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WTI Crude Qil: Spot Price Projection
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Source: Bloomberg.
Calculations by Prof. Steve H. Hanke, The Johns Hopkins University
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Crude Oil’s Relentless Price Climb
Steve H. Hanke!

When taking a glance at the performance of investments in stocks, currencies, and
commodities — which is compiled by the Wall Street Journal for the second quarter of
2018 — one is struck by the fact that all of the top five performers were commaodities.
Lean hogs took the top honors, followed by crude oil.

Crude’s position didn’t surprise me. Way back in February 2016 — when West
Texas Intermediate (WTI) was trading at $26/bbl. — | was confident that crude oil
would make a relentless climb. How could I have been so confident then, and confident
now, that today’s WTI price of $69.50/bbl. will climb to $75/bbl. by year’s end?

To answer these questions, we must have a model — a way of thinking about the
problem. In this case, the starting point is Roy W. Jastram’s classic study, The Golden
Constant: The English and American Experience 1560-2007. In that work, Jastram
finds that gold maintains its purchasing power over long periods of time, with the prices
of other commodities adapting to the price of gold.

Taking the broad lead from Jastram, | developed a model that employs the price
of gold as a long-term benchmark for the price of oil. So, if the price of oil changes
dramatically, the ratio of the oil price to the price of gold (the oil-gold price ratio) will
change and move away from its long-term value. Forces will then be set in motion to
move supply and demand, so that the price of oil changes and the long-term oil-gold
price ratio is re-established. This represents nothing more than a reversion to the mean.
And the mean value for the oil-gold ratio, which is calculated by dividing the price of
a barrel of oil by the price of an ounce of gold.

In support of this model, it is worth pointing out that a free-market economic

1 Steve H. Hanke, International Monetary Research Institute, Renmin University of China, monetary and financial

scientist
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system is an organism, and operates as such. Each organism is organized to maintain a

certain “state” of homeostatis, to borrow a term from physiology. Any disturbance from
the equilibrium sets in motion behavior within the organism which tends to re-establish
the desired state of equilibrium. For example, the human body has a complex
physiochemical equilibrium, which involves, among other things, a constant body
temperature. If the equilibrium is disturbed, the body acts to restore the homeostatis or
equilibrium.

There is a homeostatis in the structure of commodity prices, too. Any disturbance
in this structure, which is anchored with the price of gold, sets in motion forces which
will restore the status quo. So, the homeostasis of the commodity price system explains
why the oil-gold price ratio reverts back to its mean of 0.0704 when the ratio has been
disturbed.

The easiest, and best, way to determine whether a disturbance has occurred in the
oil-gold price ratio is to construct a histogram of the ratios. The histogram below shows
that when the oil price collapsed to $26/bbl. in February 2016, the oil-gold price ratio
plunged, too. Indeed, it moved to 0.021, which is way to the left of the distribution of
the oil-gold price ratios on the histogram. With that extreme reading of the ratio, we
knew that forces would kick in to restore the homeostatis of the commodity price
structure. In short, the oil-gold price ratio would start reverting to its mean, with most

of the work being done by price increases in oil.
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Calculations by Prof. Steve H. Hanke, The johns Hopkins University

Just what forces kicked in to start crude’s relentless price climb and force the oil-
gold price ratio to revert back to its mean? Well, at bargain basement prices, the quantity
of crude demanded increased. And, on the supply side, the major oil companies slashed
capital expenditures for drilling and exploration. The majors reined in their capital
spending appetites by 40-50%. Indeed, now few mega projects are on the drawing
boards. Not surprisingly, oil and gas field discoveries are at a 60-year low. So, the
disturbance of the homeostatis set in motion supply-demand forces to restore the status
quo.

To understand the adjustment, consider my old Professor Ken Boulding’s Bathtub
Theorem: If production (the flow from the faucet) is less than consumption (the flow
down the drain), it is clear that the oil in inventory (the economic bathtub) must fall.
That’s just what’s been going on as the oil-gold price ratio re-establishes itself and
reverts towards its homeostatis.

But, how long will it take for the ratio to mean revert? My calculations (based on
post-1972 data) are that a 50 percent reversion of the ratio will occur in 12.3 months.
This translates into a price per barrel of WTI of $75 by January 2019. It is worth noting
that, like Jastram, I find that oil prices have reverted to the long-run price of gold, rather

than the price of gold reverting to that of oil. So, the oil-gold price ratio primarily reverts
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to its mean via changes in the price of oil.
At present, the oil-gold price ratio is 0.05581 ($69.59/$1247=0.05581), suggesting
that oil’s relentless bull market has a ways to run, as the chart below shows.

WTI Crude Oil: Spot Price Projection
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*Projected based on the 200-day moving average of the gold spot price at the time of calculations ($1,278.11/oz as of 2/5/18).
Source: Bloomberg.
Calculations by Prof. Steve H. Hanke, The Johns Hopkins University

RUC | 75



oo —
Research Information

BMNE2ETLAEPEIEERGERA%?

Diego Zuluaga’

b ER WOT X E 2K, A E A B2 AN — A fias SR 2 % 4

R e NRIEFETES &4 GDP Hidid 6.5%, H2&R A5
GDP UGG 7 Ak —f . Skbr b A EREHLLIR, 7ERAA(E BEAT LA BRI
B, PEELSS T =02

HAT IR ZANPUPESE, A5 AN SE 1) By 17 0 i VY], 8 ke P AR A
7 ReE IS b [ A AE DUAT ML g

AR EAE BY T HE R, AR B T R 2 e ——H T E B E T T
IR IR AR . B T AR, 20 tH 28 80 AFEACM P N REARAT 3 ok
DY R [ A AR ATH2 ] 1 DYk BUE A Y KAT I S A RAT B U r 22—,
R B4 A b A, XL S W AR IS BUA bR AE AT AR L AR

FEITI BB R #E 2015 4F 10 H, RATAA30R 2652 3 PR il .
FRAC ) e R | 32 BOANL DU A i 0 2 19 0 1 ERAT A, iy LB 1 i i
WK s BERLR AR AT Aol AR 0 1 A SN S R R 1) 51 HR AT H 119
et T KRB s, L E =AW I 1S I SR .

an b ER WOT X E 2K, A E A B2 AN — A s SR 32 3 4

EIFAEFTA RN B BEE 97 F MG RUE LT R I A R 6T S BT
[¥) 25%2 %, (EEE A AL BEAS B2 DA S AL 25 i A R 5877, i L] L b
EEVEE A (HRE I, B E AN A A E ZORAE HHE R R K
L

ER A ATYLE, ik E T e RE LI I AR e 0T NS BT, 1
e 128 90 #EARE] 2008 4 BIRH E R N AT B HF I KR . = — AN ik LA
TFEE 10% I BEI IS, BIAEAS R GEK I 20 B DL AF 3% 10 G, A RDE

LOEHRE: XITNEE . EHARC: REATVE
2 Diego Zuluaga, RIGHFFLATHR TS5 &xmh B A LB 7 4T m

IMI | 76



£l 'E

H

gz | G

2018 4 % 34 E. % 277 #

FR LTI IR BE RS TE 14 2 N IRT o

{HRAE 2008 FELUE, REZFBFHEE T . B, PERIEFIGKELTK
AMEZE . B 2015 4F, B 5 A LGB K RAE 6.5% 4 47 i, X bbb fE ML
HIHIKHR T =02 —.

FEMREES LN, S KEIRTImT Red m il 17, ATy, #h 7 BU
MIGEiT 01 Bl RGP A, B AR PG s a8 R 5 T A HE G
(K1, SRR A4 o AR b T 78 5 [ 5K S e B PR AR B S v o R e, Y
Atk ANMEEE 7 GDP Hidls, R oM imAl H KA Bk ge it 7m%,  teangiit
Rz ERARHE,

22D IR AE A R DR A A AR 2 . iSRRG N 20 A2 3E oA
MNEGERIE, HiE 2008 4 LIRI F EARE, A48 85 KT B AN R 58K 6
TR SRR PR ] REPE L BE I 1

ORI TN EAE R A, 104 R Dy 36 R e B i AR I g2 1) L) #E
WYX — B L B IR AE AR T

EIRA A B R EAE . 2015 FR PO EERE v 25 HiJ7E
JRF AR [ 225 TE 2009 4R KR O T4, B B 9 ARAT I8 T vh SRR R 75U
ORI, NAEABETEH.

GGt RENS B REA R I ERAT RGRIG 2 w552, L v L KB 5 4/ I T B
N, XEEEE T ANRAE P E AU S SR, 1R 0] GE s E
YNEIDEEE Yy el

H T DA POk S S IR, A Bk AR ME AL 1) M DAL R PR Al R A B Ptk £ R A
FZEHIINE, EPA BT A A 2 N BN AN 2 B AR R 2 ds %

1713 326 S it A 75 R R AS K IR , DABICT 0t v ) K AN R O 3 i >k
We? X — AN meANER S T Lt R, wHE EARRE S RKR
P, W RAHI Rm—L ™ 5d AR A T BOR (GEIFBLEEUE) SEURK
N EPRGEER AL, # o ok b B H 2538 22 10 53 55 1 ) @42 A4k

R — AN ERINE S, TR E Y GDP AU SEE) 17, I E L
B A E R 555 AKCERN D22 @ s v E AR i AT s b X AR B BER

RUC | 77



\\\\\ >arch Inic yrmation

I ZERE, B0 & AR IR0 1 2 S TR IO e S gt o 78, T 1 ¥ 3 X 7 i
Sy BT TN J o A DR AR PR THT I — £ 1 BT 3R A B8 BB ) 28 35 A T I
) i)

ST e L TN D A, DR 26 FELAS R0 B 8, BEARESE 9 AR AR, AR
R IL AN E PLAE 2 2t A KA 5e ik, WERHEIEE K, HANFaE bR m
18.7%. BfErp [ a7 E 5 AHEL, B 5 A HAm E o Ry B R B4 5%, B4
A ERAEGTTRS, M RART——RATHEAHME U 5

IMI | 78



BN

2018 4 % 34 E. % 277 #

Are We on the Verge of a Chinese Credit Crunch?

Diego Zuluaga®!

If China were a Eurozone country, it would likely be regarded as the next victim
of the bond vigilantes.

The People’s Republic has more than doubled its stock of private credit relative to
GDP in the last ten years, even as output grew at annual rates exceeding 6.5 per cent.
Indeed, China accounts for fully one-third of the global increase in private debt since
the financial crisis.

Only Ireland and Spain, at the height of their ill-fated housing booms, can rival the
Chinese credit explosion in rapidity and scale.

Investors might be reassured if Chinese credit markets were free and transparent.
But that is manifestly not the case. Lending is dominated by the “Big Four” state-owned
banks that were spun off from the People’s Bank of China in the 1980s, as market
reforms got under way. They still account for 60 per cent of bank assets, most of which
are loans to state-owned industrial enterprises, often extended according to political
rather than business criteria.

The retail side doesn’t look much better. Until October of 2015, bank deposit
interest rates were capped. Such financial repression not only fattened bank profits at
the expense of their depositors, but it also encouraged Chinese savers to reach for yield
by buying houses, speculating in illiquid stocks of largely state-owned companies, and
acquiring investment products in the country’s burgeoning shadow banking sector. All
three markets have of late shown signs of overheating.

If China were a Eurozone country, it would likely be regarded as the next victim
of the bond vigilantes.

Not all is bad news. Non-performing loans, which in the wake of the 1997 Asian

! Diego Zuluaga is a policy analyst at the Cato Institute’s Center for Monetary and Financial Alternatives
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financial crisis represented an eye-popping 25 per cent of total loans, have been brought

down to manageable levels through a mixture of public and private recapitalisation, and
the purchase on favourable terms of toxic assets. But even here, Chinese taxpayers have
had to pick up the tab for the bad decisions of state cronies.

And it hasn’t been the astute management of Communist Party chiefs that has
helped the country avoid a financial crash so far, but the breathtaking growth rates that
China averaged between the early 1990s and 2008. When an economy is growing at 10
per cent per year, the weight of bad loans can halve in ten years, even with the absolute
value of bad loans growing annually at 3 per cent.

But a number of things have changed since 2008. Firstly, Chinese growth seems
to have permanently slowed. Official growth rates have hovered around 6.5 per cent
since 2015, one-third below the pre-crisis norm.

Even that may be an overestimate according to sceptics, who argue that local
government statisticians have incentives to inflate output figures, and that the
preponderance of state-owned enterprises whose production is only partly market-
based makes assessing true value-added more difficult than it is in the West. Li Kegiang,
a former Premier, himself distrusted official GDP statistics and advised analysts to use
alternative measures, such as freight volumes and electricity generation.

A slower growth rate makes a given burden of bad loans harder to shoulder. If it is
accompanied by a $20 trillion increase in the stock of private debt, as has happened in
China since 2008, the chances to outgrow any large bad bets become even slimmer.
Anecdotal evidence of empty apartment blocks in ghost cities, and of a factory
slowdown as US tariffs start to bite, supports the case that this time may indeed be
different from the past.

Yet there are reasons to be hopeful. The October 2015 interest-rate liberalisation
made financial repression a thing of the past. Local governments, whose budget
constraints were dramatically loosened in 2009 in a bid to stimulate the Chinese
economy, have had to retrench as banks made lending terms stricter under pressure from

the central government.
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Increased foreign participation in China’s financial sector, through direct stakes in

s
4

banks and insurers, and greater links between mainland and foreign stock markets, will
hopefully improve the corporate governance of firms.

All of them combined will make it less likely for credit to continue to flow to
unprofitable firms, for asset bubbles to be stoked by interest-rate meddling, and for
listed companies to be run for the benefit of insiders rather than that of shareholders.

Whether these measures came too late to save China from an extensive writedown
of bad debts is an altogether different question. Both short-term factors, in the form of
rising trade tensions, and the long-term prospect of rapid population ageing as a result
of the Communist Party cataclysmic one-child policy (now thankfully defunct), will
complicate dealing with the country’s mounting debt pile.

China is a middle-income country — its GDP per capita still just one-seventh that
of the United States — with rich-country indebtedness and demographic trends. There
are large income differences between the richer eastern provinces, which liberalised
first and have continued to do so rapidly, and the western regions which have lagged on
market reform. But the point remains that China will soon grapple with problems that
historically have confronted only more mature economies.

Nor should Europe and America be complacent, let alone gleeful, about Chinese
difficulties. The People’s Republic is now the world’s largest economy, accounting for
18.7 per cent of global output at last count. Even if its links to the rest of the world are
more tenuous than those of Western countries, a Chinese credit crunch will be felt

further afield — and we will all suffer for it.

RUC | 81



(AEHEFFMERS 2018)

AT R 52018 RN “AEHIRE Ry 22

MBCEERE” o 755 525 SIS T 5T B LA, CNVAEY =% £

b, SR T BT R A K R L 2

O B W R B S e, T i .

v EEOPE. SRS ERIF TR ST A AEFHEIEWC e
s AT EE A R RLATR % mgﬁﬁpmﬁﬁ[ﬁ;ﬁ
S50 SRR AT AL, GG oot
. AR A R, TS R B
s L R U RS A BB o ) arsnsenns

of
FE AR X E RS R

e, BURTSRAEH S EH B A& LA ES [GUER .

MR 2 BT BTN AR XS EILE e, O E bR
BB RIS BAR O B, B2 A5 BEEREUR B, X
B SLBTCEAL Al Sk AN BT B B AL YOG 68, 2 4 iy e 264 T ] o B
PR E AR R EZOT )G

FEARKFEREDHAFA

INTERNATIONAL MONETARY INSTITUTE OF RUC



XFINTECH

il it

ET BaACKELD Sk

L

s - it & B

I

%‘ﬁ" IMI P L HEHA REAEERRETR FIAZ BH: 2018 58 A 27 H

i http://www.imi.org.cn/ NERR RBESE REHFT FFEE




	《
	一、国内外经济金融形势研判
	（一）海外宏观1F
	1. 全球主要经济体经济走势分析
	2. 主要国际货币的汇率走势与分析

	（二）国内宏观2F
	1. 经济：7月全面回落，三季度韧性仍强
	2. 通胀：CPI仍弱，PPI尚强，全年无忧
	3. 金融：信贷仍旺，房贷尚高，M2低增正式成为新常态

	（三）商业银行3F
	1. 银行业经营情况
	2. 货币金融数据分析

	（四）资本市场4F
	1. 股市：创业板大涨，其余市场指数均有增长
	2. 债市：静待下一轮交易机会的到来


	二、宏观经济专题：“一带一路”投资成功的制度条件5F
	（一）引言
	（二）文献综述与研究假说
	1. PPP 项目风险结构分类
	2. 影响 PPP 项目成效的因素
	3. 研究假说

	（三）数据来源和研究方法
	1.PPP 项目数据
	2.其他相关数据
	3.研究方法

	（四）对回归结果的分析
	1. 是什么决定了PPP项目的成败？
	2.什么决定了私人部门在 PPP 项目中的风险分担程度？

	（五）延伸性讨论和政策建议
	1.要不要做“第一个吃螃蟹的人”？
	2.企业“走出去”的制度环境选择
	3.多边金融合作机制对促进私人部门参与基础设施投资的重要性


	Filling the Phillips gap
	Emerging markets surpass expectations
	系列四：人民币国际化面临的主要障碍18F


	
	《
	一、国内外经济金融形势研判
	（一）海外宏观1F
	1. 全球主要经济体经济走势分析
	2. 主要国际货币的汇率走势与分析

	（二）国内宏观2F
	1. 经济：7月全面回落，三季度韧性仍强
	2. 通胀：CPI仍弱，PPI尚强，全年无忧
	3. 金融：信贷仍旺，房贷尚高，M2低增正式成为新常态

	（三）商业银行3F
	1. 银行业经营情况
	2. 货币金融数据分析

	（四）资本市场4F
	1. 股市：创业板大涨，其余市场指数均有增长
	2. 债市：静待下一轮交易机会的到来


	二、宏观经济专题：“一带一路”投资成功的制度条件5F
	（一）引言
	（二）文献综述与研究假说
	1. PPP 项目风险结构分类
	2. 影响 PPP 项目成效的因素
	3. 研究假说

	（三）数据来源和研究方法
	1.PPP 项目数据
	2.其他相关数据
	3.研究方法

	（四）对回归结果的分析
	1. 是什么决定了PPP项目的成败？
	2.什么决定了私人部门在 PPP 项目中的风险分担程度？

	（五）延伸性讨论和政策建议
	1.要不要做“第一个吃螃蟹的人”？
	2.企业“走出去”的制度环境选择
	3.多边金融合作机制对促进私人部门参与基础设施投资的重要性


	Filling the Phillips gap
	Emerging markets surpass expectations
	系列四：人民币国际化面临的主要障碍18F



	
	系列三十九：促进人民币外汇市场创新的政策建议11F
	
	《
	一、国内外经济金融形势研判
	（一）海外宏观1F
	1. 全球主要经济体经济走势分析
	2. 主要国际货币的汇率走势与分析

	（二）国内宏观2F
	1. 经济：7月全面回落，三季度韧性仍强
	2. 通胀：CPI仍弱，PPI尚强，全年无忧
	3. 金融：信贷仍旺，房贷尚高，M2低增正式成为新常态

	（三）商业银行3F
	1. 银行业经营情况
	2. 货币金融数据分析

	（四）资本市场4F
	1. 股市：创业板大涨，其余市场指数均有增长
	2. 债市：静待下一轮交易机会的到来


	二、宏观经济专题：“一带一路”投资成功的制度条件5F
	（一）引言
	（二）文献综述与研究假说
	1. PPP 项目风险结构分类
	2. 影响 PPP 项目成效的因素
	3. 研究假说

	（三）数据来源和研究方法
	1.PPP 项目数据
	2.其他相关数据
	3.研究方法

	（四）对回归结果的分析
	1. 是什么决定了PPP项目的成败？
	2.什么决定了私人部门在 PPP 项目中的风险分担程度？

	（五）延伸性讨论和政策建议
	1.要不要做“第一个吃螃蟹的人”？
	2.企业“走出去”的制度环境选择
	3.多边金融合作机制对促进私人部门参与基础设施投资的重要性


	Filling the Phillips gap
	Emerging markets surpass expectations
	系列四：人民币国际化面临的主要障碍18F


	
	《
	一、国内外经济金融形势研判
	（一）海外宏观1F
	1. 全球主要经济体经济走势分析
	2. 主要国际货币的汇率走势与分析

	（二）国内宏观2F
	1. 经济：7月全面回落，三季度韧性仍强
	2. 通胀：CPI仍弱，PPI尚强，全年无忧
	3. 金融：信贷仍旺，房贷尚高，M2低增正式成为新常态

	（三）商业银行3F
	1. 银行业经营情况
	2. 货币金融数据分析

	（四）资本市场4F
	1. 股市：创业板大涨，其余市场指数均有增长
	2. 债市：静待下一轮交易机会的到来


	二、宏观经济专题：“一带一路”投资成功的制度条件5F
	（一）引言
	（二）文献综述与研究假说
	1. PPP 项目风险结构分类
	2. 影响 PPP 项目成效的因素
	3. 研究假说

	（三）数据来源和研究方法
	1.PPP 项目数据
	2.其他相关数据
	3.研究方法

	（四）对回归结果的分析
	1. 是什么决定了PPP项目的成败？
	2.什么决定了私人部门在 PPP 项目中的风险分担程度？

	（五）延伸性讨论和政策建议
	1.要不要做“第一个吃螃蟹的人”？
	2.企业“走出去”的制度环境选择
	3.多边金融合作机制对促进私人部门参与基础设施投资的重要性


	Filling the Phillips gap
	Emerging markets surpass expectations
	系列四：人民币国际化面临的主要障碍18F








