
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. 

 

Over the past 2 weeks prices 

have moved off their lows and 

general sentiment now seems to 

be a bit more optimistic.  OPEC+ 

did come to a ‘necessary’ 

agreement and formally settled 

on a 9.7 million b/d cut in 

production starting this month.  

However, physical oil prices still 

remain in very steep contango 

and have hit such lows there will 

also be significant production 

losses from counties outside this 

agreement.  The key focus here will be the US, with the high-profile shale production 

heavily exposed.  US rig counts and spending are down massively, and the net result 

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.  

 

So, we are now entering the next phase in developments, with production coming 

down and at the same time countries 

coming out, or planning to come out 

of lockdown; most visibly in growing 

pressures within the US to ‘open up’.    

These are clearly more bullish signals 

than we have seen, and Brent front 

month futures prices are around 

$10/bbl above their lows (from $20 

to $30).  These price moves have 

been mirrored in the bunker market, 

with VLSFO down by more than 

$500/ton since the start of the year, 

but up around $65/ton in the past 

couple of weeks (in-line with a $10/

bbl rise in crude prices).  

Research and Advisory Services Division 

11th May 2020 

Over the past 2 

weeks prices have 

moved off their lows 

and general 

sentiment now 

seems to be a bit 

more optimistic.   

Page 1 Integr8 Fuels | Research and Advisory Services Division 

Steve Christy  

Strategic Communications Director 

P: +44 207 4675 860   

E: Steve.C@integr8fuels.com 

The team in this article 



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 

we still have more surplus 

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 

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 . 

 

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 
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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 

stocks (and ‘low’ oil prices). 

 

The graph here illustrates four cas-

es to look out to see which track we 

are likely to be on, ranging from an 

extended period through 2020, 

2021 and into 2022 if the demand 

losses are ‘bigger’ and the produc-

tion responses more muted.  At the 

other end of the spectrum, if de-

mand losses are smaller (this is still 

around 20 million b/d in April!) and 

the production impact in the likes 

of the US is severe, then we could 

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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DISCLAIMER 

This article has been prepared by, and the opinions expressed are those of, Integr8 Fuels as of the date of writing (the “Materials”) and are subject to change without notice. Integr8 Fuels does not undertake to update or revise the 
Materials. The Materials are intended to provide general and preliminary information, and is not intended to be relied upon, and must not be read, as financial, legal, business, investment, accounting, tax or other advice or guidance. The 
Materials are also not addressed to, and do not contemplate, the individual circumstances of any person, including without limitation its financial condition, business environment, investment knowledge and experience, objectives, 
investment horizon, risk tolerance and preferences. Each person must independently evaluate information contained in the Materials, and form its own opinion and/or seek professional advice, as to the course of conduct most appropri-
ate to it. 

Save for this disclaimer, the Materials are not intended to create legally binding relations. The Materials further do not constitute an offer or invitation to any person to trade with, invest in, provide finance to or take any other position 
with respect to Integr8 Fuels, any of its affiliates or any other person. In preparing the Materials, Integr8 Fuels has acted on its own behalf and must not be regarded as agent or representative of any other person. 

The information in the Materials is given in good faith but without guarantee, and notwithstanding anything to the contrary Integr8 Fuels makes no representation as to its accuracy, completeness, authenticity or source. To the fullest 
extent permitted by applicable law, Integr8 Fuels shall have no liability in contract, tort (including negligence) or otherwise for any direct, indirect, incidental, special, punitive or consequential damages or losses, including but not limited 
to loss of profits, revenue, business, opportunity, goodwill, reputation or business interruption, that result in any way from the use of content provided in the Materials. 

The Materials may not be used, copied, reproduced, disseminated, quoted or referred to in any publication, presentation or other document (with or without attribution to Integr8 Fuels) at any time or in any manner without the express, 
prior written consent of Integr8 Fuels. 
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