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Performance
The BGF World Energy Fund returned 12.10% in the first quarter; 
underperforming its benchmark, the MSCI World Energy Index, by 
1.73%*. Meanwhile, crude oil (Brent) appreciated by 26.4%, ending 
the quarter at $116.9/barrel. 

The spread between WTI and Brent spot prices remained wide 
throughout the quarter. Elevated stock levels and weak demand 
at Cushing, Oklahoma (the WTI delivery point), coupled with high 
storage costs at the facility weighed on the WTI spot price, which 
finished the period at $106.7/barrel having gained 16.8% over the 
quarter. Brent crude is currently offering a better reflection of overall 
oil market fundamentals, in our view.

Instability in the MENA region tightened what was already, in 
our view, a tightening oil market. In January, both OPEC and the 
International Energy Agency revised up their 2011 global oil demand 
forecasts, concurrently OPEC’s spare capacity was estimated to 
have fallen below 5mb/d for the first time in two years. Unrest in 
Tunisia and Egypt, leading to the deposition of presidents Ben Ali 
and Mubarak, gave energy investors much to consider but it was not 
until civil war in Libya that uprising in the area had a tangible impact 
on oil market fundamentals. In January, Libya produced 1.6mb/d, 
approximately 1.8% of global supply. For most of February and 
March the oil market had to contend with the majority of that supply 
being offline. At the end of the quarter, the battle for control of Libya 
raged on, with no imminent solution apparent and oil prices were 
kept elevated as a result. 

On 11 March, disaster struck Japan in the form of a 9.0 magnitude 
earthquake which was followed by a devastating tsunami. Amidst the 
destruction, the Fukushima nuclear plant, one of the world’s largest, 
was left in a precarious state. The future tenability of nuclear power in 
Japan and across the world has as a result been brought into serious 
consideration. The net impact of the disaster on Japanese oil demand 
is likely to be positive: there is sufficient oil-fired power capacity 
to make up the nuclear shortfall and it has been estimated that its 
utilisation could add 200,000 bbl/d to incremental oil demand. 

Uranium prices became victim to the uncertainty raised over 
the nuclear industry. Prices fell 30% to as low as $49/lb before 
recovering to $59/lb by the end of the month. The Fund had very 
limited exposure to the sector and our general underweight to 
uranium versus our benchmark delivered relative outperformance.

In company news, Marathon, an integrated oil company, announced 
its intention to divide its operations into standalone upstream and 

downstream businesses. Shale gas assets were the subject of 
some strategic M&A: BHP Billiton acquired Chesapeake’s project 
in Fayetteville, Arkansas for US$4.75 billion and Anadarko signed 
a US$1.55 billion joint venture agreement with Korea National Oil 
Corp (KNOC) in return for a one third share of its Maverick Basin 
assets in Texas. Hyperdynamics, the West Africa focused explorer 
in which the Fund built its position by means of a private placement 
deal in October last year, completed a further equity raising to fund 
its project offshore Guinea. The deal was oversubscribed and all the 
over-allotment capacity used which meant that the company was 
able to raise US$144million, considerably more than the US$125 
million initially projected. 

In an important step in the evolution of the deepwater oil industry, 
US regulators approved in February their first deepwater permit in 
the Gulf of Mexico since the Macondo oil spill in April 2010

The Fund’s limited exposure to uranium generated, on balance, 
outperformance in March and therefore over the quarter. The 
weakness seen in the Fund’s single uranium holding was more than 
offset by the relative performance generated by its underweight to 
the sector as a whole. The Fund’s underweight position to BP was 
also a source of outperformance as the ongoing dispute over the 
company’s proposed deal with Rosneft weighed on its share price. 
The current oil price environment is proving constructive for our 
oil services positions. Halliburton and Rowan Companies were, for 
example, among the top performing holdings in the first quarter. 
Being underweight Exxon Mobil, the world’s largest integrated, was 
a source of underperformance. Exxon shares performed strongly 
after robust results and hints of a more positive market view of their 
acquisition of gas producer XTO in 2009 became evident. Some 
of the positions that had delivered robust outperformance over the 
final quarter of 2010, were weighed by profit taking over the period 
and were sources of modest underperformance as a result.

Portfolio Activity
The Fund added two holdings that increase its exposure to European 
unconventional gas. Unlike in North America, there is as yet very 
little exploitation of unconventional gas basins in Europe. The 
Fund also initiated new positions in a Russian oil and gas name as 
well as a Texas based company offering both oil and natural gas 
exposure. In addition, the Fund participated in an equity raising 
by Hyperdynamics, the US listed, West Africa focused explorer. 
Furthermore, the Fund selectively took some profits in a number of 
its Exploration and Production holdings that have performed well in 
recent months, recycling capital into other compelling opportunities. 

Fund Manager
Robin Batchelor and 
Poppy Allonby



For more information:  Tel: 08457 405 405 Email: broker.services@blackrock.com Website: blackrock.co.uk  

11472BR May11

Performance shown as at 31 March 2011 in USD on a NAV price basis with income reinvested. Performance figures are calculated net of annual fees. Fund benchmark: MSCI World Energy Net. 
Source: BlackRock Datastream.This material is for distribution to Professional Clients and should not be relied upon by any other persons. All financial investments involve an element of risk. 
Therefore, the value of your investment and the income from it will vary and your initial investment amount cannot be guaranteed. Past performance is not a guide to future performance and should 
not be the sole factor of consideration when selecting a product. The Fund invests a large portion of assets which are denominated in other currencies; hence changes in the relevant exchange 
rate will affect the value of the investment. The Fund invests in a limited number of market sectors. Compared to investments which spread investment risk through investing in a variety of sectors, 
share price movements may have a greater affect on the overall value of this fund. The Fund typically invests in smaller company shares which can be more unpredictable and less liquid than 
those of larger company shares. The Fund invests in economies and markets which may be less developed. Compared to more established economies, the value of investments may be subject to 
greater volatility due to increased uncertainty as to how these markets operate. Reference to the names of each company mentioned in this communications is merely for explaining the investment 
strategy, and should not be construed as investment advice or investment recommendation of those companies. BlackRock Global Funds (BGF) is an open-ended investment company established in 
Luxembourg which is available for sale in certain jurisdictions only. BGF is not available for sale in the US or to US persons. Product information concerning BGF should not be published in the US. It 
is recognised under Section 264 of the Financial Services and Markets Act 2000. BlackRock Investment Management (UK) Limited is the UK distributor of BGF. Most of the protections provided by 
the UK regulatory system, and the compensation under the Financial Services Compensation Scheme, will not be available. A limited range of BGF sub-funds have a reporting fund status A sterling 
share class that seeks to comply with UK Reporting Fund Status requirements. Subscriptions in BGF are valid only if made on the basis of the current Prospectus, the most recent financial reports 
and the Simplified Prospectus which are available on our website. Prospectuses, Simplified Prospectuses and application forms may not be available to investors in certain jurisdictions where the 
Fund in question has not been authorised. Issued by BlackRock Investment Management (UK) Limited (authorised and regulated by the Financial Services Authority). Registered office: 33 King 
William Street, London, EC4R 9AS. Registered in England No. 2020394. Tel: 020 7743 3000. For your protection, telephone calls are usually recorded. BlackRock is a trading name of BlackRock 
Investment Management (UK) Limited. Issued in Switzerland by the representative office, BlackRock Investment Management (UK) Limited (London), Zurich Branch, Claridenstrasse 25, PO Box 
2118, CH-8022 Zurich, Switzerland, from where the Company’s Prospectus, Simplified Prospectus, Articles of Association, Annual Report and Interim Report are available free of charge. Paying 
Agent in Switzerland is JPMorgan Chase Bank, National Association, Columbus, Zurich Branch Switzerland, Dreikonigstrasse 21, CH-8002 Zurich. For further information, the prospectus, simplified 
prospectuses, annual report and semi-annual report can be obtained free of charge in hardcopy form from the Austrian paying agent: Raiffeisen Zentralbank Österreich AG, A-1030 Vienna, Am 
Stadtpark 9. Issued in Hong Kong by BlackRock (Hong Kong) Limited. Issued in Singapore by BlackRock (Singapore) Limited. BlackRock Global Funds has appointed BlackRock (Singapore) Limited 
(company registration number: 200010143N) as its Singapore representative and agent for service of process (Website:www.blackrock.com.sg and Tel:+65 6411 3000). This is for distribution to 
Professional Intermediaries only. This material is for information purposes only and does not constitute an offer of shares in any of the BlackRock Global Funds. You should consider carefully whether 
the investment is suitable for you. BGF has been registered on the official list of the Financial Supervision Commission (Komisja Nadzoru Finansowego) for distribution in Poland. Issued in Poland by 
the representative office BlackRock Investment Management (UK) Limited, Oddzia w Polsce. Paying agent in Poland is Bank Handlowy w Warszawie SA, ul. Senatorska 16, 00-950 Warsaw, Poland.

About BlackRock
BlackRock is one of the world’s pre-eminent asset management firms and a premier provider of global investment management, risk 
management and advisory services to institutional, intermediary and individual investors around the world. BlackRock offers a range of 
solutions – from rigorous fundamental and quantitative active management approaches aimed at maximising outperformance to highly 
efficient indexing strategies designed to gain broad exposure to the world’s capital markets. Our clients can access our investment solutions 
through a variety of product structures, including individual and institutional separate accounts, mutual funds and other pooled investment 
vehicles, and the industry-leading iShares® ETFs. This offering has been recognised in 2010 with over 180 first-placed industry awards 
received globally†.

BlackRock is a truly global firm that combines the benefits of worldwide reach with local service and relationships. We manage assets for 
clients in North and South America, Europe, Asia, Australia and the Middle East. The firm employs more than 8,500 professionals and 
maintains offices in 24 countries around the world. 

The foundation of BlackRock’s business is our belief that our clients’ needs are of paramount importance. Our commitment to investment 
excellence is anchored in a shared culture that always places a client’s interests first, from individual investors to the world’s largest 
institutions. We act always as a fiduciary for our clients, never trading as a principal on our own behalf. 

As of 31 March 2011, BlackRock’s assets under management total US$3.65 trillion (£2.28 trillion)* across equity, fixed income, cash 
management, alternative investments, multi-asset and advisory strategies. Through BlackRock Solutions®, we offer risk management, 
strategic advisory and enterprise investment system services to a broad base of clients with portfolios totalling over US$9.5 trillion.*

* Data as at 31 March 2011.
† This tally of awards is correct to 31 December 2010 and does not include iShares ETF products. 

Outlook
The headline events of recent weeks have accelerated the tightening 
of an already tightening oil market. The outage of Libyan oil 
production and the argument that more oil-fired power capacity 
will be required in Japan to make up the nuclear shortfall have 
maintained the upwards pressure on oil prices. Unrest in Libya 
does not appear close to resolution. It is our view that full-scale 
production should not be expected of the country for some time. 
Not only does resolution appear unforthcoming but production 
forecasts for the country were predicated on significant levels 
of capital expenditure, which will certainly lag well behind any 
establishment of regime stability. 

We continue to expect, therefore, a tightening oil price environment 
over the next 12-24 months. Contagion of unrest across the MENA

region and evidence of broad-based demand destruction could 
require us to nuance our constructive outlook for energy equities. 
However, it is important to stress that the shortfall in Libyan supply 
can more than be made up by spare capacity in Saudi Arabia and 
elsewhere. By analyst estimations, we would need to see oil prices 
that are sustained in between the $120-$130/bbl range before 
broad demand destruction is likely. As a result, this continues to be 
a highly attractive environment for our investments, many of which 
are enjoying significant margin expansion and cash generation and 
yet are still trading on comparatively undemanding valuations.

*  Reported Fund performance relative to its benchmark over the quarter was positively 
affected by the timing differential between pricing of the Fund and its benchmark.


