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houses generated more than $50 billion in combined net 
profits across recent blockbuster years, with Vitol alone 
earning over $12 billion annually at peak. Trafigura, even 
as volatility eased, still reported $2.7 billion in net profit 
in 2025. These numbers illustrate the scale of the system 
but also the stakes in how it evolves.
Because the real shift is not in how much is traded, but 
in how trading decisions are made. The constraint in 
commodity markets is no longer a lack of information, 
but an overwhelming abundance of it. Satellite imagery 
tracks tanker movements in real time. Shipping data 
maps global flows. Weather systems, refinery outages, 
and geopolitical developments generate continuous 
signals. The advantage no longer lies in access, but in 
interpretation.
 Artificial intelligence is compressing that gap. It allows 
firms to process vast datasets, identify patterns across 
commodities, and anticipate disruptions before they 
fully materialize. Trading is moving from reactive to 
predictive. The firms that succeed will not be those 

that respond fastest, but those that position earliest.
The Iran war shock has accelerated this transformation. 
As markets absorb large scale disruptions measured 
in hundreds of millions, even approaching a billion 
barrels, price movements are no longer gradual, or 
fundamentals driven. They are abrupt, sentiment led, 
and increasingly shaped by algorithmic reactions. In 
such an environment, traditional trading instincts are 
too slow. Firms are turning to AI systems to process 
real time geopolitical signals and translate them into 
actionable decisions within seconds.
This dynamic is reinforced by market behavior itself. 
Volatility is amplifying the role of automated trading 
and financial participants, compressing reaction times 
and intensifying price swings. What once took days to 
price in is now reflected almost instantly. The result is a 
feedback loop: the more complex the market becomes, 
the more it relies on AI to function. Geopolitical shocks 
are no longer just disrupting supply, they are reshaping 
how markets operate.
At the same time, the relationship runs both ways. The 
rapid expansion of AI, particularly in energy intensive 
data infrastructure, is increasing demand for reliable 
power, tying the future of technology more closely 
to the stability of energy markets. The Iran shock 
highlights this interdependence. Energy volatility is 
accelerating the need for AI in trading, while AI growth 
is making energy security even more critical.

Hedge funds are moving into physical commodity 
markets as independent trading houses race to 
become Quant Driven
A quiet but profound rivalry is now reshaping the 
industry: hedge funds versus physical traders. What 
was once a clear division, financial players trading 
derivatives and commodity houses moving cargoes, 
has collapsed. Hedge funds are pushing into physical 
markets, seeking access to storage, infrastructure, 
and flows. Their objective is not to replicate traditional 
trading houses, but to gain informational edge. Physical 
access provides signals, and in a market defined by 
speed, signals are power.
 At the same time, traditional trading houses 
are evolving in the opposite direction. They are 
becoming more financial, more systematic, and more 
technologically driven. AI is moving into the front 
office, shaping strategy, generating trade ideas, and 
accelerating execution. The result is convergence. 
Commodity trading is no longer divided between 
physical and financial players, it is becoming a hybrid 
system where success depends on mastering both.
 The consequences are already visible. Financial 
players are increasing participation, bringing more 
capital and accelerating price discovery. But this 
liquidity is increasingly fragile. Algorithmic strategies 
can withdraw instantly during periods of stress, 
amplifying volatility. Markets are becoming faster, 
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With Millions of Oil Barrels Traded Daily & with 10s of $Billions of  
Profits on the Table, the Battle is now Fought on Data, not just Flows!

Commodity trading is becoming a hybrid of Wall 
Street hedge fund quant + physical trading, where AI-
driven intelligence and financial capital are eroding 
traditional advantage of logistics & relationships.
For decades, commodity trading was defined by 
physical dominance. The winners controlled ships, 
storage, pipelines and flows. Firms like Vitol and 
Trafigura built global empires on their ability to move 
oil and metals efficiently, arbitraging geography and 
timing. Even today, their scale is staggering: Vitol 
handles around 8 million barrels per day (mbpd) of 
crude oil and products, Trafigura close to 7 million 
barrels per day of oil and petroleum products, and 
the leading independent traders together account for 
roughly one-fifth of global oil flows. That reach once 
guaranteed an advantage. It no longer does.
Logistics still matters just as much but it is no longer 
enough on its own. The past two years have delivered 
extraordinary profits to the industry, underscoring its 
continued power. The largest independent trading 



deeper, and more unstable at the same time.
 A third force is reinforcing this shift: the trading arms 
of international oil companies. Firms such as BP, Shell, 
and TotalEnergies have built vast trading operations 
that generate significant profits. In the first half of 
2023 alone, these divisions delivered around 20 billion 
dollars in gross trading profits, underscoring their 
growing role within integrated energy companies. 
These players combine upstream production, 
downstream refining, and sophisticated trading desks, 
allowing them to optimize flows across the entire value 
chain.
What emerges is a three-way contest. Independent 
trading houses bring scale and expertise. Hedge 
funds bring speed and financial firepower. Oil majors 
bring integration and structural advantage. Each 
is converging toward the same model, one that 
combines physical access, financial capability, and 
technological intelligence. In this environment, the 
traditional advantage of logistics is being redefined. 
Owning ships and storage still matters. Controlling 
flows still matters. But these capabilities no longer 
guarantee success. The decisive edge lies in how 
quickly a firm can interpret data, allocate capital, and 
execute decisions.
This is also transforming how prices are formed. 
Commodity markets are no longer driven solely by 
physical supply and demand. They reflect a complex 
interaction of algorithmic positioning, real time 
data analysis, and rapid capital flows. Information is 

absorbed instantly, leaving little room for delay. But 
speed introduces noise. Signals can be amplified, and 
volatility can spike.
What is unfolding is not the decline of commodity 
trading, but its reinvention. The industry is evolving 
into a system where logistics, finance, and data are 
inseparable. The winners will be those who can operate 
across all three, combining the reach of physical assets 
with the precision of algorithms and the power of 
capital.
 
The End of the Cowboy Trade
AI is not about single trades anymore. The edge is 
becoming “continuous decision systems,” not human 
reactions.
For decades, commodity trading rewarded instinct, 
relationships, and control of physical flows. Today, that 
model is being quietly dismantled. The competitive 
advantage is no longer about who can move barrels 
most efficiently, but who can interpret signals fastest 
and increasingly who can build systems that learn 
faster than their competitors.
 Artificial intelligence is at the center of this shift, but 
not in the way it is often described. It is not replacing 
traders. It is redefining how decisions are made. Markets 
are no longer processed in discrete moments such as 
opportunity, analysis, and execution. Instead, AI is 
enabling a continuous loop that ingests geopolitical 
developments, physical flows, and financial signals 
in real time, translates them into actions, executes 

automatically, and learns from outcomes. The unit of 
competition is no longer the trade. It is the system.
At the same time, the traditional informational edge of 
physical traders is eroding. What was once proprietary, 
such as knowledge of cargo movements, refinery 
activity, or supply chain disruptions, is increasingly 
visible through satellite data, shipping analytics, and 
AI driven modeling. The gap between hedge funds 
and physical traders is narrowing rapidly. Physical 
access still matters, but it is no longer exclusive. It is 
being digitized.
This is reshaping the nature of the market itself. 
Volatility is no longer a byproduct of trading. It has 
become the asset. Hedge funds are not just trading oil 
or metals. They are trading volatility and increasingly 
the derivatives of volatility. But this comes with a 
cost. As volatility accelerates, liquidity becomes more 
fragile. Risk models force traders to reduce positions, 
capital withdraws, and markets become prone to 
sudden gaps. What appears as deep liquidity in calm 
conditions can evaporate under stress.
Compounding this shift is the growing dominance 
of macro capital. Commodity markets remain small 
relative to global financial assets, making them sensitive 
to capital flows. When large macro funds reposition, 
whether driven by inflation fears, geopolitical shocks, 
or currency dynamics, they can overwhelm physical 
fundamentals. The marginal price is no longer set 
solely by supply and demand, but by the movement 
of capital at scale.
Yet, for all the power of AI, its limitations are equally 

important. The industry is still in an experimental 
phase, full of pilots but short on true transformation. 
Data remains fragmented and messy. Incentives 
are misaligned. And critically, judgment cannot be 
automated. AI can compress the distance between 
data and insight, but it cannot replace the contextual 
understanding of how markets behave on the ground. 
The most effective firms are not removing humans 
from the loop. They are augmenting them.
What emerges is a new trading paradigm defined 
by convergence. Hedge funds are moving closer to 
physical markets in search of better signals. Traditional 
trading houses are becoming more systematic and 
data driven. The distinction between financial and 
physical players is fading, replaced by hybrid models 
that combine capital, code, and cargo.
But this convergence does not eliminate complexity. 
It amplifies it. Markets are becoming faster, more 
interconnected, and more reflexive. Signals from social 
media, prediction markets, and algorithmic positioning 
are increasingly feeding back into price formation, 
sometimes amplifying noise as much as insight.
The result is not the decline of commodity trading, 
but its reinvention. In this new landscape, success will 
not be determined by access alone, but by the ability 
to process, interpret, and act on information at scale 
continuously, not occasionally. The technical cowboys 
of the past are being replaced by something more 
complex. Systems that think, adapt, and compete at 
machine speed, guided but not replaced by human 
judgment. 



How would you characterize the current state of global 
markets?
The prevailing framing can be summarized in three words: 
constraint, fragmentation, and inelastic demand. Markets 
remain overly anchored to narratives of normalization, but 
a more realistic baseline is persistence. Structural supply 
constraints are interacting with increasingly inelastic 
demand, creating an environment where equities may be 
overestimating recovery, while commodities, especially 
those tied to energy, processing, and infrastructure, are 
underpricing the durability of physical constraints.
 
What Role do geopolitical factors play in shaping oil 
supply dynamics?
Geopolitical constraints remain highly durable, and Iran 
is a clear example. While US administrations have some 
flexibility through executive authority, much of the sanctions 
framework is embedded in law, making full normalization 
politically difficult and inherently fragile. As a result, Iranian 
supply has not disappeared, it has fragmented. Barrels 
continue to flow through discounted, less transparent 
channels, reducing efficiency and sustaining volatility. What 
we see is not normalization, but a parallel system shaped by 
competing policy regimes.
 
How should we understand China’s role in this fragmented 
system?
China is pivotal but often misunderstood. Rather than 
resolving global constraints, it operates across them, 
absorbing constrained supply while prioritizing domestic 
needs. This is especially evident in refined products, 
fertilizers, and industrial inputs. Even small policy shifts, 
such as export quotas or domestic prioritization, can 
have outsized global effects. The market consistently 
overestimates China’s stabilizing role and underestimates 
the secondary consequences of its internal priorities.
 

Are traditional assumptions about market disruptions still 
valid?
That is increasingly questionable. Many trading houses 
still frame disruptions as short term dislocations followed 
by normalization. But when constraints are structural, 
embedded in law, infrastructure degradation, or politicized 
supply chains, they do not resolve cleanly. Instead, they 
persist and compound, effectively becoming the baseline. 
Disruption is no longer temporary, it is becoming the steady 
state.
 
How do physical constraints in energy systems reinforce 
this outlook?
Energy systems are inherently fragile. Oil supply depends 
not just on reserves, but on system integrity, pressure 
maintenance, power supply, and infrastructure continuity. 
Disruptions can have long-lasting effects that are difficult 
to reverse. Even China, despite its scale, cannot compensate 
for lost upstream capacity; its influence is primarily 
downstream and logistical. This reinforces the idea that 
physical constraints are binding and persistent.
 
What are the broader second order effects and emerging 
demand trends to watch?
The second order effects are significant, particularly the link 
between energy, fertilizers, and food. Fertilizer production 
depends on energy inputs and chemical intermediates, 
areas where disruptions can tighten supply and increase 
costs. This can lead to reduced agricultural output and rising 
food prices, especially in import dependent economies.
At the same time, a new class of structurally inelastic 
demand is emerging -- Data Centers. Hyperscale platforms 
such as Amazon Web Services, Microsoft Azure, and Google 
Cloud are becoming major, continuous consumers of 
electricity. Their demand is capital intensive and relatively 
price insensitive, placing a durable floor under power 
consumption. Because electricity markets are regionally 
constrained, this demand creates localized scarcity, while 
also driving demand for materials such as copper, aluminum, 
and semiconductors. 

Executive Summary of all Commentary:
The system is shifting away from cyclical commodity dynamics toward a structurally constrained 
equilibrium. Supply remains politically fragile, processing is selectively managed, and new demand 
sources reduce price elasticity. The assumption of temporary disruption followed by normalization is 
becoming harder to sustain, disruption itself is increasingly the norm.
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