
KUWAIT: The volatility that characterized oil markets in late
August gave way to a more settled period in September,
with benchmark crudes, Brent and West Texas Intermediate
(WTI), trading within the $46-49.0 per barrel (bbl) and $44-
46.0/bbl ranges, respectively, for most of the month. At
September’s close, Brent settled at $47.2/bbl while WTI
reached $45.1/bbl. Both crudes were still down near six-and-
a-half-year lows, however, depressed by continued worries
about economic growth in emerging markets, particularly
China’s, and by the persistence of the crude oil supply glut.
The US Federal Reserve’s decision to hold interest rates
steady was partly an implicit acknowledgment of the former,
while the supply overhang dynamic was further evident in
the rise to record levels of OECD commercial oil stocks  and
continued price discounting by regional oil producers
Kuwait and Iran. The current discount of Kuwaiti export
crude (KEC) against Saudi Arabia’s benchmark Arab Light for
Asian customers is the largest in 10 years as efforts intensify
even among OPEC members to retain market share.

Meanwhile, in the futures markets, the price for long-dat-
ed crude oil continues to trade higher than spot crude (i.e.
crude for immediate delivery). (Chart 2.) The differential
between the two prices in the so-called contango curve has
narrowed, however, indicating that the appetite for storage
for speculative purposes may be waning. As of September
30, according to the futures market, the price of Brent crude
is expected to increase to $55.2/bbl by December 2016 and
to $58.6/bbl by December 2017.

Crude supply glut should ease in 2016 as oil demand
rebounds and oil supply begins to be negatively affected by
low oil prices.

The expectation that oil prices will rebound going into
2016 and beyond is based on a predicted unwinding of the
demand/supply mismatch. The oil supply glut, which the
International Energy Agency (IEA)estimated to be around 1.6
million barrels a day (mb/d) during the third quarter of this
year (3Q15), should begin to ease as demand rebounds from
the lows of 2014 and supply growth slows due to cuts in
investment and ultimately production due to low oil prices. 

Looking ahead, the current oil surplus could steadily
decline and turn into a deficit of almost -0.5 mb/d by 4Q16
(Chart 4.) as oil demand growth outpaces oil supply growth.
On the demand side, 2015 should see demand rising to a
five-year high of 1.7 mb/d before moderating in 2016 to 1.4
mb/d. Preliminary estimates for 3Q15 show that demand
growth topped 1.7 mb/d for the third quarter in a row, boost-
ed by better-than-expected numbers from the US, China,
Europe and Russia. (Chart 5.) Improving macroeconomic fun-
damentals, baseline revisions in the US and still strong
demand from China’s petrochemical and transport sectors
helped keep demand firm. Underpinning this trend is the
stimulative effect on crude oil demand of lower oil prices.

Conversely, low oil prices are having a negative effect on
global supplies, especially on non-OPEC crude oil produc-
tion. According to the IEA, non-OPEC supply growth, having
peaked in 4Q14 at 2.6 mb/d,is expected to slow consider-
ably, to -0.3 mb/d by the end of the year before bottoming
out at -0.9 mb/d at the end of 2Q16. For 2015 as a whole, the
IEA expects non-OPEC supply growth to slow to 1.1 mb/d,
from 2.3 mb/d last year. In 2016, non-OPEC supply growth is
projected to contract by 0.5 mb/d. The IEA anticipates that a
significant portion of this will be due to declines in US light
tight oil production (LTO) i.e. shale. With oil prices below the
estimated breakeven cost for major US shale plays, the
decline in drilling and completion rates that has been
observed since the start of the year is expected to extend
well into 2016.

OPEC output,  meanwhile,  at 31.9 mb/d in August,
remains elevated near the 22-month high recorded in July
and well above the group’s official production ceiling of 30
mb/d. Production has surged by more than 1.5 mb/d year-
on-year (y/y) even while prices have fallen by more than 50%
over the same period. Compared to July, however, OPEC pro-
duction did decline by 20,000 b/d on slightly lower output
from Saudi Arabia, the UAE and Angola among others.
Nevertheless, Saudi Arabia, along with the UAE and Iraq,
continues to pump at or near record levels. Saudi Arabia’s
output of 10.2 mb/d in August was the sixth in a row to top
10.0 mb/d, suggesting that the kingdom remained steadfast
in its pursuit of market share. Elevated output was also in
response to heightened domestic power demand during the
hot summer months.  

I raqi  production,  which includes output from the
Kurdistan Regional Government’s (KRG) oil fields, hit another
all-time high, of 3.76 mb/d, in August. Output has surged
despite the conflict with Islamic State (IS) and plunging oil
prices.

Kuwait, meanwhile, boosted oil production by 70,000 b/d
to 2.89 mb/d, according to official sources. This was the high-
est figure in a year, and resulted from the successful applica-
tion of enhanced oil recovery (EOR) techniques to the coun-
try’s maturing fields. Otherwise, output could conceivably be
down by at least 250,000 b/d in view of the cessation of pro-
duction from both the Khafji and Wafra oil fields that Kuwait
shares with Saudi Arabia in the Neutral Zone. The two coun-
tries have yet to resolve the operational dispute that shut-
tered production.

For the third month in succession, Iranian production
edged up in August, to 3.18 mb/d. Iran is preparing the
ground for a full return to the oil markets in early 2016 when
sanctions are expected to be lifted. Iran expects output to
rise by 500,000 b/d as soon as sanctions are removed and by
1.0 mb/d within months. Many observers view this figure as
optimistic, however.

Iran’s return to the oil markets in 2016 amid the persistent
supply glut that has forced down prices is likely to dominate
proceedings at OPEC’s next meeting in December. It remains
to be seen whether the group will accommodate Iran by
lowering individual quotas or continue with its Saudi-led
strategy of resisting production cuts in the interests of pre-
serving market share.
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LONDON: OPEC forecast yesterday that demand for its oil in
2016 would be much higher than previously thought as its
strategy of letting prices fall hits US shale oil and other rival
supplies, reducing a global surplus. In a monthly report, the
Organization of the Petroleum Exporting Countries (OPEC)
forecast the world would need 30.82 million barrels per day
(bpd) from the group next year, up 510,000 bpd from the pre-
vious prediction.

OPEC’s forecast, if realized, would be a further indication its
strategy is working. The group last year refused to prop up
prices and instead raised output, seeking to recover market
share taken by higher-cost rival production. Oil is trading just
below $53, half its price of June 2014. Supply outside OPEC is
expected to decline by 130,000 bpd in 2016, the report said,
as output falls in the United States, the former Soviet Union,
Africa, the Middle East and much of Europe.  Last month,
OPEC predicted growth of 160,000 bpd.“This should reduce
the excess supply in the market and lead to higher demand
for OPEC crude,” OPEC said in the report, “resulting in more
balanced oil market fundamentals”.

The higher call on OPEC comes despite weaker global
demand growth overall. OPEC trimmed its estimate of 2016
world oil demand growth by 40,000 bpd to 1.25 million bpd,

citing slower growth in China. Other forecasters also expect
less oil from non-OPEC. The International Energy Agency,
which advises industrialized countries, sees an even bigger
drop in their supply in 2016. The next IEA report is due out
today. Output in the United States - the biggest source of non-
OPEC supply growth in recent years - is being hit by reduced
drilling activity and tighter credit conditions have reduced
companies’ access to funds, OPEC said. The report said OPEC
members continue to boost supplies.  According to secondary
sources cited by the report, OPEC pumped 31.57 million bpd
in September - up 110,000 bpd from August and almost 2 mil-
lion bpd more than its prediction of the demand for its crude
this year.

With the higher demand it expects for OPEC crude in 2016,
the report points to a 750,000 bpd supply surplus in the mar-
ket next year if the group kept pumping at September’s rate,
down from 1.23 million bpd indicated in last month’s report.

In the third quarter of 2016, demand for OPEC crude will rise
to an average of 31.50 million bpd, OPEC predicted - similar to
current output and leaving almost no surplus. Saudi Arabia, the
driving force behind’s OPEC’s refusal to cut output, told OPEC it
trimmed production to 10.23 million bpd in September, a fur-
ther decline from June’s record rate. — Reuters

UM QASR: Iraqi merchants from the Basra region demonstrate outside the gate of the port of Um Qasr to scrap the new
tax law, yesterday. Arabic slogan reads: “No for tax on sales”. — AFP 

OPEC sees more demand 

for its crude oil in 2016 
IEA says non-OPEC supply to fall in 2016

BEIJING: Volkswagen said yesterday it is recalling 1,950 diesel
vehicles in China to change engine software it has admitted
cheats on emissions tests and Singapore suspended sales of the
company’s diesel cars. The German automaker admitted last
month that 11 million of its vehicles worldwide were fitted with
cheating software to beat emission tests.

The recall in China applies to 1,946 Tiguan sport utility vehicles
and four Passat B6 sedans, all of them imported, the company
said. It said it was developing technical solutions and had yet to
submit them to Chinese authorities for approval. Volkswagen’s
business in China, the largest auto market by number of vehicles
sold, has suffered little impact from the emissions scandal due to
the lack of popularity of diesel cars among Chinese drivers. But
foreign companies are closely watched by Chinese authorities,
and state media publicize suggestions of misconduct.

Europe’s biggest automaker has acknowledged it installed
software dubbed “defeat devices” on diesel vehicles that switched
on pollution controls when cars underwent emissions tests and
switched off during driving to improve performance.

S&P cuts rating
Meanwhile, the international credit rating agency Standard

and Poor’s on Monday cut by one notch the long-term debt rating
of German auto giant Volkswagen in the wake of the pollution-
cheating scam involving its diesel vehicles.  S&P said in a state-
ment it was downgrading VW’s long-term debt rating to A- and
could cut “by up to two more notches” again in future in face of
the “wide-ranging negative credit consequences following its
admission that it installed software designed to manipulate diesel
engine exhaust emissions in 11 million vehicles.”

“Volkswagen would like to sincerely apologize for any incon-
venience caused to our customers,” the company said in a state-
ment. “We would like to assure that we will do everything human-
ly possible to win back trust and take care of any concerns.”

In Singapore, the National Environment Agency said in a state-
ment that sales of the company’s diesel cars would be suspended
until models were rectified to meet official emissions guidelines,
adding that it “takes a serious view of any misrepresentation by
Volkswagen Group.”—AP
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HSBC whistleblower

Falciani fails to

appear at Swiss trial

ZURICH: Herve Falciani, a former employee of
HSBC’s Swiss private bank who leaked information
on clients and their tax situation, failed to appear at
his Swiss trial yesterday, forcing it to be rescheduled.

Falciani, who is based in France, is accused in
Switzerland of unauthorized acquisition of data,
financial espionage and violating Swiss bank and
business secrecy rules.

“It was simply postponed because he was not
present,” a spokeswoman for the Federal Criminal
Court in Bellinzona said, adding that the trial would
resume on Nov 2. She declined to say whether
Falciani would now be tried in absentia next month,
as legal experts have suggested. “We will see if he
comes or not. We don’t know,” she said. HSBC’s Swiss
unit has been in the spotlight since 2008, when
Falciani, a former IT employee at HSBC, fled Geneva
with files that were leaked to the media and are
alleged to show evidence of tax evasion by clients.
The French daily Le Monde has said it identified
more than 106,000 clients.

Authorities in France, Austria, Belgium and
Argentina have also said they are investigating.

Falciani, 43, has said he is a whistleblower trying
to help governments track down citizens who used
Swiss accounts to evade tax. Swiss prosecutors say
he is a thief who betrayed his employer.

Geneva’s public prosecutor searched HSBC’s
lakeside Swiss office in February after opening a
criminal inquiry into allegations of aggravated
money laundering. The media leaks on HSBC
accounts held in Switzerland unleashed a public
storm around the British bank. HSBC has apolo-
gised to customers and investors over the previous
failings of its Swiss business and said it has over-
hauled the operation. Falciani told a Spanish paper
in May the revelations so far were “only the tip of
the iceberg”, and that tax authorities had access to
a lot more data.  — Reuters
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