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Refined Products Outrunning Crude

Since the US-Iran war began on Feb 28, jet fuel and other refined products decoupled from
Brent crude as the conflict disproportionately hit refining capacity and product logistics.
With pre-war jet fuel inventory at multi-year lows across the Middle East, Europe and Asia,
refiner margins expanded rapidly (i.e., “crack spreads”) as the supply bottleneck in
conversion (crude-to-product) proved larger than the crude shortage itself.
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Source: (1) Bloomberg. Data as of July 21, 2026.

Why Jet Fuel Is Outrunning Crude

Low pre-war inventory: Middle East, European and Asian distillate
1 inventory structurally tight pre-war (at multi-year lows unable to absorb
supply shocks). Increased price sensitivity.

Absence of strategic reserves: Refined products do not have comparable
commercial and strategic reserves to global crude markets that may be
drawn down during supply shocks.

Type of crude: Middle East crude yields more jet fuel, diesel & kerosene
per barrel than other crude, increasing competition for the same barrels and
exacerbating product loss related to regional crude shortages.

Refinery supply shortages: Drone strikes and missile damage to at least
nine Gulf refineries in Saudi Arabia, Bahrain and Kuwait. Cutbacks in regional
production in key global refinery hubs in the face of crude shortages (i.e.,
Singapore, Europe).

Hormuz exposure: Roughly 20% of global jet fuel exports transit through
Hormuz, a greater regional maritime dependency than more globally
diversified crude markets.

Top 3 jet fuel exporters disrupted: China halted jet fuel exports; SK cut
production given crude shortages; and Kuwait production was locked-in.

Inelastic demand: Aviation demand remained relatively resilient. Airlines
have no substitute, required to purchase regardless of price (demand
comparatively more sticky). Crude has more substitution, storage and
rerouting options.

Soaring freight costs: Tankers sharply increased transit times and freight
costs to reroute around conflict zones.

Risk premium overshoot: Refined products traders had no historical
reference point for a shock of this scale.
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Asymmetric recovery: Jet fuel & refined products inventories take longer
to rebuild than crude risk premiums take to unwind.
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Global Jet Fuel Supply Shock

Jet fuel (March-July 2026)
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Source: (1-6) Bloomberg. Data is since February 27, 2026 and as of July 21, 2026. Middle East (Fujairah), South Korea, & Singapore jet fuel are FOB cargoes. Mediterranean is FOB
cargoes fair value balance of month. NWE is CIF cargoes. US Gulf Coast is 54 Colonial Pasadena MOC.
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“Macro stability isn’t everything, but without it, you have nothing.”
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