  

Turkey's renewable surge

http://www.enerjiatlasi.com/elektrik-uretimi/gunes



  

Weather impact

System more exposed to 

weather events
● LT – hydro
● ST – wind-solar
● Sets Fossil Fuel PPs 

earnings

https://twitter.com/WeatherCoEurope/status/943067152139112450



  

For different hours different effects



  

What happens in emergency?

● One of the suppliers of NG may have difficulty
● System reserves may be enough but weather for 

the next 7 days uncertain
● You try to increase stock levels
● Is it an opportunity for earnings? For whom?



  

Who sets the price in NG emergency?



  

Which resource under normal conditions



  

How the production is shaped?



  

Risks in Energy Policy



  

Intended deeds – Unintended Consequences

● In 2007-2008 electricity demand soared
● Policy makers came up with a clever idea
● If people can not pay their bills, give them 

energy efficient bulbs
● To the children

● Result?



  

Too much "Kurtlar Vadisi" bad for your health

http://www.milliyet.com.tr/-dinleme-cihazi-var--diye-ampulleri-kirdilar-gundem-1043658/



  

After 2009 – Shifting Priorities

Installed capacity investments at record levels



  

Renewable Law - 5346

● Aim was to support renewables with FIT (no competition, 
govt pays you)

● Domestic content is rewarded

http://stratejico.com/publications/turkey-investor-brief-renewable-energy



  

Natural gas infrastructure

http://www.dektmk.org.tr/upresimler/QR6ENG.pdf



  

May+Summer+Sep=January bill
(household)



  

Narrative vs Reality

Narrative: The most expensive fuel prices in the world

(Narrative Economics by R Shiller 
https://cowles.yale.edu/sites/default/files/files/pub/d20/d2069.pdf)

Reality:

http://www.dektmk.org.tr/upresimler/QR5ENG.pdf



  

24 Nov 2015



  

Initial impact assessment

Security of Supply
● Natural gas flexibility needed
● Too much imported fuel dependence
● Oil E&P 

Market structure
● FIT becoming cost burden
● Govt should make the playing ground ready for invs
● Domestic content = nuts&bolts&wings – no main comp



  

Economic rationale



  

An Energy & Mining Policy to

Minimize risks
● For the country (security of supply)
● For the investors (predictability)
● For the industry& next gen employment 

(localization)



  

National Energy Policy

● Security of Supply
● Predictable Market Structure
● Localization

● Domestic R&D
● Cheaper renewables
● Lignite replacing imported coal
● Nuclear

More of an Industrial Strategy than a usual Energy Sector Policy



  

Implications

REZ (Renewable Energy Zones)
● Wind auction : 3.48 cent/kWh

●  5346 Law :  11 cent/kWh  (incl domestic content)

● Solar auction : 6.99 cent/kwh
● 5346 Law:  20 cent/kWh (incl domestic content)

● In 2004, investors were pushing for 25 cent/kWh no investments
● In 2016 no one favored REZ
● In 2017 solar factory construction began



  

Implications – Natural Gas

http://www.dektmk.org.tr/upresimler/SIDGIRIS.pdf



  

Implications – Oil prod

http://www.hurriyetdailynews.com/turkeys-first-drilling-ship-passes-gallipoli-124983



  

Implications - Institutions

● TÜVEK
● UMREK



  

Final Words



  

With oil

● Which is more rational
● Cartels or markets

● Whaling->illumination oil, petrol->illumination oil
● Whaling not decreased increased

● Volatility
● Complex trade relations

● Commodities-complex logistics
● Kings of trades have vanished



  

It is a dangerous world

https://www.bloomberg.com/news/articles/2017-08-03/oil-trader-andy-hall-is-said-to-close-main-astenbeck-hedge-fund
https://www.ft.com/content/2bcb2dfc-7d14-11e7-9108-edda0bcbc928

https://www.bloomberg.com/news/articles/2017-08-03/oil-trader-andy-hall-is-said-to-close-main-astenbeck-hedge-fund


  

In modelling electricity 

● Use hybrid & multiple approaches, create a solution space
● Do not let 1000s hard to predict parameters to guide your model to 

perfect fit (especially longterm)
● Careful with neural networks – test at boundaries
● What is the underlying asset you'r working with

● More technological disruption more volatility
● Regulation?
● Everytime "This time it is different"
● Feed the model with history and expect future?

● Electricity is a technological product
● Price should keep falling (exp for fossil fuel hikes)

http://www.barissanli.com/calismalar/2017/20171218-bs-ma-elektrikmodellleri.pdf



  

Thank you

Barış Sanlı

www.barisssanli.com

Twitter : @barissanli

WEC Turkey, Head of Quant WG:
http://www.dektmk.org.tr/incele.php?id=MzE5

 

http://www.barisssanli.com/
http://www.dektmk.org.tr/incele.php?id=MzE5
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