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Introduction

Bunkers are a relatively small part of the overall oil market,
accounting for just over 6%. It is what is happening elsewhere in
the industry that sets the underlying price in our market, but of
course with a number of factors that determine if VLSFO, HSFO or
MGO prices are relatively strong or relatively weak in comparison
with crude oil and other product prices.

This report is an update of our end June look at the oil industry
fundamental outlook and the drivers behind prices in the bunker
market. To summarise, the collapse in oil demand has been huge,
but not as big as first thought. However, expectations now are that
the Covid-19 impact will last longer than originally forecast. Back in
April, when the realization of what was happening became
apparent, the drop in total oil demand in the second quarter was
expected to be just over 23million b/d, now that estimate is close to
16 million b/d (still incredibly big though). Demand is forecast to
continue to rise, but figures for next year are still below the 2019
levels; it is not until 2022 that total oil demand is expected to get
back to the 2019 levels.

Fig 1 - Global Oil Demand - Changes in Expectations
million b/d

Source: Integr8



Trading Intelligence
Research and Advisory Services Division

Issue No. 25 | 20th August 2020

Find more at: www.integr8fuels.com/trading-intelligence

This suggests that demand is rising but is going to take more than
18 months to ‘recover’. Also, we have already seen a number of
setbacks, with local and regional lockdowns being introduced. On
this basis we can expect demand contributions towards higher
prices, but not on a straight-line basis. We have already seen this
over the past 7 weeks as crude oil prices have only edged higher in
a relatively narrow range of $43-45/bbl for Brent front month
futures. This is shown in the graph below, following the collapse in
Brent prices from $70/bbl at the start of the year to a low of $20/bbl
at the end of April.

The shape of price developments in the bunker sector has followed
a similar pattern, a collapse from January through to late April and
a gradual rebound since then, but with prices still well below those
at the start of the year.

“We have already
seen this over the
past 7 weeks as
crude oil prices
have only edged

higher in a
relatively narrow
range of $43-45/
bbl for Brent front
month futures.”

Fig 2 - Brent Futures Prices (front month)
$/bbl

Fig 3 - VLSFO & HSFO Prices in Singapore
$/ton delivered

Source: Integr8

Source: Integr8
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The graph above also illustrates the narrow position of the VLSFO/
HSFO differential over the past 4 months, partly a reflection of
‘smaller differentials a lower prices’, but also a reflection of more
specific developments in the oil markets. VLSFO is currently
relatively weak within the price structure because it is typically a
blended product and component prices are weak from the ‘hit’ in
distillate/gasoline demand. Conversely, HSFO prices are relatively
strong because demand has been less affected in this market than
others and also the OPEC+ crude production cuts have largely
centred on more heavy, higher sulphur crudes, so constraining the
supply of HSFO.

It is the balance between total oil supply and total oil demand that
will determine how overall prices respond going forward. If the
analysts are correct, andwe graduallymove to higher demand over
the next 18 months, then the question is: what happens to supply
at the same time? This means a key focus on the OPEC+
agreement and how this is working, and more specifically the
positions of Saudi Arabia and Russia within the agreement.

The market has seen a massive drop in demand over the first half
of this year and a position where supply was much higher than
demand, i.e. a period of huge stock build. The general outlook for
the next 18 months is an increase in demand to levels just above
supply, i.e. a gradual stock draw. Forecasts tend to show OPEC+
producers moving above quotas during next year, but If OPEC can
maintain full compliance to the existing agreement, then the stock
draw would be greater and so prices likely to be higher.

The final graph illustrates how global oil stock levels could react
after the massive build we have seen during the first half of this
year, where by June 2020 stocks were around 1.7 billion bbls higher
than at 1st January 2019. Given the two supply scenarios, stock levels

Fig 4 - Oil Supply & Demand Outlook
million b/d

Source: Integr8

“Forecasts tend to
show OPEC+

producers moving
above quotas during
next year, but If OPEC

can maintain full
compliance to the
existing agreement,
then the stock draw
would be greater and
so prices likely to be

higher.”
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at the end of next year could be around 1 billion bbls above 1st Jan
2019 based on an OPEC ‘over-production’, or just 0.5 billion bbls
higher if OPEC stick to the agreement.

Current forward curves for crude oil prices show a very flat profile
for next year, rising by only $3.50/bbl by end 2021 for Brent. The
curve for VLSFO is slightly steeper than for crude, at $42/ton higher
at end 2021, which is also a reflection of a shift away from the
current relative weakness in VLSFO pricing.

The implications from the graph above are not a return to prices at
the start of this year, but a rise in prices and the extent dependent
on how OPEC responds and how quickly demand can recover.
Analysts’ expectations for oil demand plus full OPEC compliance
suggests a higher price than the current forward curve. Within this,
bunker prices will follow suit, along with more subtleties
surrounding the VLSFO/HSFO price differential. We will continue
to analyse and report on these industry fundamentals.

Fig 5 - Global Oil Stocks Relative to the Position at Jan 1st 2019
(crude+products) million
bbls (at end period)

Source: Integr8

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 appropriate 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.

Integr8 Fuels consists of Integr8 Fuels Holding Inc of Trust Company Complex Ajeltake Road Ajeltake Island, Majuro Marshall Islands MH 96960 and all of its subsidiaries.


