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The seismic shock of the price 
collapse in NYMEX WTI 
futures on 20 April 2020 

is proving to be a catalyst for a 
potentially once-in-a-generation 
reset of oil benchmark pricing 
systems in the US. 

The negative crude prices seen 
that day for May WTI futures at 
Cushing, Oklahoma, staggered 
crude traders, many of whom 
found themselves exposed to 
a scarcely believable price that 
bore no relation to what they 
saw around them in the physical 
market.  

This has prompted a wholesale 
re-evaluation of the way that crude 
is priced, triggering interest in 
finding a new, robust benchmark 
more capable of reflecting broader 
US market fundamentals than 
Cushing WTI. 

For decades, Cushing WTI 
pricing has permeated almost all 
corners of the US crude market. 
Spot crude transactions and long-
term contracts – from Midland, 
Texas, to North Dakota – use the 
WTI price in Cushing, Oklahoma, 
as their underlying reference, with 
adjustments on top for factors such 
as location and crude quality. 

While Cushing has grown in 
size and importance through 
the years, the overall US market 
has evolved too, with profound 
changes in crude production 
and export flows over the last 
decade leaving the epicentre of 
the market firmly centered on the 
Gulf Coast. This increases the US’ 
interdependence with the rest of 
the world and means that US crude 
prices at the coast closely track 
trends in the global market. But 
prices at Cushing can diverge from 
this pattern. Although it is large 
in scale, Cushing is a landlocked 
hub where fundamental forces 
are often local in nature, such as 
physical flows on certain pipelines 
and the level of oil held in 
inventory at a particular terminal 
or tank farm. 

This means anyone using 
Cushing as a benchmark to 
establish the value of crude 
elsewhere in North America can 

How to upgrade a broken US 
oil benchmark

run into problems. Indeed, the 
dislocation of WTI crude prices 
at Cushing from other global 
crude prices has been a recurring 
phenomenon over the last  
10 years. 

This problem became critical 
for some on 20 April 2020. With so 
much physical crude exposure to 
a marker which settled that day at 
an almost surreal price of –$37.63/b, 
the disconnect between financial 
trading at Cushing and the wider 
physical market for crude in the 
US was simply too big to ignore 
any longer. In the words of some 
in the market, WTI was a ‘broken’ 
benchmark. 

Seeking a solution
If Cushing is the problem, what’s 
the solution? After taking 
feedback on what an alternative 
benchmark could be, S&P Global 
Platts launched Platts American 
GulfCoast Select (AGS) on  
26 June 2020. 

Platts AGS is based at the heart 
of the oil market on the Gulf Coast, 
and aims to be more capable 
of reflecting actual physical US 
crude market conditions than 
Cushing, thanks to some important 
characteristics. 

Firstly, Platts AGS represents 
a market free from the storage 
constraints which played a part 
in the Cushing meltdown in April. 
The new benchmark is based solely 
on waterborne tanker loadings 
across several Gulf Coast ports, 
including Corpus Christi, Houston 
and Beaumont. Prices based at 
specific terminals or locations are 
inherently prone to infrastructure-
related problems, which can have 
a dramatic impact on value. If you 
are relying on a price benchmark, 
you want one which reflects the 
value of your oil, not somebody 
else’s terminal logistics. 

Secondly, the new benchmark 
includes quality parameters to 
better define WTI Midland. Its 
specifications include an API range 
of 40–44, a maximum sulphur 
content of 0.2%, separate limits 
on mercaptans, iron, nickel and 
vanadium, as well as pipeline 

provenance requiring the oil to be 
shipped direct from the Permian 
Basin to the Gulf Coast on one of 
nine named pipelines. 

There are also specific details 
in the assessment methodology 
relating to key elements such 
as cargo size normalisation. In 
the Gulf Coast market, a trader 
may be willing pay more for a 
700,000-barrel cargo than for 
a smaller 600,000-barrel cargo 
simply because of how freight 
economics work. Furthermore, a 
robust benchmark needs to be able 
to account for these differences to 
arrive at a consistent final price. 

These details are crucial if the 
waterborne cargo market is to 
become the crude price benchmark 
the US market needs, avoiding the 
issues which a landlocked price 
reference can face – whether in 
Cushing, Houston or anywhere 
else. 

Using a waterborne benchmark 
would take the US down a similar 
path to the rest of the world, where 
most crude trade is linked either to 
the price of Dated Brent cargoes in 
the North Sea or to Dubai and/or 
Oman cargoes in the Middle East. 

Major oil benchmarks, 
even ones with flaws, are well 
entrenched and hard to change, 
so there is a long road ahead for 
the US to achieve a Brent-style 
benchmark on its own. But with 
the wreckage of the events of 
20 April 2020 still fresh in the 
memory, the crude industry is 
moving down that path.  ●
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