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Oil prices fall on receding supply
shortage fears, weaker outlook

Iran sanctions and  record US production impact

KUWAIT: Since peaking at near four-year highs in early
October, oil prices have dropped by more than 18 per-
cent, to around $70/bbl (Brent) and $60/bbl (WTI), as
bullish market sentiments shift perceptibly more bearish
on receding fears of a supply shortage caused by US
sanctions on Iran, record high US crude production and
on a weaker global economic and oil demand outlook.
The Trump administration’s decision to temporarily
extend waivers to eight of Iran’s largest customers,
including China, India, Japan and South Korea was a
significant contributor to the bearish narrative. Oil
prices have also been caught up in the broader equity
market sell-off. 

In the futures markets, hedge funds have reduced
their ‘net long’ positions on Brent crude, the difference
between bets on higher prices (‘longs’) and lower prices
(‘shorts’), for the sixth consecutive week, to 260,048
futures and options contracts, according to ICE data.
This is the lowest level since July 2017, indicating that
investors are turning increasingly more negative about
the oil price outlook. 

The precipitous fall in prices, in the case of WTI, by
more than 19 percent to its lowest level since March,
appears to have prompted OPEC to consider the option
of cutting production in 2019, a complete reversal of their
current trajectory. 

This is a far cry from the state of the market in the run
up to oil’s peak at $86 in early October. That rise capped
a two-month price rally that was driven primarily by con-
cerns of a global supply shortage caused mainly by the
US sanctions on Iran and falling output from Venezuela.

There were also doubts about Saudi Arabia and
OPEC’s ability to tap into spare production capacity to
offset these losses, as shown by the slower-than-expected
ramp up in output from OPEC and its allies after they had
indicated in late June that they would pump an additional
1 mb/d over the coming months to keep the market well-
supplied. The slow pace of supply additions while the
price of Brent increased towards its eventual peak even
drew the ire of President Trump, who accused OPEC of
intentionally “ripping off the rest of the world”.

Iran sanctions kick in 
On 5 November, US sanctions on Iran went into full

effect. In all, about seven hundred Iranian entities, includ-
ing individuals, banks and businesses, across the coun-

try’s energy, shipping and financial sectors were target-
ed. Henceforth, foreign countries and entities purchasing
Iranian crude without special US dispensation or trans-
acting with the Islamic Republic’s central bank will be
effectively barred from doing business using the US
financial system-a penalty that has forced Iran’s largest
crude customers to pare back purchases and firms such
as France’s Total to pull out of a planned $4.8 billion nat-
ural gas development project in the country. The interna-
tional payments enabler, SWIFT, also announced that
several Iranian banks will have their access to the plat-
form suspended. 

However, in a surprise move on the eve of the sanc-
tions ‘snap-back’, the Trump administration, announced
that eight of Iran’s largest crude oil customers, including
China, India, South Korea and Japan-but not the EU as a
single entity-would be offered temporary waivers to
allow them sufficient time to cut their imports down to
zero, the administration’s stated objective. The EU, for its
part, continues to hold out hope that its plans for a spe-
cial payments vehicle to help Iran bypass the US finan-
cial system and continue exporting to Europe and Asia
will materialize.   

Implicit in the US’s softer Iran stance is the Trump
administration’s anxiety over spiking oil prices and the
effect on the US consumer both ahead of and after the US
midterm elections. But the markets also took the move as
a signal that the projected loss of Iranian crude may not
be so severe as to leave the markets short of barrels. 

To be sure, Iranian crude exports continue to fall. The
most recent figures show the crude exports at 1.6 mb/d in
October, a decline of 926,000 b/d, or 37 percent, from
the country’s peak export volume of 2.4 mb/d in April, the
month before the US announced its intention to re-
impose sanctions. (Chart 3.) Though the rate of decline
has eased somewhat over the last two months-and may
continue to do so now that the waivers have been issued-
the expectation is that the regime’s crude exports will
probably fall back over the next few months to the previ-
ous sanctions-era levels of around 1-1.2 mb/d. 

OPEC finally opens the taps 
OPEC has finally increased its output to compensate

for Iranian and Venezuelan losses. The group’s crude pro-
duction reached 32.7 mb/d in September, an increase of
630,000 b/d over May’s levels.  Adding in Russia’s output

gain of 390,000 b/d over the same period, then OPEC
and its allies are not far off the 1 mb/d they had promised
in late June. Saudi Arabia, for its part, ramped up produc-
tion in September by 500,000 b/d to 10.5 mb/d, close to
its all-time high of 10.67 mb/d from November 2016. 

Kuwait and the UAE produced around 2.8 and 3.0
mb/d in September, respectively, according to OPEC sec-
ondary sources, which brings their respective incremental
increases from May to 110,000 b/d and 140,000 b/d. The
Saudi energy minister, Khaled Al-Falih, remarked recently
that OPEC is in “produce as much as you can mode”, with
Saudi Arabia looking at possibly 11 mb/d or higher over
the coming months. All the indications are that those oil
producers with the spare production capacity-Saudi
Arabia, Iraq, Kuwait, the UAE and non-OPEC Russia-
intend to increase supplies in the short term. 

While a thinning Saudi and OPEC spare oil production
capacity buffer-estimated at around 2 percent of global
demand, which is low by historical standards-would ordi-
narily sound the alarm bells as far as the markets are con-
cerned, the focus appears to have shifted to the risk that
the market could tip into oversupply.   

Oversupply concerns  
These concerns were recently aired by both the Saudi

energy minister and the Saudi OPEC governor. Both
alluded to surging shale-led production in the US and ris-
ing US crude stockpiles amid weakening slowing global
demand growth. In the US, crude output set another all-
time high record in recently, reaching 11.6 mb/d in the
week-ending 2 November, according to weekly data from
the US Energy Information Administration (EIA).  US
crude production has now surpassed both Russia and
Saudi Arabia as the largest in the world, surging by an
incredible 1.8 mb/d, or 19 percent, in 2018 so far. US
crude stocks also notched up a seventh consecutive week
of increases, to reach 431.8 million barrels. 

Oil market already in surplus
In fact, according to the IEA, oil supply has exceeded

oil demand in every quarter of this year, with more
noticeable stock builds occurring over the second and
third quarters of the year. Saudi oversupply concerns,
therefore, appear to have some substance.

Moreover, on the current supply trajectory, the situa-
tion is not likely to improve in 2019. Not only were oil

demand growth projections brought down this year, by
130,000 b/d to 1.3 mb/d, but the IEA has also cut its
forecast for 2019, by 200,000 b/d to 1.4 mb/d.

The agency cited a combination of higher oil prices,
downward adjustments to Chinese data and weaker global
economic growth, as projected by the OECD and the
International Monetary Fund (IMF). 

Higher oil prices combined with significant currency
depreciation in emerging markets stemming from rising
US interest rates and some capital ‘flight to quality’-risks
the IMF identified in their October WEO- have raised the
domestic cost of oil products in several emerging markets.
In India, for example, which has seen its currency decline
by almost 15 percent this year against the dollar, the
authorities had to reduce domestic gasoline and diesel
prices in early October to mitigate the impact on house-
holds.  Even in the US, higher pump prices for the con-
sumer are beginning to affect demand for gasoline.
Gasoline’s share of total US oil demand is significant at 44
percent, but according to weekly August and September
figures, gasoline demand has been contracting.   

Weighing on the outlook for next year in addition to
tighter US monetary policy is the possibility of height-
ened trade friction between the US and China. Oil demand
would naturally be impacted were an escalation in trade
tariffs to occur and result in slower global economic
growth. The IMF lowered its global growth estimate for
2018 and 2019 by 0.2 percentage points to 3.7 percent, in
part to reflect these downside risks. 

Where now for oil prices?
The balance of risks appear skewed to the downside as

far as oil prices are concerned. The markets seem to be
attaching greater weight to surging OPEC and US crude
production, rising stockpiles and weaker economic
growth ahead than they are to the possibility that Iranian
sanctions and declining Venezuelan production will lead
to a shortage of oil. Prices for future Brent oil deliveries
are lower than for immediate, or spot, deliveries. Known
as backwardation, this state suggests that traders expect
the market to have a surfeit of supply. 

Of course, if OPEC and its partners were to reverse
course  in  2019 and cut  product ion  rather  than
increase it, then the landscape could change dramati-
cally. All in all, the only thing certain in this market
may be more volatility. 

China Oct loan 
data disappoints, 
points to further 
slowing in economy
BEIJING: China’s credit growth slowed sharply
in October, despite pressure by regulators on
banks to help keep cash-starved companies
afloat, pointing to further weakening in the
economy in coming months. While October is
typically a slow month for Chinese credit,
growth in key gauges such as total social
financing and money supply fell to record lows,
reinforcing views that policymakers will need to
step up efforts to revive flagging investment.

The weaker trend also suggested overall
credit conditions in China tightened last month
despite recent easing in monetary policy,
including moves by the central bank to bring
down market interest rates and four cuts in
banks’ reserve requirements so far this year.

“October credit  data is  weaker than
expected,” said Luo Yunfeng, an analyst at
Merchants Securities in Beijing. However, Luo
believes the room for further policy easing is
limited as Beijing remains concerned about
controlling debt and financial risks, which

were fuel led by past  spending binges.
Chinese banks extended 697 billion yuan
($100.23 billion) in net new yuan loans in
October, central bank data showed yesterday,
much less than expected.

Analysts polled by Reuters had predicted

new loans of 862 billion yuan in October, down
from 1.38 trillion yuan in September but well
ahead of seasonal norms as lenders began to
heed regulators’ calls to support smaller firms
hit by the economic slowdown, especially those
in the private sector. — Reuters

Vietnam’s newest 
airline Bamboo 
gets license
HANOI: Vietnam’s newest carrier Bamboo
Airways has been granted a license to fly, officials
and the airline said, paving the way for its inaugu-
ral flight in a region crowded with competitors. 

Run by one of the country’s richest men,
Bamboo will compete with well-established

heavy hitters such as national carrier Vietnam
Airlines and budget carrier Vietjet to serve a
mushrooming middle class with growing
appetites, and budgets, for travel.  

Vietnam’s Transport Ministry said Bamboo’s
official aviation license had been approved and
that it would aim to operate 100 routes, includ-
ing to lesser-travelled destinations in Vietnam
and elsewhere in Asia, with plans to eventually
f ly to North America. “The f irst domestic
flights... are aimed at reducing pressure on avia-
tion infrastructure in major cities, strengthening
regional l inks (and) promoting tourism to
Vietnam,” the Transport Ministry said in a state-
ment yesterday. 

The airline is owned by Trinh Van Quyet, who
heads the FLC property empire that includes lush
beachside resorts, golf clubs and luxury condos
across Vietnam, a country still under one-party
communist rule. Bamboo has already signed up to
buy 20 of Boeing’s 787 Dreamliners worth $5.6
billion and committed a further $3.2 billion to buy
24 Airbus A321neo planes. 

The airline said its inaugural flight, originally
scheduled for last month, should take place
before the end of the year.  “We have conducted
a flight test, the results show that the aircraft
fully meets technical specifications (and is)
ready to go into operation,” CEO Dang Tat
Thang said in a statement.  — Reuters

Hedge funds 
resume attack 
on sterling 
LONDON: The likelihood of a hard
Brexit, where the UK economy crashes
out of the European Union without
securing a trade deal, is rising once
again. And hedge funds smell blood
again.

Funds and speculators trading US
futures markets are once again turning
their guns on sterling, extending their
net short position for the second week
in a row, something they haven’t done
for over two months.

The latest Commodity Futures
Trading Commission figures for the
week ending Nov. 6 show funds
increased their net short sterling posi-
tion by 4,317 contracts to 56,799 con-
tracts. That’s a $4.6 billion bet that the
pound will fall.

The bearish turn comes against a
renewed wave of negative domestic
Brexit headlines for the pound: more
government resignations, a cabinet
divided more than ever, and growing
signs parliament won’t back Theresa
May’s proposed compromise with
the EU.

Funds and speculators had gradually
scaled back their net short CFTC ster-
ling position for most of last month to
$3.8 billion from $6.5 billion in mid-
September, which was the largest bet
against the pound since May last year.
But that came to an abrupt halt in the
last two weeks. 

And if the UK political backdrop
deteriorates further, don’t be surprised if
sterling tests and then breaks below the
$1.2650 low that has been in place since
April last year.

There’s certainly room for specs to
expand their net short position. As

recently as late September it was nudg-
ing 80,000 contracts, while in March
last year it reached a record 107,844
contracts worth $8.4 billion.

In September, the pound was as high
as $1.33; in March last year it was as low
as $1.22. It’s currently hovering just
above $1.28, so if funds intensify their
attack on the pound, that $1.22 low
could soon come back into view.

Currency traders may already be
bracing for that lurch lower. Implied
one-month sterling/dollar volatility rose
above 11 percent on Monday for the first
time in nearly two years, and euro/ster-
ling one-month implied vol hit its high-
est in a year at 8.7 pct.

The difference between sterling/dol-
lar vol and euro/dollar vol is now its
widest in over two years.

Sterling is not alone in its struggle
against the dollar, which is on the
march against all major currencies. But
it has the added drag of Brexit, which
is infecting the domestic UK growth
outlook.

The European Commission last week
released its latest 2019 growth projec-
tions. Britain was bottom of the 28-
strong list of EU nations, alongside Italy,
with growth next year forecast to be
just 1.2 pct.

Bank of England Deputy Governor
Ben Broadbent said on Monday that the
effect of Brexit uncertainty on business
investment had intensified this year, and
that growth in the fourth quarter looks
likely to slow.

With less than five months left before
Britain and the EU officially part ways, a
one-in-four chance remains the sides
will fail to reach a deal on the terms of
departure, according to economists
polled by Reuters last week. Taken
together, falling investment, slowing
growth and political paralysis paints a
pretty bleak picture for the pound. How
much of that is reflected in the exchange
rate and investor positioning already
will determine how much lower sterling
goes from here. If at all. — Reuters

SHANGHAI: This aerial picture taken on the night shows traffic on an elevated intersection in
downtown Shanghai. — AFP


