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Oil prices look for traction amid 
coronavirus-hit economic activity

Oil market seen tightening in 2H20 as demand growth outpaces supply growth
KUWAIT: Oil prices tested the upper lim-
its of their near two-month trading ranges
recently, with Brent and WTI futures
touching five-month highs of $45.46/bbl
and $42.9/bbl last week, respectively.
Since hitting a low of $19.3/bbl on 21 April,
the international benchmark Brent has
more than doubled in price (+135 per-
cent), though it remains down over 31 per-
cent so far in 2020. 

Oil’s recent movements were catalyzed
by a combination of better-than-expected
US jobs data and a third consecutive week
of US inventory drawdowns. The US Dept
of Labor’s employment release showed
weekly initial unemployment claims falling
from 1.19 million to 963,000 in the week
ending (w/e) 8 August, the first time that
they have been below 1 million since mid-
March. In the same week, US commercial
crude stocks declined by 4.5 mb to 514 mb
(-5 percent from their record high of 540
mb in the w/e 19 June). 

Stocks are still around 49 mb (10 per-
cent) above the seasonal average but they
are declining. They now provide around 35
days’ worth of supply cover compared to
a historic high of 42 days in early May.
Gasoline and distillate stocks also fell. But
crude refining activity continues to be
sluggish amid resurgent coronavirus in-
fections; while refinery crude demand has
increased recently, at 14.7 mb/d, it is still
down 15 percent y/y.

Spiking and persistent global COVID-
19 infections continue to worry the mar-
kets, dampening economic activity and
stoking oil demand fears. Prices may re-
main range-bound until major demand-
side announcements are made. These
could be additional fiscal stimulus, sizeable
drawdowns in crude and petroleum stocks,
accelerating economic activity in large, oil
consuming economies such as China, or a
vaccine break-through.

Markets had been hopeful that US con-
gressional lawmakers would sign off on a
trillion dollar plus coronavirus stimulus
package, but partisan wrangling has de-
layed it. Lawmakers return from recess in
September.

China’s purchases of crude in recent
months have helped tighten the oil mar-
kets. Imports in June reached a record 12.9
mb/d, according to the General Adminis-
tration of Customs (GAC), breaking the
previous month’s record of 11.3 mb/d as
China took advantage of the Saudi-Russ-

ian oil price war to load up on cheap
crude. Refinery processing rates also set a
record in July, jumping 12 percent y/y to
14.0 mb/d, the National Bureau of Statis-
tics (NBS) reported. 

Weak refining margins
Globally, refining margins (crack

spreads i.e. the difference between crude
feedstock prices
and refined product
prices) are under
pressure due to
crude demand
growth overshoot-
ing refined prod-
ucts demand
growth. While
crude prices have
gained over the last
few months as supplies are curtailed and in
anticipation of stronger economic activity,
products prices-gasoline, diesel (gasoil)
and especially jet fuel-more closely reflect
consumption. The crack spread for gasoil
in Singapore was still down at around
$6/bbl last week, having been as high as
$16.15/bbl last January, according to Platts. 

Weak refining margins in Asia partly
motivated the reduction in crude official
selling prices (OSPs) for September by re-
gional oil producers. Saudi Aramco and
Kuwait’s KPC cut the price of their Arab
Light and Kuwait Export Crude prices

(KEC) (reduced the premium over the
Oman/Dubai benchmark) by $0.30-
0.35/bbl. 

The International Energy Agency (IEA),
in its August oil market report, revised
down its estimate of oil demand growth
this year, by 140 kb/d to -8.1 mb/d, due to
COVID-impaired mobility. This is the
steepest annual contraction in oil demand

in history, with
overall global oil
demand like to fall
to 91.9 mb/d on
avg. in 2020. Weak
demand for jet fuel
is especially con-
cerning; the num-
ber of air
kilometers travelled
in July was still 67

percent down y/y. 2021 should see oil de-
mand rebound by 5.2 mb/d to 97.14 mb/d-
still almost 3 mb/d below the
pre-pandemic level. 

On the supply side, the ending of the
first phase of the OPEC+ agreement on 1
August would have seen the producers’
group begin to taper their cuts to 7.7 mb/d
for the next five months from 9.7 mb/d. In
practice, OPEC supplies already started
rising in July due to the ending of the ad-
ditional voluntary cuts undertaken by
Saudi Arabia, Kuwait, the UAE and Oman.
OPEC-13 production increased by 978

kb/d (+4.4 percent m/m) to 23.17 mb/d in
July, with OPEC-10 compliance falling to
96.7 percent from 112.8 percent in the pre-
vious month, according to OPEC. 

Production boosted
Saudi Arabia increased output by 866

kb/d to 8.41 mb/d (103 percent compli-
ance), Kuwait upped its production by 73
kb/d to 2.16 mb/d (102 percent) and the
UAE raised its supplies by 98 kb/d to 2.43
mb/d (102 percent). Serial non-compliers
Iraq and Nigeria again failed to honor their
OPEC+ pledges to cut more than was re-
quired to compensate for three months of
overproduction; Iraq pumped 3.75 mb/d in
July (85 percent compliance), but now
needs to make 850 kb/d worth of compen-
satory cuts. It earlier promised 400 kb/d
of cuts this month and next. A Joint Minis-
terial Monitoring Committee (JMMC)
meeting is currently taking place. No
change in policy is expected, though.    

With demand still weak, the prospect of
increased OPEC+ supplies reaching still-
saturated markets is bearish for oil prices.
Perhaps partly mitigating this will be the
fact that volumes will not reach the 2 mb/d
due to compensatory cuts by Iraq and oth-
ers. Saudi Arabia also explained that most
of its 588 kb/d of extra August supply will
be consumed domestically (for summer
electricity needs) rather than exported.

US crude production, at 10.7 mb/d in

the w/e 7 August, is still struggling to re-
cover. Output remains down 2.4 mb/d (18.3
percent) from its all-time high of 13.1 mb/d
in February. The industry is suffering from
low oil prices, a dearth of capital, reduced
investor risk appetite and balance sheet re-
pair by the oil firms. US oil rig counts have
plummeted to 172, the lowest level since
pre-shale boom 2005, Baker Hughes re-
ported.  

Recent noise about US shale producers
bringing back idled oil wells has not yet
shown up in the weekly figures at the ag-
gregate level. Shale operators surveyed by
Rystad Energy showed that most intended
to restore almost all-shut in production by
the end of September, but this is very much
dependent on oil price recovery. Canadian
and Brazil oil production, however, appears
to have picked up, the IEA noted. 

Expectations are that the oil market will
tighten in 2H20, with demand growth out-
pacing supply growth. This should result in
a drawdown in global inventories that
should peak in 4Q20. Prices should there-
fore firm. This forecast comes with the im-
portant caveat that oil demand does not
deteriorate due to worsening coronavirus
infection rates. Moreover, OPEC+ disci-
pline will need to be maintained. Libyan,
Iranian and Venezuelan production remain
wildcards with bearish price potential,
given how far output has fallen below po-
tential in these countries.

Saudi, Kuwait
increase

production

SYDNEY: Australian flag carrier Qantas announced
plans yesterday to cut almost 2,500 more jobs, just
days after posting a huge annual loss as it reels from
a collapse in demand caused by the coronavirus. Qan-
tas and its budget offshoot, Jetstar, said they would
outsource their ground handling operations at all do-
mestic airports, pending a final review of the roles.

It comes on top of 6,000 redundancies already
announced as the company undertakes a US$10-bil-
lion cost-cutting blitz in response to “the most chal-
lenging period” in its 99-year history. Qantas
Domestic CEO Andrew David said the proposal
would save an estimated US$72 million a year.

“Right now, our domestic capacity is at 20 percent
of pre-COVID levels and international travel is ex-
pected to take years to recover,” he said. “We know
travel restrictions will lift eventually, but the market
will be very different.”

More than 200 Qantas planes have been
grounded, David said, after the firm’s revenues col-
lapsed 82 percent between April and June. Qantas’s
main competitor, Virgin Australia, went into voluntary
administration in April shortly after Australia closed
its international borders and domestic travel plunged. 

Virgin has closed its budget subsidiary Tigerair
Australia and axed 3,000 staff as it prepares to re-
launch under the new ownership of US private eq-
uity giant Bain Capital. Parts of Australia-which has
recorded roughly 25,000 cases of coronavirus and

525 deaths to date-remain in lockdown while travel
between most states is restricted. Government of-
ficials have said the country will not reopen its in-
ternational borders to travellers until a vaccine is
found. —AFP
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MELBOURNE: A Qantas logo adorns the side of the Qantas terminal at Melbourne Airport — AFP

TOKYO: The coronavirus shock is boosting the
amount of money flowing into Japan’s economy and
may fire up inflation, achieving what years of ultra-
loose monetary policy failed to do, the central
bank’s former top economist, Hideo Hayakawa, said
yesterday.

The Bank of Japan has been printing money ag-
gressively for years as part of a policy of quantita-
tive easing, hoping to spur consumption in the
world’s third biggest economy and reach an elusive
inflation target of 2 percent. But most of the money
piled up in financial institutions’ reserves instead of
spreading out across the economy, as risk-averse
Japanese firms stayed wary of boosting spending.

After COVID-19 struck, however, the money
printed by the BOJ is trickling down to households
and companies, as the government ramps up
spending and commercial banks boost lending to
cash-strapped firms, said Hayakawa. “Money is
flowing into companies and households, leading to
a surge in savings,” Hayakawa, whose views are
closely tracked by incumbent policymakers, told
Reuters. “Consumption could boom once the pan-
demic subsides, pushing up growth and inflation.”

Even if that scenario is not reached for years,
policymakers should not assume that persistent de-
flation will cap bond yields, allowing Japan to run a
huge fiscal deficit at low cost forever, he said.

“There’s a strong belief among Japanese policy-
makers that prices will never perk up, and so it’s
okay to keep running a huge fiscal deficit,” said
Hayakawa, who is now a senior fellow at the Tokyo
Foundation for Policy Research. “But you never
know how COVID-19 could affect prices. The
biggest fear for the BOJ is a steady rise in inflation,”
he said, adding that such an increase would force
the bank to consider whittling down stimulus with-
out sparking an unwelcome spike in yields.

Bank lending has hit a record high in recent
months as companies hoarded cash to tide over the
sweeping impact of the pandemic. Deposits also
rose to a record 786 trillion yen ($7.4 trillion) in
June and surged 8.3 percent in July from a year ear-
lier, as households saved some of the cash doled
out by the government in its steps to cushion the
disease blow.  — Reuters
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BERLIN: The German economy contracted by a
record 9.7% in the second quarter as consumer
spending, company investments and exports all col-
lapsed at the height of the COVID-19 pandemic, the
statistics office said yesterday.

The economic slump was much stronger than
during the financial crisis more than a decade ago,
and it represented the sharpest decline since Ger-
many began to record quarterly GDP calculations in
1970, the office said. Still, the reading marked a
minor upward revision from an earlier estimate for
the April-June period of -10.1 percent that the office
had published last month.

Consumer spending shrank by 10.9 percent on
the quarter, capital investments by 19.6 percent and
exports by 20.3 percent, seasonally adjusted data

showed. Construction activity, normally a consistent
growth driver for the German economy, fell by 4.2
percent on the quarter. “The second quarter was a
complete disaster,” VP Bank economist Thomas
Gitzel said. “Regardless of whether it is about in-
vestments, private consumption, exports or even im-
ports -everything was in free fall.”

The only bright spot was state consumption,
which rose by 1.5 percent on the quarter due to the
government’s coronavirus rescue programs, the of-
fice said. The German parliament has suspended the
debt brake this year to allow the government to fi-
nance its crisis response and fiscal stimulus push
with record new debt of 217.8 billion euros. The fis-
cal U-turn after years of balanced budgets means
that the German state recorded a budget deficit of
51.6 billion euros from January to June, the statistics
office said in a separate statement. That represents
a deficit of 3.2 percent of economic output as meas-
ured by the EU’s Maastricht criteria.

Employment edged down by 1.3 percent on the
year to 44.7 million in as sign that the government’s
efforts to shield the labor market from the coron-
avirus shock with its short-time work program are
paying off. The relatively mild impact of the crisis on

employment helped to stabilize income for many
households, which together with the reluctance to
consume, led to a considerable increase in house-
hold saving.

The savings rate almost doubled to 20.1 percent
in the 2nd quarter compared to the previous year,
the office said. The German central bank expects
household spending to drive a strong recovery in the
third quarter, though the economy might not reach
its pre-crisis level before 2022.

The government’s stimulus measures include a
temporary VAT cut from July to December worth up
to 20 billion euros, which Berlin hopes will give
household spending an additional push. “The re-
opening of the economy will give the German econ-
omy a strong boost in the period from July to
September,” Gitzel said, but he added that the mo-
ment of truth would come in the autumn and winter
months, which could see a wave of bankruptcies.

“In addition, the negative consequences of
structural change in the automobile industry are
becoming increasingly evident,” Gitzel said,
pointing to many small suppliers in the sector that
are struggling to adapt to digitization and electri-
fication.  — Reuters
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