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International energy markets are undergoing a historic transformation over the 2026–2027 
horizon, defined by a transition from an acute supply-side shortage shock to structural 
oversupply1. While 2026 has been dominated by military conflict in the Middle East, logistical 
disruptions across critical maritime chokepoints, and severe commercial inventory depletion, 
2027 marks a fundamental trend reversal1. As disrupted Persian Gulf export flows are 
progressively restored alongside sustained production expansion outside OPEC+, the market 
faces the prospect of sliding into a pronounced supply surplus1. The complex interplay among 
geopolitics, macroeconomic headwinds, technological substitution, and fractured producer 
alliances defines this two-phase market trajectory1. 

1. The Geopolitical and Macroeconomic Backdrop in 
Autumn 2026 
The macroeconomic and security environment in autumn 2026 remains exceptionally fragile6. 



Following the launch of US-Israeli military operations against Iran in late February 2026, critical 
maritime corridors across the Persian Gulf have faced persistent disruption1. Although naval 
convoys and periodic diplomatic overtures have averted a total, permanent shutdown of the 
Strait of Hormuz, maritime commercial transit remains chronically impaired3. Tankers must rely 
on high-risk contingency routes and incur elevated security premiums, while asymmetric 
strikes by Yemeni Houthi forces near the Bab el-Mandeb Strait and the southern Red Sea have 
further elevated shipping costs and voyage durations3. 
Simultaneously, the Russia-Ukraine war—now in its fifth year—continues to tie up substantial 
tanker tonnage due to circuitous trade rerouting3. Sustained Ukrainian drone strikes on Russian 
refining complexes and fuel export terminals have structurally curtailed Russian refined 
product export capabilities and fragmented global supply chains for middle distillates13. In the 
United States, protectionist trade policies under President Donald Trump have introduced 
heightened commercial uncertainty16. Tariffs on industrial metals, construction inputs, and 
intermediate goods weigh on manufacturing, while trade disputes challenge the stability of 
multilateral economic relations6. 
These geopolitical headwinds are dampening global economic expansion6. Projections from 
the International Monetary Fund (IMF) point to a slowdown in global GDP growth to 3.0%–3.1% 
in 2026, down from 3.3% in the prior year6. While government defense spending sprees and 
aggressive private investments in artificial intelligence provide partial stimulus, energy-induced 
inflationary pressures have stalled global disinflation, compelling central banks to maintain 
tighter monetary policy stances1. For 2027, the IMF anticipates a modest recovery to 
3.2%–3.4%, contingent on the de-escalation of active military hostilities and the normalization 
of input energy costs1. 

2. Current Price Dynamics and Market Structure in 
Crude and Product Markets 
Physical market tightness has driven intense volatility across international crude benchmarks3. 
After crude quotations spiked above $100/bbl during the second quarter of 2026, a brief 
mid-June easing of transit friction brought spot prices temporarily below $70/bbl1. However, 
hostilities in the Persian Gulf reignited through July and August 2026, lifting Dated Brent to an 
August monthly average of $91.00/bbl before touching a peak of $113.48/bbl on September 9, 
20262. US benchmark West Texas Intermediate (WTI) climbed to settlements above $102/bbl, 
with its customary discount to Brent narrowing sharply as international refiners bid aggressively 
for unhindered Atlantic Basin crude4. 
Futures curves across primary benchmarks reflect severe physical undersupply: the term 
structure is locked in steep backwardation, with prompt barrels trading at historic premiums 
over deferred contracts3. This curve geometry demonstrates that refiners are willing to pay 
elevated premiums for immediate delivery to sustain processing runs, while disincentivizing 
commercial inventory accumulation1. 
Conditions in downstream product markets are even tighter than in crude, culminating in an 
acute global distillate deficit ("diesel squeeze")3. Because key refining hubs in the Gulf remain 



partially isolated and Russian export flows are curtailed, combined net seaborne exports of 
gasoil and diesel from these two regions fell 1.6 mb/d below pre-conflict levels in August 20263. 
This drove the US distillate crack spread to $1.57/gal in September and pushed the national retail 
diesel price to $5.07/gal4. In early September, wholesale diesel prices in the United States briefly 
surpassed $200/bbl, generating severe secondary cost inflation across transportation, 
logistics, and agriculture worldwide. 
 

Market 
Parameter 
/ 
Benchmark 

Q1 2026 
Level 

Q2 2026 
Level 

August 
2026 
(Monthly 
Avg) 

September 
2026 
(Peak) 

Projection 
Q4 2026 

Dated 
Brent Spot 
($/bbl) 

73.0021 >100.0022 91.002 113.483 80.00 – 
90.0022 

WTI Crude 
Futures 
($/bbl) 

68.00 95.00 85.50 102.4810 75.00 – 
85.0023 

US Retail 
Diesel 
($/gal) 

3.90 4.45 4.854 5.074 4.95 – 5.104 

US Retail 
Gasoline 
($/gal) 

3.314 3.65 3.75 3.844 3.60 – 3.75 

Distillate 
Crack 
Spread 
($/gal) 

0.95 1.20 1.304 1.574 1.45 – 1.554 

Futures 
Term 
Structure 

Broadly flat Backwardat
ion 

Pronounce
d 
Backwardat
ion 

Extreme 
Backwardat
ion 

Narrowing 
Backwardat
ion14 

3. Supply Architecture: Gulf Disruptions, OPEC+ 



Fracture, and Non-OPEC+ Expansion 
Global oil supply in 2026 has experienced its sharpest drop on record. The IEA projects that 
global petroleum supply will fall by 5.7 mb/d in 2026 compared to 2025, lowering annual 
average production to 100.7 mb/d3. In August 2026, global output sank to 100.1 mb/d as more 
than 10 mb/d of Persian Gulf production remained shut in due to maritime security hazards and 
export bottlenecks3. Total Gulf export volumes were cut nearly in half in August to 
approximately 13 mb/d9. Major producers including Saudi Arabia throttled domestic output to a 
three-decade low of roughly 6 mb/d due to field shut-ins and terminal congestion13. 
The crisis has also accelerated the institutional fracture of OPEC+. On May 1, 2026, the United 
Arab Emirates (UAE) formally withdrew from both OPEC and OPEC+1. The UAE accounted for 
over 11% of OPEC's total production in 2025 and roughly 1.4% of global oil supply22. Its 
departure deprived the organization of critical spare capacity and severely impaired its ability 
to manage global market balances22. Abu Dhabi is pursuing an independent upstream 
expansion strategy, targeting a sustainable capacity of 5 mb/d by 20271. Among the remaining 
17 quota-bound OPEC+ members, crude output in August 2026 fell to 27.0 mb/d, missing 
official target allocations by 7.3 mb/d20. This underlines that the cartel's production quotas have 
been rendered largely ineffective by physical disruption19. 
A major counterweight to Middle Eastern outages has been the steady expansion of 
production outside OPEC+, led by the "Americas Quintet" (United States, Canada, Brazil, 
Guyana, and Argentina)10. This non-OPEC group partially mitigates Middle East supply losses, 
expanding output by 1.4 mb/d in 2026 and an additional 1.0 mb/d in 20273. The anchor of this 
expansion remains the US upstream sector4. The EIA forecasts US crude production to average 
13.8 mb/d in 2026 before rising to 14.3 mb/d in 20274. The active US drilling rig count expanded 
by 51 rigs year-over-year to 588 by early September 2026, with the Permian Basin driving the 
bulk of incremental volumes thanks to unconstrained pipeline connectivity to Gulf Coast 
export facilities4. 
 

Supply 
Segment / 
Region 

2025 
Production 
(mb/d) 

2026 
Projected 
(mb/d) 

2027 
Projected 
(mb/d) 

Structural 
Characteristic
s 

United States 
(Total Liquids) 

21.3310 21.8010 22.3510 Crude 
production 
rises from 13.7 
to 13.8 (2026) 
and 14.3 mb/d 
(2027)4. 

Americas — +0.93 growth +0.45 growth Deepwater 



Quintet (excl. 
US) 

offshore in 
Guyana/Brazil; 
shale ramp-up 
in Vaca 
Muerta3. 

OPEC+ Core 
(Crude) 

~39.50 34.5010 41.50 – 42.50 Severe 
conflict-relate
d drop; gradual 
restart 
beginning 
spring 20274. 

United Arab 
Emirates 

~3.20 3.45 4.50 – 5.0022 Exited cartel 
May 1, 2026; 
unconstrained 
expansion to 5 
mb/d target 
capacity22. 

Total Global 
Supply 

106.24 
[cite: 2] 

100.62 – 
100.70 
[cite: 10, 22] 

108.70 – 
109.88 
[cite: 2, 3, 9] 

Drops 5.7 mb/d 
in 2026; surges 
by 8.0 to 9.2 
mb/d in 20272. 

4. Demand Dynamics: Price Shock, Efficiency Gains, 
and Structural Shifts 
The supply shock of 2026 has triggered significant demand destruction that extends beyond 
standard cyclical patterns1. The IEA lowered its 2026 global oil demand forecast by 2.5 mb/d to 
102.45 mb/d10. The agency explicitly likens this slump to the four largest demand shocks of the 
past six decades: the 1970s oil crises, the 2008 global financial crisis, and the 2020 COVID-19 
pandemic5. Unlike purely recessionary contractions, an acute supply-driven price shock leaves 
permanent structural scars, compelling consumers and industrial operators to adopt lasting 
alternatives to petroleum fuels14. 
China represents the focal point of this transformation22. Sustained high import prices 
accelerated transport sector electrification and decarbonization22. The rapid adoption of 
battery electric vehicles (EVs), the broad substitution of long-haul diesel trucks with LNG 
powertrains, and the ongoing expansion of the domestic high-speed rail network have caused 
permanent demand destruction in road transport fuels14. In China's gasoline sector alone, 
consumption dropped by approximately 180,000 b/d, with institutional analyses projecting that 
more than 70% of these demand losses will remain permanent even after market conditions 



normalize22. Consequently, China's baseline crude import requirement has been structurally 
reduced by up to 1.0 mb/d relative to pre-conflict trajectories22. 
In developed OECD economies, oil demand contracts by 110,000 b/d in 2026, dampened by 
eroded household purchasing power and compressed manufacturing margins3. Long-term 
demand outlooks diverge sharply among major energy forecasters28. While the OPEC 
Secretariat downgraded its 2026 demand growth estimate for five consecutive months to 
380,000–400,000 b/d, it projects a sharp rebound of 2.4 mb/d in 2027, propelled by 
non-OECD economies such as India26. Conversely, the IEA and EIA maintain more guarded 
outlooks: although they project 2027 demand growth of 2.4 to 2.6 mb/d to approximately 105.0 
mb/d, they emphasize that pre-war demand levels (~106 mb/d) will not be recovered until late 
202713. As a result, the 2026–2027 period represents an essentially "lost period" for global oil 
demand expansion10. 

5. Global Market Balance: The Shift from Deficit in 
2026 to Surplus in 2027 
Reconciling supply volumes against consumption profiles highlights the dramatic swing 
awaiting the oil market across the two-year period22. The physical change in global oil 
inventories is quantitatively expressed as: 

 
Throughout 2026, this balance recorded chronic deficits22. According to EIA figures, global 
consumption exceeded production by an average of 1.97 mb/d across the full year22. The peak 
of the crunch occurred in Q2 2026 with a net deficit of 3.86 mb/d, followed by an estimated 
2.96 mb/d deficit in Q322. Total observed global inventories have fallen by more than 500 million 
barrels since February 2026, representing an average daily drawdown of 2.8 mb/d3. 
Commercial stockpiles fell below five-year historical averages, prompting emergency stock 
releases by IEA member states to prevent refinery run cuts13. 
The year 2027 marks a complete transformation into a massive supply overhang ("oil glut")22. 
Assuming transit restrictions in the Strait of Hormuz ease in Q1 2027 and shut-in production in 
Saudi Arabia, Kuwait, and Iraq is progressively restored, a substantial volume of crude will 
return to international markets2. The EIA forecasts global production to jump by 9.26 mb/d in 
2027 to 109.88 mb/d, while demand increases by only 2.39 mb/d to 104.98 mb/d22. This creates a 
projected global supply surplus of 4.90 mb/d for 2027, peaking in Q4 2027 at 6.25 mb/d22. 
 

Balance 
Period 

World 
Demand 
(mb/d) 

World Supply 
(mb/d) 

Market 
Balance 
(Deficit/Surpl
us in mb/d) 

Inventory 
Change / 
Dynamics 



Q1 2026 
(Actual) 

104.20 104.91 +0.71 
(Surplus)22 

Moderate 
inventory build 
prior to 
escalation22 

Q2 2026 
(Actual) 

101.80 97.94 -3.86 (Deficit)22 Severe 
physical draw 
averaging ~3.9 
mb/d22 

Q3 2026 
(Proj.) 

102.10 99.14 -2.96 (Deficit)22 Continued 
steep draws 
during peak 
summer 
pricing22 

Q4 2026 
(Proj.) 

102.27 100.56 -1.71 (Deficit)22 Deficit narrows 
as alternative 
transit routes 
ramp up22 

Full Year 2026 102.59 
[cite: 22] 

100.62 
[cite: 22] 

-1.97 (Annual 
Deficit) 
[cite: 22] 

Cumulative 
stock draw 
exceeding 500 
million barrels4 

Q1 2027 
(Proj.) 

103.80 106.81 +3.01 
(Surplus)22 

Resumption of 
regular Gulf 
maritime 
flows22 

Q2 2027 
(Proj.) 

104.45 109.50 +5.05 
(Surplus)22 

Shut-in 
production 
restarts largely 
completed4 

Q3 2027 
(Proj.) 

105.50 110.73 +5.23 
(Surplus)22 

Non-OPEC+ 
expansion 
meets restored 
Middle East 
flows22 



Q4 2027 
(Proj.) 

106.17 112.42 +6.25 
(Surplus)22 

Onshore 
storage 
infrastructure 
approaches 
capacity 
limits22 

Full Year 2027 104.98 
[cite: 22] 

109.88 
[cite: 22] 

+4.90 (Annual 
Surplus) 
[cite: 22] 

Unprecedente
d global 
inventory 
accumulation 
cycle2 

6. Institutional Price Forecasts for Q4 2026 and 
Full-Year 2027 
Major investment banks and energy authorities model this structural transition through a 
two-stage price trajectory: firm prices through the remainder of 2026, followed by steady price 
erosion throughout 20271. 
J.P. Morgan Global Research expects Brent crude to average $80/bbl in Q4 2026, dipping to 
$78/bbl by year-end22. For 2027, the bank models a transition to a lower price regime, with 
Brent sliding into the low $60s/bbl in the second half of the year22. The bank attributes this 
decline primarily to structural demand destruction in China, which limits the market's capacity 
to absorb restored Gulf supplies22. 
Goldman Sachs projects Brent to reach $85/bbl and WTI $80/bbl by December 20268. For 2027, 
the bank forecasts annual averages of $75–$80/bbl for Brent and $70–$75/bbl for WTI11. 
Despite modeling a fundamental market surplus of 3.2 mb/d in 2027, Goldman Sachs 
emphasizes powerful price-support mechanisms11. First, OECD and emerging economies must 
replenish severely depleted strategic petroleum reserves (SPR), creating an estimated 1.2 mb/d 
of structural stockpiling demand11. Second, US shale production is highly price-sensitive below 
$70/bbl, creating an effective price floor in the high $60s. 
The EIA forecasts Brent spot prices to average $90/bbl across the second half of 2026, yielding 
an annual average of $91/bbl4. For 2027, the agency anticipates prices falling to $77/bbl in Q2 
and averaging $67/bbl in the second half, leading to a full-year average of $74/bbl4. HSBC 
maintains higher projections of $90/bbl for 2026 and $85/bbl for 2027, premised on a "disrupted 
new normal" where Middle Eastern transit routes remain chronically impaired8. Bank of America 
forecasts Brent at $83/bbl for 2H 2026 and $75/bbl for 2027. 
 

Institution 
/ Analyst 

Q4 2026 
Brent 

Year-End 
2026 Brent 

Full-Year 
2027 Brent 

H2 2027 
Brent 

Core 
Strategic 



Forecast Assumptio
n 

U.S. EIA 
(STEO) 

~90 $/bbl2 
\vert{} 88 – 
90 $/bbl4 

74 $/bbl4 
\vert{} 67 
$/bbl22 

Severe 
stock builds 
depress 
crude 
prices 
starting in 
Q2 20274. 

  

J.P. 
Morgan 

80 $/bbl22 
\vert{} 78 
$/bbl22 

68 – 70 
$/bbl22 
\vert{} 60 – 
63 $/bbl22 

Permanent 
demand 
losses in 
China cap 
post-confli
ct price 
recovery22. 

  

Goldman 
Sachs 

80 – 85 
$/bbl8 
\vert{} 85 
$/bbl 

75 – 80 
$/bbl11 
\vert{} 68 – 
75 $/bbl 

Strategic 
replenishm
ent (+1.2 
mb/d) and 
shale cuts 
support 
prices 
above 
$6523. 

  

HSBC 90 $/bbl 
\vert{} 88 
$/bbl 

85 $/bbl 
\vert{} 80 – 
85 $/bbl 

Persistent 
maritime 
security 
risks 
maintain 
structural 
risk 
premiums. 

  

Bank of 
America 

83 $/bbl 
\vert{} 80 
$/bbl 

75 $/bbl 
\vert{} 70 – 
72 $/bbl 

Non-OPEC 
output 
growth 
gradually 

  



outweighs 
lingering 
geopolitical 
threats. 

Commerzb
ank 

85 $/bbl8 
\vert{} 85 
$/bbl 

75 – 78 
$/bbl \vert{} 
72 – 75 
$/bbl 

Elevated 
crack 
spreads 
and refined 
product 
scarcity 
support 
crude into 
winter. 

  

7. Scenario and Sensitivity Analysis of Price 
Trajectories 
Given prevailing geopolitical unpredictability and macroeconomic risks, three distinct market 
scenarios can be outlined. 
In the Base Case (60% Probability - Cyclical Rebalancing), gradual diplomatic and logistical 
stabilization takes hold through early 20274. While security risks in the Red Sea and Strait of 
Hormuz persist, export flows progressively normalize via expanded pipeline bypasses and naval 
convoy operations3. Brent averages $80–$90/bbl in Q4 2026, supported by low inventories and 
winter heating demand4. By Q2 2027, the confluence of restored Gulf barrels and ongoing 
non-OPEC growth forces prices lower2. Brent recedes to $65–$72/bbl in 2H 2027, finding 
support as strategic reserve purchases and marginal shale drilling cuts prevent deeper 
declines2. 
The Bull Case (25% Probability - Severe Infrastructure Destruction) outlines a destructive 
military escalation across the Middle East8. Direct missile or drone strikes inflict severe damage 
on major loading terminals, stabilization plants, or desalination facilities across Gulf littoral 
states, causing sustained net outages exceeding 2.0 mb/d23. Because global inventories have 
been depleted by over 500 million barrels, supply disruptions translate immediately into acute 
spot price spikes3. Under this scenario, Goldman Sachs and Bank of America project Brent to 
surpass $120/bbl in Q4 2026, with potential peaks reaching $135–$150/bbl if critical energy 
infrastructure is compromised8. Prices remain elevated between $100 and $120/bbl throughout 
2027, triggering broad global stagflation and institutional fuel rationing6. 
The Bear Case (15% Probability - Price War and Recessionary Collapse) reflects a simultaneous 
collapse in global demand coinciding with undisciplined overproduction1. Escalating trade 
barriers depress global GDP growth below 2.0%, severely curtailing industrial fuel demand18. 
Concurrently, following the UAE's exit, OPEC+ cohesion breaks down into an unconstrained 



market-share battle where Saudi Arabia maximizes volumes to defend export markets1. The 
market is flooded with crude, sending Brent down to $70/bbl by late 2026 and further into the 
$55–$60/bbl range in 2027, forcing high-cost shale and deepwater projects to shut down22. 
 

Scenario / 
Dimension 

Probability Physical 
Market 
Balance 
2026/2027 

Brent Price 
Q4 2026 

Brent Price 
Full-Year 
2027 

Primary 
Catalysts 

Base Case 
(Cyclical 
Rebalancin
g) 

60% Deficit 
narrows in 
Q4 2026; 
shifts to 4.9 
mb/d 
surplus in 
202722. 

80 – 90 
$/bbl22 
\vert{} 67 – 
75 $/bbl4 

Gradual 
reopening 
of Hormuz; 
Gulf output 
resumes; 
Americas 
Quintet 
expands4. 

 

Bull Case 
(Infrastruc
ture 
Destructio
n) 

25% Persistent 
structural 
deficit due 
to 
sustained 
output 
losses >2 
mb/d23. 

110 – 125 
$/bbl8 
\vert{} 100 
– 120 $/bbl8 

Devastating 
strikes on 
export 
terminals; 
Bab 
el-Mandeb 
closed; 
depleted 
SPRs3. 

 

Bear Case 
(Price War 
& 
Recession) 

15% Premature, 
massive 
surplus >6 
mb/d amid 
weak global 
macroecon
omic 
growth22. 

70 – 75 
$/bbl22 
\vert{} 55 – 
65 $/bbl22 

Collapse of 
OPEC+ 
discipline; 
aggressive 
market 
share fight; 
US tariffs 
curtail 
trade1. 

 

8. Strategic Takeaways and Outlook Through 
End-2027 
First, the global oil market is split into two starkly different phases22. The remainder of 2026 will 



remain characterized by severe physical tightness22. Cumulative inventory drawdowns of over 
500 million barrels since early 2026 have eliminated commercial cushions4. Coupled with 
persistent maritime bottlenecks and refining constraints, price risks for both crude and refined 
products remain tilted firmly to the upside through year-end 2026, making a decline below 
$80/bbl fundamentally improbable in the fourth quarter1. 
Second, 2027 will mark a decisive regime shift from deficit to surplus4. As Middle Eastern 
export bottlenecks ease and shut-in production returns, these volumes will collide with robust 
Americas Quintet production and permanent demand destruction in China1. The projected 
2027 surplus of up to 4.90 mb/d will flip the futures term structure from backwardation into 
contango, driving a massive accumulation of global stocks and pressing Brent down toward the 
$65–$70/bbl range in the second half of 20272. 
Third, a resilient structural floor is expected to prevent prices from collapsing toward $50/bbl23. 
The economic sensitivity of US tight oil—where marginal reinvestment costs average 
$65–$70/bbl—combined with massive government buying to refill depleted strategic 
petroleum reserves (+1.2 mb/d), provides substantial price support11. Market participants must 
align hedging and procurement strategies accordingly: prioritizing protection against supply 
shocks and distillate spikes in late 2026, before pivoting to an oversupplied, cost-pressured 
landscape in 202722. 
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