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Exhibit 1: In inflation-adjusted terms, the current Brent price sits precisely at the 
50th percentile of the price distribution  over the last 20 years - the most-common 
price despite the most-unusual supply disruption
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Key Takeaways
We move our modelling assumption for inflection in Strait    of Hormuz oil exports 
to late July, from end-May before

In addition, we fine-tune our estimate for production recovery post-Hormuz 
opening slightly, from 70% recovery over 3 months, to 75% recover over 4 
months

Their combined effect is a Brent market that remains broadly as tight in 3Q as it 
was in 2Q with further inventory draws ahead

Large US oil exports and low imports into China have shielded the rest of the oil 
market, but whether this can last throughout 3Q is uncertain

Inflation-adjusted, Brent has fallen to its 20-year median, pricing in a clean and 
near-term recovery; from here, however, risks appears skewed to the upside
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•                     The Oil Manual: Iran Scenarios - Updated (2 Mar 
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•                     The Oil Manual: Iran Scenarios (23 Feb 2026)                
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How Fast Can Middle East Production Recover? 
 The puzzle, again

In recent days, the front-month Brent future has fallen to about $92 a barrel. The most 
intriguing feature of that number is how unremarkable it is. Adjust the past twenty years 
of Brent prices for inflation, and today's level sits exactly at the 50th percentile of the 
distribution — i.e. today's price is the historic median.

It is neither an exaggeration nor hyperbole that the current supply shock is the largest in 
history, and yet, it has produced a price that is, statistically, the most ordinary of the last 
two decades. It is barely above the ~$80 'mode' of this historical distribution (i.e. the price 
that, in real terms, has occurred most frequently) toward which we eventually expect 
prices to converge once the disruption has cleared.

When we last wrote, in Why is the Price of Oil Not Higher? (11 May), we set out why prices 
had risen far less than the scale of the shock implied: the market entered the conflict with 
substantial buffers, it has persistently expected an imminent reopening of the Strait, and 
the US's high exports and China's low imports have shielded the rest of the oil market. 
Three weeks on, the question has, if anything, sharpened — because the price has not 
risen. It has fallen, from ~$104 at the time of our last note to ~$92 today.

More telling than the level is the shape of the curve, and how much further it has 
flattened since we published on 11 May. The front-week Brent CFD — the clearest read on 
prompt physical tightness — has more than halved over those three weeks, from $5.7/bbl 
to $2.6, while the M1–M2 spread has fallen from $3.8/bbl to under $1. In other words, 
since our last note the market has not merely remained sanguine about a resolution — it 
has grown more so, increasingly pricing a clean and near-term return of supply across the 
whole curve.

From current levels, we think that is too optimistic. We previously modelled the Strait 
to re-open from end-May onwards, but move this assumption to late June. On top of that, 
we allow for another few weeks for mine clearing, confidence building and other issues, 
putting the moment where exports start to inflect higher only by late July. As a result, the 
tightness ahead is likely deeper and more drawn-out than we initially expected, and also 
than the curve implies. On that timeframe, the mechanisms by which the oil market has 
absorbed the supply shock may become challenged.

On that basis we are holding our forecasts for Dated Brent at $100 in 3Q but make 
modest upwards revisions for 4Q (from $90 to $95) and 1Q27 (from $80 to $85), still 
expecting convergence to $80 thereafter. With spot at $92, an unchanged near-term 
forecast is itself a constructive call: we cannot forecast the precise date of the Hormuz re-
opening either, but from here, risks to oil prices have a positive skew, in our view.

The remainder of this note sets out the case. We explain why we now expect the Strait to 
reopen later than the market assumes; why the production recovery will be slow and 
backloaded, and the rationale for our recovery path; the buffers that have absorbed the 
shock and why they are now fraying.
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Exhibit 3: Crude oil production from the 
Middle East remains under pressure...

 

Exhibit 4: ….and the same is the case 
for exports from the region

 

 Delaying our assumption for re-opening of the Strait

In our previous work we assumed the Strait of Hormuz would remain effectively closed 
through end-May, with flows beginning to recover from around 1 June. We are pushing 
that assumption back: we now expect exports to begin recovering meaningfully only 
from the second half of July.

Throughout this conflict the recovery has consistently been "weeks away", but those 
weeks have — equally consistently — failed to arrive. An early-April ceasefire 
announcement, the mid-April peace-talk headlines and the 4 May escort proposal each, at 
the moment of release, made an imminent reopening look plausible; each proved 
premature.

The last two weeks have shown the same dynamic: on 25 May newswires described a deal 
to reopen the Strait as "largely negotiated", and Brent fell about 4%; however, within 24 
hours US forces had struck Iranian missile sites and Washington and Tehran were reported 
"still apart"; by 28 May the White House mentioned a "possible" — but unsigned — deal; 
and by 29 May the agreement was again "elusive". Over the same two weeks front-month 
Brent traded from $112 to $96, back to $100, and down below $92.

The delay in our modelling assumption from 'end May' to 'late July' splits in two parts: first, 
we recognise that at the time of writing there is no agreement or MOU yet between the 
US and Iran on peace negotiations. How much longer this takes is uncertain but for 
modelling purposes we assume a few more weeks. Second, we allow another few weeks 
for mine clearing and commercial confidence amongst ship owners to rebuild. That puts a 
meaningful pick-up in flows only from the second half of July. However, we would stress 
that this is the central case of an admittedly wide distribution.

 After an agreement, several bottlenecks and obstacles need 
to be overcome

Data from Rystad Energy suggests that roughly 11 mb/d of Gulf crude remains offline — 
close to half the region's pre-conflict output. A crucial point, however, is that nearly all of 
this is because storage facilities have filled up, not destroyed capacity. The losses are 
concentrated in Saudi Arabia (~3.8 mb/d), Iraq (~2.9) and Kuwait (~1.9), with the UAE 
(~1.2), Iran (~0.8) and Qatar (~0.6) making up the rest, according to Rystad. Restarting this 
production is not necessarily difficult, but it does take time. We highlight the following 
bottlenecks:

Exhibit 5: The number of daily tanker 
transits via the Strait remains a fractions 
of its historic level
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1. Security, insurance and mine clearing: The first hurdle to overcome is for shipowners 
and insurance providers to regain confidence that the Strait is genuinely safe to navigate 
again. In itself, the announcement of a ceasefire extension is not necessarily sufficient for 
that. The market needs evidence that attacks, tolling, or interdictions will not resume. As 
part of this, the area needs to be cleared from sea mines. As long as sea mines are 
believed to be in place in the traditional shipping lanes, the capacity of the Strait is much 
reduced, even if it's technically 'open'. The time it takes for the area to be cleared for 
mines is uncertain but likely in the order of weeks to several months.

2. Tanker backlog and vessel misallocation: Then, tankers are in the wrong place. Over 
the last few months, idle ships that couldn't find work in the area, ballasted to the US 
Gulf, West Africa, Brazil, etc, often creating an oversupply there. On its 1Q26 earnings call, 
Aramco's CEO called this "the biggest issue", adding that "even in the most optimistic 
scenario, the energy and commodity supply chains will need several months to return to 
their pre-conflict traffic, as vessels reroute or avoid being idle". There are a number of 
'empties' parked just outside the Gulf, so some initial cargoes could move quickly. 
However, a full and sustained restoration of tanker flows probably also needs a number of 
months.

3. Storage/ullage inside the Gulf: Oilfields cannot restart as long as export storage is full. 
This is especially important for countries without meaningful export capacity via pipelines, 
such as Iraq and Kuwait, whose seaborne exports have practically fallen to zero by now. 
For those, the number of empty tankers transiting into the Gulf is critical to the restart of 
oil production.

4. Field restarts: The difficulty of restarting fields depends on the length of the closure. 
Rystad estimates roughly 10,000 of the ~36,000 wells that were active before the 
closure across the six Gulf producers are currently offline. The number that struggles to 
return scales with shut-in duration, they argue: about 2,800 wells face restart constraints 
after a two-month shut-in, ~4,100 after four months and more than 5,000 after six, 
according to Rystad. Our own H2-July reopening assumption implies a shut-in of roughly 
4½–5 months, which would put the relevant number of wells toward 4,000–5,000 wells.

The issue is that with injection halted, reservoir pressure often bleeds away; wellbores 
cool, precipitating wax and asphaltenes that plug tubing; corrosion and artificial-lift 
failures (ESP motors, gas-lift valves) set in after extended idle; and flowlines must be 
cleaned, integrity-tested and phased back into service.

These effects are largely reversible, but they cost time and money, and recovery is likely 
to be uneven across fields. Conventional, natural-drive fields restart with little more than 
wellbore clean-up, but some of the managed-pressure giants that depend on continuous 
water or gas injection (e.g. Kuwait's Burgan as well as the large offshore fields of Qatar, 
the UAE and Saudi Arabia) must rebuild pressure support before rates recover; and 
mature, high-water-cut systems (e.g. Iraq's Rumaila as well as some Iranian fields) are the 
most intervention-intensive and may be left shut in selectively. On a recent earnings call, 
Halliburton warned that "the longer things are shut in, the more complex they are to bring 
back on."

5. Damaged infrastructure: Physical damage to infrastructure is concentrated 
downstream in refining as well as export/storage terminals, not crude oil production. 
According to Rystad data, 15 refineries were struck with aggregate capacity of 4.3 mb/d. 

Exhibit 6: In a slow trickly, nearly 30% of 
the peak crude volume that was on 
tankers west-of-Hormuz has sailed out 
by now 

 

Exhibit 7: On our new assumption, the 
cumulative supply loss vs a flat pre-
conflict production would be 2.6 bn bbl in 
2026 
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Of this total, ~2.5 mb/d is still disrupted. Repairing this likely takes 2–3 quarters, implying 
full normalisation by 1Q 2027 at the earliest. This is an obstacle to the recovery of refined 
product exports — still 5 mb/d of the pre-conflict 20 mb/d exports via the Strait of 
Hormuz — although it should not hold back the crude exports/production recovery.

6. Oilfield service, crews and rigs: Restarting requires people and kit. OFS companies 
demobilized staff, suspended travel and rerouted logistics during the conflict. Bringing 
back crews and equipment takes time. Expats have largely withdrawn from Kuwait and 
Iraq, which lean most heavily on international providers for drilling, completions and 
artificial lift.

Exhibit 8:

 

Updated production forecasts shows continued deficit

Given these bottlenecks, we model a two-speed recovery: we estimate that production 
will rebound quicker in Saudi Arabia and the UAE, but take longer in Iraq, Kuwait and 
Qatar. The majority of production can come back within several months — we estimate 
75% of lost supply to be back within 4 months after flows via the Strait resume. On our 
estimates, that would be by November. Thereafter, the recovery likely slows, with the 
remaining 25% taking until well into 2027.

This tightens our near-term balances significantly. Our previous assumption had export 
flows via the Strait resuming from late May/early June onwards. On that basis, our global 
liquids balance showed an implied balance of -0.3 mb/d during 3Q 2026. On our new 
assumptions, we now estimate a deficit of -4.5 mb/d in 3Q.

If correct, this may have important consequences. In a previous Oil Manual, we addressed 
the question why oil prices are not higher given the supply shock has been so severe. In 
summary, we highlighted four reasons:
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1.  The oil market had large buffers at the start of the conflict: The oil market was 
in surplus, inventories were elevated and oil-on-water was elevated

2.  Re-opening of the Strait has been 'around the corner' at any moment: The 
front-month Brent future hedges exposure to the price of oil delivered the month-
after-next, i.e. oil that is delivered, on average, 8 weeks into the future. At any 
point in the last three months, it seemed likely that the Strait would be open in 8 
weeks.

3.  A very large increase in US net oil exports: Across crude oil and refined products, 
seaborne net exports from the US have increased from ~5 to ~9 mb/d, 
significantly helped by a release from strategic reserves.

4.  An unusually large decline in net oil imports into China: Seaborne net oil 
imports into China have fallen from ~13 mb/d this time last year, to just ~7.5 mb/d 
over the last 30 days.

Exhibit 9: Net seaborne oil exports 
from the US are still trending higher...

 

Exhibit 10: ...whilst net seaborne imports 
into China are still declining

 

In the best-case scenario, oil exports via the Strait resume soon, say in the next few 
weeks, and the production recovery in the region is rapid, quicker than we outlined above. 
In that case, the call on US exports can disappear and China can revert to its usual level of 
imports, and the oil market would still gradually loosen. The most-common inflation-
adjusted oil price of the last 20 years is $80/b, which we would see as an anchor in the oil 
market. In this scenario, Dated Brent could revert back to this price relatively swiftly.

However, if our base case assumptions play out, the balance in the market looks different:

• First, in our recent note on global SPRs, we highlighted that on current schedules, 
SPR releases are set to decline from ~2.5 mb/d in April-to-June to just ~0.7 mb/d in 
July and August. If the Strait is not re-opened by the time of this 'SPR cliff', the 
market would likely tighten meaningfully.

• Second, oil inventories in the US have been falling significantly. Both diesel and 
gasoline inventories are already well below 5-year seasonal lows, and on current 
trajectory, are likely to test minimum operational requirements later this summer. 
At some point, US exports of crude and refined product may need to fall to better 
supply the domestic market. However, that would subsequently tighten oil 
markets elsewhere. If this point is reached before flows via Hormuz have restarted 
meaningfully, the Brent market would tighten again as well.

Exhibit 11: On current trends, the global 
SPR release falls sharply in July
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Exhibit 12: US gasoline inventories are 
unusually low and falling rapidly... 

 

Exhibit 13: ...and the same is the case 
for US distillate inventories

 

Third, China has locked-in an unusually low amount of crude in recent months. This 
can be seen in Exhibit 14  which shows cumulative crude oil purchase deals that 
Chinese companies have closed, plotted by delivery month (outside term 
agreements, i.e. spot deals only). As shown, deals for delivery in June and July are 
still unusually low, and even August is off to a slow start. By now, this implies five 
consecutive months of low imports (i.e. Apr–Aug), and with that, likely sustained 
inventory draws. However, there is a meaningful probability, in our view, that 
Chinese crude buyers may return to market for the September-delivery cycle in 
order to stem inventory declines. Buying for September delivery typically starts in 
mid/late June. If the Strait opens soon, this can happen without tightening the 
market. However, if that prospect continues to slip, this too provides an upside 
risk.

Exhibit 14: Spot crude supply deals into China have been running at unusually low 
levels for April and May delivery, and are also still very low for Jun-Aug. However, after 5 
months, the probability is building that Chinese buyers return to the market for the 
September-delivery period, for which buying begins in mid-late June. 

 

As mentioned at the start of this note, the front-month Brent future has already fallen 
back to its median inflation-adjusted price of the last 20 years. By now, it appears to price 
in a rapid-and-smooth reopening of the Strait. That may happen — these events are hard 
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to forecast. However, the operational and logistical bottlenecks still only imply a gradual 
resumption of production, suggesting the oil market will remain in deficit for several 
months to come. Over that period, the mechanisms by which the market has absorbed the 
current shock may not sustain.

After 3Q, we model the market to return to balance in 4Q and still a modest surplus in 
2027, albeit with structurally lower inventories. This combination likely prevents a 'blow 
out' in prices but should nevertheless be sufficient to drive Brent futures higher again 
from here. With that, we stick to our current Brent forecast for 2Q and 3Q, and add 
modestly to our 4Q and 1Q27 forecast — see Exhibit 2 .
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Supply/demand balance                  
Exhibit 15:
Total oil liquids Change

2025 1Q26 2Q26 3Q26 4Q26 2026 1Q27 2Q27 3Q27 4Q27 2027 '25-26 '26-27

Demand 104.9      104.6      101.0      103.8      105.5      103.7      104.9      105.3      106.6      107.5      106.1      1.2-          2.3          

OECD 45.9        45.7        44.7        45.9        45.8        45.5        45.3        45.5        46.2        46.1        45.8        0.3-          0.2          

Non-OECD 59.0        59.0        56.3        57.9        59.7        58.2        59.6        59.8        60.4        61.3        60.3        0.9-          2.1          

Non-OPEC supply 72.2        71.7        72.0        73.3        73.6        72.7        73.9        74.2        74.6        75.1        74.5        0.5          1.8          

United States C+C 13.6        13.6        14.0        13.9        14.0        13.9        14.1        14.2        14.1        14.2        14.2        0.3          0.3          

FSU C+C 10.3        10.0        10.0        10.3        10.3        10.2        10.3        10.2        10.2        10.2        10.2        0.1-          0.1          

Other 48.3        48.1        48.0        49.1        49.3        48.6        49.6        49.8        50.3        50.7        50.1        0.3          1.5          

OPEC NGLs and condensate 5.5          5.2          3.7          4.7          5.1          4.7          5.2          5.2          5.2          5.2          5.2          0.9-          0.5          

Call on OPEC crude 27.2        27.7        25.4        25.8        26.8        26.4        25.8        25.9        26.8        27.2        26.4        0.8-          0.0          

OPEC crude 29.6        27.4        19.6        21.2        26.8        23.7        28.9        29.6        30.1        30.4        29.7        5.9-          6.0          

Implied balance 2.4          0.4-          5.8-          4.5-          0.0          2.7-          3.1          3.8          3.2          3.2          3.3          5.1-          6.0          

Misc to bal 1.2-          0.9-          3.3          1.8          0.0-          1.0          1.3-          1.5-          1.3-          1.3-          1.4-          2.2          2.4-          

Observed stock change 1.2          1.3-          2.4-          2.8-          0.0-          1.6-          1.8          2.2          1.9          1.9          2.0          2.8-          3.6          

of which:

SPR (IEA members) 0.0          0.1-          2.0-          1.0-          -          0.8-          0.5          0.5          0.5          0.5          0.5          0.8-          1.3          

China 0.3          0.6          0.0-          -          -          0.1          0.3          0.3          0.3          0.3          0.3          0.2-          0.2          

Other non-OECD 0.1          0.2          -          -          -          0.1          0.3          0.3          0.3          0.3          0.3          0.1-          0.2          

Commercial OECD 0.1          0.1-          0.2          1.8-          0.0-          0.4-          0.7          1.1          0.8          0.8          0.9          0.6-          1.3          

Oil-on-water 0.6          1.9-          0.6-          -          -          0.6-          -          -          -          -          -          1.2-          0.6          

Crude + condensate only Change

2025 1Q26 2Q26 3Q26 4Q26 2026 1Q27 2Q27 3Q27 4Q27 2027 '25-26 '26-27

Runs 84.2        83.4        78.6        83.3        84.4        82.4        84.8        84.6        85.4        85.2        85.0        1.7-          2.6          

West of Suez 43.3        42.8        42.9        43.9        43.1        43.2        42.8        43.0        43.8        43.1        43.2        0.1-          0.0-          

East of Suez 40.9        40.6        35.7        39.3        41.3        39.2        42.1        41.6        41.7        42.1        41.9        1.6-          2.6          

Direct use 0.9          0.7          0.9          0.9          0.6          0.8          0.6          0.8          0.9          0.6          0.7          0.1-          0.1-          

Non-OPEC C+C supply 54.6        54.5        54.5        55.1        55.6        54.9        56.1        56.0        56.2        56.7        56.2        0.3          1.3          

United States 13.6        13.6        14.0        13.9        14.0        13.9        14.1        14.2        14.1        14.2        14.2        0.3          0.3          

Other 41.1        40.9        40.5        41.2        41.6        41.0        42.0        41.8        42.0        42.5        42.1        0.0-          1.0          

OPEC 31.6        29.2        20.9        22.8        28.5        25.4        30.6        31.4        31.8        32.1        31.5        6.3-          6.1          

Crude 29.6        27.4        19.6        21.2        26.8        23.7        28.9        29.6        30.1        30.4        29.7        5.9-          6.0          

Condensate 2.0          1.8          1.3          1.6          1.7          1.6          1.7          1.7          1.7          1.7          1.7          0.4-          0.1          

Implied stock change 1.2          0.5-          4.2-          6.2-          0.8-          2.9-          1.3          2.0          1.6          3.0          2.0          4.2-          4.9          

Dated Brent forecasts

Base 69.1        75.7        110         100         95           95           85           80           80           80           81           

Bull 69.1        75.7        150         150         150         150         150         150         150         150         150         

Bear 69.1        75.7        80           75           70           80           65           65           65           65           66           

WTI

Base 64.7        71.4        102         94           90           90           80           75           75           75           76           

Bull 64.7        71.4        145         145         145         145         145         145         145         145         145         

Bear 64.7        71.4        76           71           66           76           61           61           61           61           62           

Source: Argus, IEA, EIA/DOE, Vortexa, S&P Global Energy, Petro-Logistics, Rystad Energy, Morgan Stanley Research
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Key market indicators                 
Exhibit 16:
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Prices
Exhibit 17:
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Exhibit 23:
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Differentials
Exhibit 29:
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Crude Quality
Exhibit 35:

 

Exhibit 36:

 

Exhibit 37:

 

Exhibit 38:

 

The analyses above are based on a daily regression of the price of 95 seaborne crudes 
against 1) their API gravity, 2) their sulphur content, 3) a dummy variable indicating 
whether the crude's origin is East or West of Suez, and 4) another dummy variable 
indicating whether the grade is from Russian origin or not. The charts above show how the 
sensitivity of these 95 crude prices to each of these variables has changed over time.
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Refining Margins
Exhibit 39:

 

Exhibit 40:

 

Exhibit 41:

 

Exhibit 42:

 

Exhibit 43:

 

Exhibit 44:

 



M  Global Idea

Morgan Stanley Research 17

Product Crack Spreads
Exhibit 45:
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Exhibit 48:
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Refinery Outages
Exhibit 54:
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Inventories
Exhibit 57:
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Exhibit 58:

 

Exhibit 59:

 

Exhibit 60:

 



M  Global Idea

22

Exhibit 61:

 

Exhibit 62:

 

Exhibit 63:

 

Exhibit 64:

 

Exhibit 65:

 

Exhibit 66:

 



M  Global Idea

Morgan Stanley Research 23

Seaborne Exports
Exhibit 67:
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Positioning
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This report references  jurisdiction(s) or person(s) which may be the subject of economic 
sanctions.  Readers are solely responsible for ensuring that their investment activities are 
carried out in compliance with applicable laws.
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