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Crack spreads (or « cracks ») refer to the differences between wholesale refined product prices (such
as gasoline, diesel, jet fuel, fuel oil, etc..) and crude oil prices. Those spreads can be read two ways :

« On one hand : how profitable the refining
industry is.

Cracks are closely monitored by market partici-
pants to have a sense of what gross refining mar-
gins look like, noting that they do not take into
account all refinery product revenues and exclude
refining costs other than the crude oil input. Some
players keep their eyes on single-product cracks
(for instance gasoline price minus crude price) and
others watch multiple-product cracks, such as the
standard « 3-2-1 » one (assuming 3 barrels of crude
will be turned into 2 barrels of gasoline and 1 barrel
of diesel, therefore approximating the typical pro-
duct yield of a US refinery).

« On the other hand : how tight the product
supply is.

Cracks can also be used to gauge the strength of
end demand or the broad availability of petroleum
products in general. The tighter a market is (i.e. de-
ficit), the higher the price relative to crude - all else
being equal.
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The term « crack » relates to the action of breaking
the long carbon chains of crude oil to turn them
into shorter carbon chains of refined products. A
refinery processes crude all day long using heat,
pressure and some additives. The flow always
start going through a main distillation unit before
moving to other units such as a reformer, a crac-
ker or a cocker depending on the refinery setup.
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Therefore, any operator navigating through the oil
complex has to put refinery margins and outputs
in a regional context. Each refinery on the planet
is unique by its size, its features, its complexity
and its product yields (i.e. the share of a barrel of
crude turned into a specific refined product). For
instance, US refineries turn their crude barrels into
gasoline and gasoil/diesel almost exclusively, while
Middle East refineries produce relatively more
heavy products such as fuel oil, but also way more
kerosene/jet fuel than their LATAM counterparts.

The two main factors at play are the average crude
quality processed (heavy vs light, sulfur content,
various other elements naturally present in the
crude..) and the typical refinery setup in the re-
gion : is it flexible enough to process a wide range
of crudes ? is it complex enough to maximize yields
on high margin products and minimize yields on
low added-value ones ?
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THE NORMALIZATION OF GLOBAL
CRACK SPREADS

Since the 2022 energy crisis, petroleum prices
have been fast and furious : extreme volatility,
strong momentum patterns and heated head-
lines have deeply hit the market both ways. The
fact that each regional hub is pretty well connec-
ted to the others, thanks to logistics capacities,
amplify unfolding trends overall.

First, Western sanctions on Russian barrels coupled
with a booming demand post-COVID sent refined
products’ prices through the roof. Then, global ba-
lances have shifted dramatically across the barrel,
as shown by the rollercoaster on cracks below [see
graph 1. Some factors have impacted spot and
forward cracks globally, however, each key region
display different features and dynamics.

Insight | Crack spreads : lower for longer ?



Graph1
Key Hubs Average Cracks (all products) - $/bbl
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The global energy spike in 2022 lifted not only front-
end prices (on gas, power and petroleum) but also
supported aggressively back-end of the curves
across the complex. In this context, forward cracks
looked quite appealing for refiners and integrated
oil majors : completion of new refining projects has
been clearly incentivized, noting that some of them
were already sanctioned before 2022 to come on-
line in the quarters afterwards. In other words, once
market prices popped, a strong pipeline of refining
capacity has been comfortably added, especially
in Middle East, Africa and Asia, pushing up petro-
leum supply quite aggressively since 2023 onwar-
ds. Nowadays, consensus foresees net additions of
refining capacities above 1.5 million barrels per day
(mb/d) over the 2025-26 period [see graph 2],among
which Dangote in Nigeria (615kb/d), Yulong in Chi-
na (400kb/d) and Dos Bocas in Mexico (340kb/d)
stand out. And these additions, along with others,
overweigh by far refinery closures such as Lyondell
Houston and P66 LA in the US or Gelsenkirchen in
Germany.

Graph 2 // Refining capacity growth, Y/Y
mb/d
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Growth in non-OECD capacity beyond 2026 will be slow. Over
2.5 mb/d of additional projects have been announced in the
ME, but are unlikely to be completed before decade-end.

Source: Energy Aspects

Another key driver of cracks’ normalization over the
last 12-18 months is the slowdown in global manu-
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facturing activity coupled with loosening petro-
leum markets. Indeed, soft economic conditions,
especially in Europe and China, as shown by dete-
riorating manufacturing PMIs [see graph 3], implies
moderated petroleum needs. In addition, a bigger
surplus imbalance is building on the crude side of
the cracks : despite OPEC+ cutting over 4mb/d, spot
and forward crude oil markets are expected to stay
in surplus until mid 2025 at least. In fact, non-OPEC
supply growth has been outstanding thanks to the
US, Guyana, Argentina, Canada and Brazil mainly.
On top, despite current geopolitical tensions, spot
Brent keeps trading in the $70-75/bbl range, while
OPEC members are still left with total spare capa-
cities close to 5m/d [see graph 4]. Even some OPEC
members such as Iraqg, Iran and Venezuela to a les-
ser extent increased their exports this year. Thus,
oil bearishness sentiment is widely shared and felt
these days, as shown by the heavy net short specu-
lative positioning across crude and the main listed
refined products [see graph 5, as of mid-october],
although some length has been added on gasoline
over the last few weeks. This environment does not
pave the way for higher crack spreads overall.

Graph 3 // Global PMI Indexes
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Graph 4 // OPEC + spare capacity
Data to Aug 2024 (mb/d)
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Graph 5 // Commitment of Traders
Total oil, net positioning (no. of contracts)
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ASIAN CRACKS UNDER PRESSURE

In Asia, cracks have been heavily sold off on the back
of a massive slowdown in Chinese consumption
this year, both on the light and middle distillates
fronts. Singapore gasoline cracks (the closest refe-
rence hub) hit a record low level this year. Even jet
fuel consumption (the first petroleum consumption
growth engine along with NGLs/LPQ) is still lagging
pre-Covid highs.

Products’ inventories in the region have increased
lately, showing the loosening trend in these phy-
sical markets. Moreover, recent stimulus package
announcements should not have a material impact
on gasoline and diesel consumption over the short
term because they aim above all at restructuring
local governments’ debt burden and stabilizing the
Chinese property sector, stuck in deep troubles for
now (the sector being so critical for China’'s growth
overall).

Lastly, market participants await to see to what
extent Chinese refining sector, which has been par-
tially rationalized already, will be granted (or not) an
increasing number of refined product export quo-
tas going into next year.

The positive margin difference between West and
East on low sulfur distillates may incentivize Chinese
refiners to further ramp up (local capacities cur-
rently being relatively underutilized versus the rest
of the world [see graph 6]) so that they can export
more petroleum products and potentially flood glo-
bal markets. Again, in such scenario, crack spreads
may certainly stick to lower levels for longer.
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EU REFINING MARGINS TO REMAIN
AT RISK

Although European refining capacity has been fran-
kly cut since Covid, product inventories have boo-
med year-on-year, especially medium and heavy
distillates (such as diesel and fuel oil respectively).

Graph 6 // Refining Utilization Rates
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Indeed, consumption is down, with Germany’'s ma-
nufacturing activity being severely hit year-to-date.

European refining system being pretty simple, rela-
tively old, less flexible in terms of the variety of crude
grade it can process and having a product yield
tilted towards less valuable refined products, local
crack spreads are bound to stay capped for quite
some time. In addition, Europe is set to lower pro-
duct exports to Africa with the ramp-up of Dangote
refinery in Nigeria, therefore increasing gasoline
availability by about 200kb/d. Coastal refineries in
Europe are also due to face more agressive interna-
tional competition from Eastearn (Middle East, Asia)
and Western (US) barrels. For instance, US heating
oil price keeps trading forward on 2025 at discount
of 82%/mt versus EU gasoil price [see graph 7], which
should support US distillates exports to Europe and
keep EU gasoil cracks under pressure.

Graph 7 // US Heating Oil 2025 strip -
EU Gasoil 2025 strip spread in $/mt
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US CRACKS TO STAY HEALTHY UN-
LESS CONSUMPTION WEAKNESS IS
FELT

The US markets are set to remain the most profi-
table ones globally going froward as they rely on
maxed-out run rates and cheaper crude prices (with
WTI still trading at 3 to 4$/bbl discount to Brent). In
addition, US gasoline inventories remain fairly low,
especially when expressed in days of supply equiva-
lent (and not simply in barrels) [see graph 8].

However, the key element for the US balance will be
gasoline consumption as Americans burn between
9 and 10mb/d of gasoline (which represents almost
10% of world indirect crude oil consumption!). Lately,
a debate emerged regarding EV penetration rate
in the US and its impact on gasoline consumption.
International Energy Agency estimated that 2023
gasoline conssumption would have been roughly
200kb/d higher if no EVs were ever sold in the US.
But substitution is not the only risk : engine efficien-
cy is another major challenge the US administration
has been addressing for a while. The Corporate Ave-
rage Fuel Economy program mandates minimum
fuel efficiencies across automaker’s fleet. While

about 79 electrum

manufacturers don't actually need to comply with
the rule and can choose to pay a penalty instead of
meeting the requirements, the standards will beco-
me stringent over the coming years, implying pe-
nalties on ICE vehicles will grow (therefore lowering
gasoline needs over time all else being equal).

Long term wise, should both these trends persist,
US gasoline cracks should remain capped. Middle
distillate demand, however, will be far less impacted
with heavy-duty vehicles and aviation being far tou-
gher to electrify.

Graph 8 // US Gasoline oil days of supply
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electrum is the trading division of OCIM Group, a wholly owned subsidiary of OCIM Finance
SA. Our highly experienced team designs and implements tailor-made hedging solutions
on global capital markets, from strategic metals and currencies to interest rates and equi-
ties. We provide the group’s various entities with dynamic strategies and around the clock
execution enabling our partners to focus on their core business while we handle their mar-
ket exposure. Capitalizing on our in-house expertise, we optimise and de-risk their market

transactions so they operate with serenity.
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