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WHAT IS DRIVING OIL FUTURES PRICES?

FUNDAMENTALS VERSUS SPECULATION
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4 -Concluding

Remarks In this paper we analysed the relative importance of fundamental and
speculative demand on oil futures price levels and volatility. In a Xrst step, we
presented a theoretical heterogeneous agent model of the oil futures market based
on noise trading. Based on the theoretical model we found that a multiplicity of
equilibria can exist. More specically, on the one hand, if we have high fundamental
volatility, high uncertainty about future oil demand, and the oil price deviation from
fundamentals or the price trend is small, we will only have commercial traders
entering the market. On the other hand, if a large unexpected shock to the oil spot
price occurs then all traders will enter the market. In a next step, we empirically test
the model by estimating a markov-switching model with time-varying transition
probabilities. We estimate the model over the period January 1992 - April 2011.
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