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ABSs. See Asset-backed securities 
(ABSs)

Actual refi nery margin (ARM), 
128–129

Adelman, Morris A., 41, 47– 48, 54
Arab oil embargo (1973-1974), 49
Argentinean peso crisis, 65
Argus Sour Crude Index (ASCI), 176
ARM. See Actual refi nery margin 

(ARM)
Armenia, Nagorno-Karabakh 

confl ict, 72
ASCI. See Argus Sour Crude Index 

(ASCI)
Asset-backed securities (ABSs), 63
Asset securitization, 63
Availability risk, 31
Azerbaijani decision, 72

Bank of England, 92, 170
Basel III, 146

Black-Scholes option, 7–8
limitation of model, 183

BP (British Petroleum), 134
Brent Spot Prices, 38, 124
British Petroleum (BP), 134
Broader-based money supply, 88
“Bubble accelerator,” 63
Bubbles, speculative, 162
Business risk, 31
Buzek, Jerry, 101

Calgary meeting, 15–16
California Energy Commission, 129
Canadian Oil Sands Conference, 15–16
Capital asset pricing model 

(CAPM), 33–34
Caracas:

dollarization, 74
sovereign wealth funds (SWFs), 170

CARM. See Cost adjusted refi nery 
margin (CARM)
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CBOE. See Chicago Board Options 
Exchange (CBOE)

CDOs. See Collateralized debt 
obligations (CDOs)

CDSs. See Credit default swaps (CDSs)
CEA. See Commodity Exchange 

Act (CEA)
Centralized clearing, 192–193
CFTC. See Commodity Futures 

Trading Commission (CFTC)
Chevron, 120
Chicago Board Options Exchange 

(CBOE), 19–20
Crude Oil Volatility Index 

(Oil VIX), 21
China:

crude oil imports, 145
sovereignty, 155
sovereign wealth funds (SWFs), 169

China National Petroleum Corp. 
(CNPC), 109

Claes, Dag Harald, 46
CLOs. See Collateralized loan 

obligations (CLOs)
CMOs. See Collateralized mortgage 

obligations (CMOs)
CNPC. See China National Petroleum 

Corp. (CNPC)
Collateralization and securitization, 

75–76
Collateralized debt obligations 

(CDOs):
and “bubble accelerator,” 63
clones of, 190 –191
and liquidity, 85, 89
and securitization, 78–84
and synthetic holdings, 29

Collateralized loan obligations (CLOs):
advantages of, 79
and diversifi cation, 80

and liquidity, 89
oil-project CDOs, 82–84
premise of, 81

Collateralized mortgage obligations 
(CMOs):

and liquidity, 86, 89
and securitization, 84

Collateral, U.S. Strategic Petroleum 
Reserve (SPR), 193–194

Commodity Exchange Act (CEA), 173
Commodity Futures Modernization 

Act, 174
Commodity Futures Trading 

Commission (CFTC), 189
futures market regulation, 173–175
and liquidity, 95–96, 98

Confi dence/trust, collapse in, 67, 
99–100

Confl ict risk, 31
ConocoPhillips, 120
Cost adjusted refi nery margin 

(CARM), 128–129
Counterparty risk, 185
“Crack yield,” 129
Credit default swaps (CDSs), 189–191

spreads, 191
Crisis environment, 153
Critical mass, 115
Crude oil. See specifi c topic
Crude Oil Volatility Index (Oil VIX), 

21–22, 150
versus USO, 23

Dated Brent, 176
Dealer tank wagon (DTW), 129
Decline in oil prices, pressures 

causing, 11
Deepwater drilling, 117
Deepwater Horizon disaster, 116, 125
Demand elasticity, 54 –55
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Democratic Republic of the Congo, 141
Depository Trust and Clearing 

Corporation (DTCC), 190
Derivatives, moving onto exchange, 

189–191
Determining oil prices, 37–56

“fi xed stock,” 47
market forces, oil and, 42– 45
peak oil, 39– 41
pricing, 39– 41
production sharing agreements 

(PSAs), 45
reserves, 43– 44, 50 –56
scarcity, 45–50
sourcing, 39– 41

Deutsche Bank, 117
DJIA. See Dow Jones Industrial 

Average (DJIA)
Dodd-Frank Act. See Wall Street 

Reform and Consumer Protection 
Act (Dodd-Frank)

Dollar index, global liquidity versus, 87
Dollarization, 67–75, 85
Dow Jones Industrial Average (DJIA), 20

DJIA Volatility Index, 20
Downstream tradeoff. See Upstream/

downstream tradeoff
DTCC. See Depository Trust and 

Clearing Corporation (DTCC)
DTW. See Dealer tank wagon (DTW)
Dubai indebtedness crisis, 65
Duffi e, Darrell, 190
Dutch disease, 165

East Asian fi nancial crisis (October 
1997), 50

Energy Information Administration 
(EIA), 6 –8, 106, 134

Short-Term Energy Outlook (STEO), 7
Energy prices, changes in, 7

“Enron loophole,” 174 –175
ETFs. See Exchange traded funds 

(ETFs)
ETNs. See Exchange traded notes (ETNs)
European Central Bank, 92
European Union (EU), 152
Excess profi ts 2001-2007, 135
Exchange, moving oil futures and 

derivatives onto, 189–191
Exchange-traded funds (ETFs):

retail investors, 194
VIOCs, 116

Exchange-traded notes (ETNs), 19, 
194 –195

Extraction risk, 31, 104 –105
ExxonMobil, 116, 120, 134, 136

“Fat tails,” 181–182
“Fear index.” See Chicago Board 

Options Exchange (CBOE)
Federal Reserve Bank, 170

and liquidity, 86 –87
Financial volume, 115
Fischer Black’s commodity 

option-pricing model, 8
“Fixed stock,” 47
Forbes, annual top “Global 500,” 109
“Fortress America” planning approach, 

10, 147
Fortune 500 (2009), top 20 oil 

companies, 110
Forward obligations, 186
Futures market regulation, 171–177
Futures, moving onto exchange, 

189–191

G20 meetings:
Pittsburgh, 3– 4
Seoul, 146

Gdansk forum, 101–103
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GDP. See Gross domestic product 
(GDP)

Global dollarization. See Dollarization
Global reserve composite, 91
Goldberg, Rube, 183
Government action, increase of 

volatility by, 141–177
futures market regulation, 

171–177
liquidity, 161–162
national security, 159–164
price maker/price taker tradeoff and 

supply, 156 –159
sourcing, 160, 161
sovereignty, 155
sovereign wealth funds (SWFs) and 

reaction of the West, 165–171
speculation, 159–164
trading markets, regulation of, 

160 –161
Great Depression, 153
Gross domestic product (GDP), 159
Grupa LOTOS S.A., 101–102
Gulf of Mexico Macondo-1 blowout, 

116, 125
Gulpin, Robert, 144

Hamilton, James, 96
Hannesson, Rognvaldur, 43
Hegemonic element, reserves, 53
“High kurtosis” events, 182
Hotelling, Harold, 45– 48
Hubbert, Marion King, 41
Hume, David, 70, 165

ICE. See IntercontinentalExchange 
(ICE)

IDPs. See Internally displaced 
persons (IDPs)

IEA. See International Energy Agency 
(IEA)

Inelasticity, 54 –55
Infl ation, 158
Initial public offerings (IPOs), 78
IntercontinentalExchange (ICE), 170
Internally displaced persons (IDPs), 72
International Energy Agency (IEA), 

6 –7
World Energy Outlook 2010 

(WEO2010), 145–146
International fi nancial crisis, 66
International oil companies (IOCs)

and G20 meeting, 146
International oil companies (IOCs):

generally, 151
and governmental apparatus, 151
and instability, 125
price, dictation of, 186
returns generated by, 115
and speculation, 164

International Petroleum Exchange 
(IPE), 24

Investment risk, 30 –31, 67
IOCs. See International oil companies 

(IOCs)
IPE. See International Petroleum 

Exchange (IPE)
IPOs. See Initial public offerings (IPOs)
Iran-Iraq War of 1982-1988, 72

Kampala meeting, 141–144
Kindleberger, Charles, 153
Kissinger, Henry, 69
Knight, Frank H., 32
“Knightian uncertainty,” 32

Lake Albert deposits, 141
“Large sigma” events, 182
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LIBOR, 180
Liquidity, 67, 161–162

breakdown, 89
broader-based money supply, 88
global liquidity versus dollar index, 87
global reserve composite, 91
and oil, 84 –99

London meeting, 179–180
London Stock Exchange, 170
Long-Term Capital Management 

(LTCM), 189
LOTOS, 101–102
LTCM. See Long-Term Capital 

Management (LTCM)

M&A. See Mergers and acquisitions 
(M&A)

Marathon, 134
Margins, raising, 187–188
“Markowitz Effi cient Frontier,” 33
Markowitz, Harry, 33
Master swap agreements, 185
Materiality, 115
MBOs, 76 –77
MBSs. See Mortgage-backed securities 

(MBSs)
Meaning of oil vega, 1–13
Meaning of volatility, 19–28
Meetings:

Calgary, 15–16
Kampala, 141–144
London, 2–3
New York City, 37–38
Pittsburgh G20, 3– 4
Seoul G20, 146

Mergers and acquisitions (M&A), 
112, 114 –115

supply and reserve estimates, 120
upstream/downstream tradeoff, 137

Merrill Lynch, 85, 91
Mexican peso crisis, 65
Middle East instability, 13
Mill, John Stuart, 42
Minsky, Hyman, 161–162
Modern Portfolio Theory (MPT), 33
Moosa, Imad A., 96
Mortgage-backed securities (MBSs), 

63, 64
Mortgage securitization, 60 – 61
Moscow. See also Russia

upstream/downstream tradeoff, 102
Moscow project, 57–58
MPT. See Modern Portfolio Theory 

(MPT)
Murphy’s Law, 164

Nagorno-Karabakh confl ict, 72
Nasdaq Volatility Index (VXN), 20
National oil companies (NOCs), 

106 –111, 115, 151
and speculation, 164
supply and reserve estimates, 122

National security, 159–164
New York City meeting, 37–38
New York Mercantile Exchange 

(NYMEX), 11, 37–38
and Brent Spot Prices, 124
Dated Brent, 176
Fischer Black’s commodity 

option-pricing model, 8
futures contracts, 24, 189
futures market regulation, 172, 

175–176
initial margin for contract, 188
Light Sweet Crude Oil Options and 

Natural Gas, 7
and liquidity, 98
monthly July contract prices, 25
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New York Mercantile Exchange 
(Continued )

sovereign wealth funds (SWFs), 170
supply and reserve estimates, 117, 124
VIOC trading, 126 –127
WTI, 24, 27, 98, 134, 136

New York Stock Exchange, 170
NOCs. See National oil companies 

(NOCs)
Noreng, Osytein, 42
Normal distribution curve standard 

deviation, 182
Norway, dollarization, 71–72
NYMEX. See New York Mercantile 

Exchange (NYMEX)

Oil Price Information Service 
(OPIS), 129

stations surveyed by, 130 –133
Oil prices. See specifi c topic
Oil vega, defi ned, 4, 7
Olechinowicz, Pawel, 102
OPEC:

and confi dence/trust, collapse in, 
99–100

futures market regulation, 176
and global dollarization, 69, 74
and liquidity, 98
need to sell oil internationally, 152
and price increases, 27
price maker/price taker tradeoff and 

supply, 157
rise of, 145
supply and reserve estimates, 120
and upstream/downstream tradeoff, 

111
and VIOCs, 111

OPIS. See Oil Price Information Service 
(OPIS)

O’Sullivan, Daniel, 119, 175
OTC (over-the-counter) transactions, 

189
centralized clearing, 192
futures market regulation, 172–174
VIOC trading, 127

OVX. See Crude Oil Volatility Index 
(Oil VIX)

Petromania, 119
Pittsburgh, G20 meetings, 3– 4
Price maker/price taker tradeoff and 

supply, 156 –159
Price shocks, 158
Profi ts, upstream/downstream 

tradeoff, 125–139

Raising margins, 187–188
Real estate, 63– 64
Refi nery margins, upstream/

downstream tradeoff, 125–139
Reserves:

calculation, 43– 44
“discovered reserves,” 118
hegemonic element, 53
proved reserves, 51–56
supply and reserve estimates, 

upstream/downstream tradeoff, 
116 –125

unproved reserves, 51
Reserves-to-production (R/P) ratio, 

113
Retail investors, 194 –195
Ricardo, David, 42
Risk. See Strategic risk, oil volatility and
Royal Dutch/Shell, 116
R/P ratio. See Reserves-to-production 

(R/P) ratio
Russell 2000 Volatility Index (RXV), 20
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Russia. See also Moscow; Soviet Union
dollarization, 73
Moscow project, 57–58
national oil companies (NOCs), 115
need to sell oil internationally, 152
sovereignty, 155

Russian T-bills crisis, 65
RXV. See Russell 2000 Volatility Index 

(RXV)

SAMA. See Saudi Arabian Monetary 
Agency (SAMA)

Saudi Arabia:
dollarization, 74
futures market regulation, 176
sovereignty, 155
sovereign wealth funds (SWFs), 170
upstream/downstream tradeoff, 111

Saudi Arabian Monetary Agency 
(SAMA), 69, 74

Securities and Exchange Commission 
(SEC), 173

Securitization, 60 – 65, 67
and collateralization, 75–76
and oil, 75–84

Seoul, G20 meetings, 146
“Seven Sisters,” 98
Shell, 134
Short-Term Energy Outlook (STEO), 7
Silvapulle, Param, 96
Smith, Adam, 42
Sourcing, 160, 161
Sovereignty, 155
Sovereign wealth funds (SWFs), 193–194

rankings by assets under management, 
166 –168

and reaction of the West, 165–171
reasons for, 165

Soviet Union, dollarization, 70

S&P 100 Volatility Index (VXO), 20
S&P 500 3-Month Volatility Index 

(VXV), 20
Speculation, 159–164

limits, and reducing positions, 189
Speculative bubbles, 162
SPR. See U.S. Strategic Petroleum 

Reserve (SPR)
STEO. See Short-Term Energy Outlook 

(STEO)
Strategic risk, oil volatility and, 

15–36
availability risk, 31
business risk, 31
confl ict risk, 31
extraction risk, 31, 104 –105
investment risk, 30 –31, 67
“Knightian uncertainty,” 32
meaning of strategic risk, 28–36
meaning of volatility, 19–28
synthetic view of risk, 29
threat, perception of, 30

Suncor Energy, 15–16
Supply and reserve estimates, 

upstream/downstream tradeoff, 
116 –125

Supply-demand relationship, 6
pressures, rising, 19

Supply shocks, 158
SWFs. See Sovereign wealth funds 

(SWFs)
Synthetic view of risk, 29

“Tail risk,” 182
Tehran, sovereign wealth funds 

(SWFs), 170
Thai assets and banks crisis, 65
Threat, perception of, 30
Till, Hilary, 98
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Top 20 oil companies, Fortune 500 
(2009), 110

Top 50 global producers as of January 
1, 2008, 106 –108

Trading markets, regulation of, 
160 –161

“Traditional” approach, 149
Transfer pricing, 121
Trust, collapse in, 67, 99–100

Uganda:
“National Oil and Gas for Uganda,” 

142
oil and gas policy, 141–144

United States Oil Fund (USO), 21, 
194 –195

versus OVX, 23
Upstream/downstream tradeoff, 

101–130. See also Vertically 
integrated oil companies (VIOCs)

excess profi ts 2001-2007, 135
“market determines supply” 

approach, 110 –111
national oil companies (NOCs), 

106 –111, 122
nature of VIOCs, 111–116
profi ts, 125–139
refi nery margins, 125–139
supply and reserve estimates, 

116 –125
top 50 global producers as of January 

1, 2008, 106 –108
volatility, 103–104

U.S. Department of Energy:
Energy Information Administration 

(EIA), 106
U.S. Department of State, 141
USO. See United States Oil Fund (USO)
U.S. Strategic Petroleum Reserve 

(SPR), 193–194

VARB-X Strategy Benchmark 
(VTY), 20

Venezuela, dollarization, 73, 74
Vertically integrated oil companies 

(VIOCs):
generally, 101–102, 105, 151
mergers and acquisitions (M&A) 

nature, changing, 112, 
114 –115, 120

national oil companies (NOCs), 
106, 108–109, 111, 115

nature, changing, 111–116
and profi ts, 125–139
and refi nery margins, 125–139
supply and reserve estimates, 

120 –122, 125
VIOCs. See Vertically integrated oil 

companies (VIOCs)
VIX. See Volatility Index (VIX)
Volatility, generally:

described, 5
and government action (see 

Government action, increase of 
volatility by)

upstream/downstream tradeoff, 
103–104

Volatility Index (VIX):
calculations of, 19–20
closing prices, 20
and liquidity, 90
spikes in, 22

VTY. See VARB-X Strategy 
Benchmark (VTY)

VXO. See S&P 100 Volatility Index 
(VXO)

VXV. See S&P 500 3-Month Volatility 
Index (VXV)

Wall Street Reform and Consumer 
Protection Act (Dodd-Frank), 175
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Waxman-Markey bill, 189
WCAT. See Wildcatters E&P (WCAT)
Wealth, SWFs and reaction of the 

West, 165–171
WEO2010. See World Energy Outlook 

2010 (WEO2010)
Wildcatters E&P (WCAT), 116

Working, Holbrook, 99
World Energy Outlook 2010 

(WEO2010), 145–146
WTI. See New York Mercantile 

Exchange (NYMEX)

Yergin, Daniel, 40 – 41
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