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Inconvenience yield, or the theory of
normal contango

ILIA BOUCHOUEV*

Koch Supply & Trading, L.P., 667 Madison Ave, 22nd Floor, New York, NY 10065, USA

The relative impact of fundamental imbalances and
financial flows on ol prices remains the subject of intense
debate among market participants, economists, and policy
makers. Proponents of traditional fundamental views
blame the oil price spike of 2008—when U.S. crude rose
to an alk-time high of almost $150 a barrel—primarily on
the inability of the global refining industry to cope with the
rapid demand growth from emerging markes. Conversely,
practitioners tend to point towards additional demand for
futures from so-called ‘long-only” investors, such as
pension funds, whose increased allocations to commodities
shifted established balances between buyers and sellers.
Unfortunately, the economic objectives of financial
investments in commaodities are often poorly understood,
leading to incorrect characterisations of the relevant
market participants and miskading conclusions about
the impact of their activities on the price dynamics.

This articke highlights structural changes in supply and
demand for hedging services which are becoming increas-
ingly important factors for determining the price of oil.

*Email; lia.Bouchouevia kochind.com

Traditionally, there has always been more producer
hedging than consumer hedging in ol markets. While
investor money used to balance this gap nicely, it now far
exceeds it. It is important, though, to realise that the
reasons investors are coming to the oil market have
changed. With contango being the ‘normal’ oil market
structure for the last several years, investors are no longer
investing in the front end of the oil market primarily in
order to collect a positive risk premium driven by the roll
vield. Rather, they are hedging against inflation, U.S.
dollar weakness, and possible geopolitical events that
could negatively impact the rest of their investment
portfolios. As the traditonal roles of different players
change, so too do the market instruments available to
them. This artick applies these changes in the behaviour
of market participants to the classical Kewnes-Hicks
theory of normal backwardation, and the Kaldor-
Working-Brennan theory of storage, and looks at how
calendar spread options (CSOs) are becoming an increas-
ingly popular nsk management ol

Traditional economics postulates that the price of
commodities such as oil is determined by the equilibrium
between consumer demand for physical barrels and

Quewtrititrive Fanee
ISSM 1469-T6RR pring ISSM [469-T66 online © 2002 Incsive Media, Fist publishod in Septensber 2001 in Erergy Rick magazine,
Bt e fovwew, Landionline.com
e doLorg /1 I0S0) | 469 TEE8 2012 T2 3463

Acknowledgements

Various aspects of this paper were presented at Global Derivatives (May 2010 and April
2011, Paris), Energy Risk Asia (September 2010, Singapore), and Energy Risk USA (May
2011, Houston). The author thanks participants of these conferences for useful
discussions. The information herein is taken from sources the author believes to be

reliable. All of the contents are subjective opinions of the author alone.



Log in via your institution

> Access through your institution

Log in to Taylor & Francis Online

> Login
Restore content access

% Restore content access for purchases made as guest

Purchase options * Save for later

PDF download + Online access
e 48 hours access to article PDF & online version

e Article PDF can be downloaded
» Article PDF can be printed

Issue Purchase
» 30 days online access to complete issue

e Article PDFs can be downloaded
» Article PDFs can be printed

EUR 525.00 ™ Add to
cart

* Local tax will be added as applicable

Related Research @&

People also read Recommended articles Cited by
9


https://www.tandfonline.com/action/ssostart?redirectUri=%2Fdoi%2Ffull%2F10.1080%2F14697688.2012.723463
https://www.tandfonline.com/action/showRestoreContentAccess
https://www.tandfonline.com/action/saveItem?doi=10.1080/14697688.2012.723463
https://www.tandfonline.com/action/addToCart?id=SSHAP_N_2014-SSH%20ARTICLE%20PURCHASE%202026%20EURO%20%E2%82%AC-ELECTRONIC-EUR-10.1080/14697688.2012.723463-714575
https://www.tandfonline.com/action/addToCart?id=RQUFPF_ISS_2026-RQUFPF_ISS_2026_Z5-ELECTRONIC-EUR-10.1080/14697688.2012.723463-720835

Information for Open access

Authors Overview

R&D professionals Open journals

Editors Open Select

Librarians Dove Medical Press
Societies F1000Research
Opportunities Help and information
Reprints and e-prints Help and contact
Advertising solutions Newsroom

Accelerated publication All journals

Corporate access solutions Books

Keep up to date

Register to receive personalised research and resources
by email

9 Sign me up
O"M
You N
0
Copyright © 2026 Informa UK Limited Privacy policy Cookies Terms & conditions P Taylor and

Francis Group
Accessibility

Registered in England & Wales No. 01072954
5 Howick Place | London | SW1P 1WG



https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
https://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

