Integré

a i . I Fuels
Research and Advisory Services Division

We are off recent price lows, but that
doesn’t mean we are in a continually rising
market

Just over a month ago we put out a note on the collapse in oil prices and the
pressures in the market from the significant loss in global oil demand because of
‘lockdowns’ against covid-19. Since then, estimates of demand losses have been even
greater, and oil prices took another tumble at end April (only a couple of weeks ago).
At the time of the last note the biggest estimates of demand loss were around 20
million b/d for April, more recent estimates are closer to 30 million b/d.
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will be a reduction in output; the question is how much, with different analysts
predicting anything between 1.5-3.0 million b/d losses.
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Oil stocks are still
increasing, and this is
expected to continue
for at least another 1-
2 months.
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Despite this, it is still far too early to say we are on a definite upwards trend. Oil
stocks are still increasing, and this is expected to continue for at least another 1-2
months. The cuts in crude oil production are chasing the losses in oil demand, but are
still not big enough to bal-

ance the market today and fnt;:iz:i\;:u;:e:zfti:rI:;sli;:l]world oil demand in 2020

we still have more surplus o -
oil to come. Averaging a
number of analysts’ expec-
tations, they indicate oil
demand was down by
around 22 million b/d in
April, but the highest ana-
lysts were around a 29 mil-
lion b/d loss. All analysts
expect the losses to dimin-
ish over the year, but the
pace varies; the blue col-
umns in the graph repre-
sent an average view of 30 -
monthly losses in demand
versus year earlier and the incremental orange columns show the biggest estimated
demand losses. Either way, the losses in April/May are bigger than any anticipated
production cuts and it is only from around June/July that we are likely to see stock
levels start to fall, and then from exceptionally high levels. Consequently, the price
contango in the oil market may have eased slightly over the past 10 days, but it is still
far bigger than we have seen historically, with physical Brent crude still at extreme
levels of $10/bbl below the front month futures price. Both the absolute price and
the price contango are key features we must focus on .
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It is the extent of the demand loss and then how quickly demand returns, plus how
big the production cuts actually are, including OPEC+ adherence and the ‘economic
shut-ins’ (not only in the US, but Canada, Norway, Brazil and elsewhere). In addition,
market sentiment and expectations will also play a significant role in determining the
timing and extent of price recovery.

The speed at which we come out of this demand shock is still a big uncertainty. The
main impacts on demand have clearly been in the jet fuel, gasoline and diesel/gasoil
markets (not so much in fuel oil). Expectations are that gasoline demand will start to
recover first, then diesel/gasoil and finally jet, but this may be some way down the
line. In terms of OPEC+ production cuts, analysts using AIS ship tracking can get a
very good and immediate handle on exports, which will go a long way to identifying
adherence.

Finally, one of the more visible and used signs in the market are oil stock levels (crude
and products), and although official figures for most countries are too long after the
event to cause a price response, in the US there are the API and then the EIA both
publishing weekly data. Significantly, these figures are still building, and price moves



Integré

. . . T Fuels
Research and Advisory Services Division

often reflect whether the gains are bigger or smaller than expectations. Hence oil
prices are currently stuttering either side of $30/bbl for front month Brent, with gains
in stock levels either bigger or smaller than predicted.

A key market indicator will be when oil stocks start to fall and how fast. There are
clearly a number of unknown variables that will determine this The first thing to say
is that if those analysts indicating big demand losses of close to 30 million b/d in April
are correct (compared with those saying around a 20 million b/d loss), then we are
likely to be in a longer period of low oil prices. The second fundamental is then sup-
ply, and this boils down to OPEC+ policy and adherence plus the economic impact
forcing other producers to cut production, especially in the US shale sector. If OPEC+
fully adhere and even extend the May/June quotas through the rest of this year, and
the production impact on the US (and others) is severe, then we will see very big pro-
duction losses this year. The alternative of more modest falls and OPEC+ sticking to
the current plan and easing cutbacks in July will mean an even longer period of high
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be in a rapid tightening in oil markets and a rapid return to higher prices over the
course of the second half of this year. The truth is we are more likely to be some-
where between these two extremes, and the current Brent forward curve (which is
not a forecast) is tracking closer to the orange line, at around $33/bbl at end 2020
and $38/bbl at end 2021. This would imply VLSFO prices below $300/ton for the next
12 months. However, as more data, analysis and insights emerge we will have a
greater idea of what track we are really on and how long low oil prices are likely to be
with us. One thing is that in all cases oil stocks remain well above recent levels at
least through to end 2021. Keep watching the stocks numbers, the price and price
contango, OPEC+ and US production and finally the true pattern of oil demand.
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