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Short/Medium Term Biofuels 
Outlook ïSome key issues
Â Global economic recovery ïóbusiness as usualô or 

subdued growth trend?

Â Degree and pace to which global oil markets re - tighten 
ïsupply crunch ahead or ample capacity buffer?

Â Production economics, industry restructuring & 
investment ïbiofuels capacity growth slower in future 
or production rebound in the medium - term?

Â Government blending targets and policy ïdo they 
provide a rising floor for production or generate 
increased market uncertainty?  

Â Long - term structural questions ïevolution of 
transport/demand side infrastructure, 
environmental/agricultural sustainability, market 
penetration of second - generation biofuels

All together, these isssues will determine whether 
biofuels production will continue to grow slowly or 

rebound over the next five years 
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Oil outlook depends on shape of 
economic recovery & efficiency trends

Â Oil market turned upside down since last summer

Â Timing & extent of economic recovery is highly 
uncertain

Â MTOMR presents two oil demand scenarios this year 
to reflect that uncertainty (diff=4.1mb/d)

Â It also identifies clear signs that there have been 
structural changes in the way oil is used  

 Higher vs. Lower GDP Scenarios
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Combined with supply side outlook, two 
pictures of oil market tightness emerge

Â Spending cuts & project delays have intensified, 
despite easing cost pressures

Â Supply growth now looks anaemic post - 2010

Â Whether we see a supply crunch mid - decade 
depends on economic trends & efficiency..

Â ..but consumer & government choices can also 
affect the future buffer of spare capacity



© OECD/IEA - 2009

Still, oil demand growth is 
dominated by transport sector

Â The predominance of transportation fuels will pose 
refining challenges

Â Demand for distillates has grown faster than any 
other product categories ïand will continue to do 
so in future

Â Meanwhile, petrochemicals demand growth will 
boost LPG/naphtha

Global Cumulative Oil Demand Growth by Product
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And individual product balances can 
drive the petroleum complex 

Â Fuel oil projection shows significant (and untenable)  
tightening, requiring a price, investment or 
throughput response

Â Naphtha/gasoline ïsurplus re - emerges post 2011

Â Middle distillate tightness to re - emerge post 2010, as 
strong demand growth outruns refinery additions

Â Remember 2007/2008 ïimbalances downstream can 
affect crude price levels
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Though volumes are small, biofuels growth 
provides a relief valve for oil markets

Á With 120 kb/d annual output growth from 2008 -
2014, biofuels should partially offset an otherwise 
sluggish non - OPEC growth forecast

Á New biofuels production should satisfy, on an 
energy content basis around 15% of gasoline and 
gasoil demand growth over the next five years

Á Still, biofuels as an absolute component of global oil 
demand remain small, accounting for only about 
1.7% of consumption on energy equivalent basis
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Still, near term industry 
prospects remain uncertain

Á Though commodity prices 
fell since last summeré

Á Oil price falls generally 
outpaced those of 
agricultural feedstocks, 
undermining biofuel 
competitiveness versus 
fossil fuels

Á Yet, since May, agricultural 
prices have fallen relative to 
oil, improving near term 
biofuels economics

Á Sugar prices, however, have 
skyrocketed, undermining 
sugar ethanol economics
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1H09 marked by plant delays, 
closures and overcapacities

Á The economic crisis brought credit and cash flow 
constraints; in 1H09, many producers remained only on 
the cusp of profitability

Á US corn ethanol margins in some cases dropped below 
costs of capital while high sugar prices in Brazil induced 
switching away from ethanol production

Á Biodiesel crush spreads ïspread between biodiesel 
price and feedstock oil price ïsuffered in Europe and SE 
Asia, prompting utilization cuts

Á Still, recent moves in petroleum and feedstock prices 
have improved near - term margins
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Financing constraints 
undermine capacity expansions
Á Many producers are 

saddled with debts and 
struggle to cover 
operating costs while 
investors have soured to 
the industryôs prospects

Á According to one industry 
source, worldwide asset 
financing of bio - refineries 
plunged from $5.7 bn in 
3Q07 to $1 bn in 1Q09

Á Expectations for new mills in Brazil this year cut 
by half; cutbacks also in the US and Europe

Á But increased industry consolidation is bringing 
some assets back to life and some larger biofuels
independents continue with expansions

Á e.g. former VeraSun assets now run by US 
independent refiner Valero and others


