
PARIS: The world is set for its first annual decline in oil
consumption in more than a decade due to the impact
of the coronavirus outbreak, the IEA said yesterday.

In its latest report —  which did not take into
account an oil price war  after Saudi Arabia and Russia
failed to agree to continue production cuts-the
International Energy Agency chopped its current
demand forecast by 1.1 million barrels per day (mbd) in
its base case scenario as the coronavirus continues to
spread around the world. That would make for a small
annual drop of 90,000 barrels per day, the first since
2009. That forecast however is based on the assump-
tion that China brings the outbreak there under control
by the end of the month and that containment measures
elsewhere have less of an impact on demand.

Oil consumption tanked in February, with the IEA
estimating it fell by 4.2 mbd from the same month last
year, of which 3.6 mbd was in China.  While the IEA did
not provide specific monthly consumption figures, there
is likely a drop of around 4.5 percent.

“The coronavirus crisis is affecting a wide range of
energy markets-including coal, gas and renewables-but
its impact on oil markets is particularly severe because
it is stopping people and goods from moving around,
dealing a heavy blow to demand for transport fuels,”
IEA chief Fatih Birol said.  “This is especially true in
China, the largest energy consumer in the world, which
accounted for more than 80 percent of global oil
demand growth last year,” he added.

China has imposed quarantines in large swathes of
the country, with many factories shuttered and millions
of people in lockdown. 

While some factories have resumed production,
global supply chains have already been badly disrupted
in some industries. Travel has also been hard hit, with

international airlines slashing services to areas affected
by outbreak, both in response to restrictions imposed
by authorities and to a decline in customers.

China recovery crucial 
The IEA also provided a more pessimistic scenario

where there is no quick recovery in China’s economy-in
that case, demand could drop by 730,000 barrels per
day. “While the repercussions of the virus are spread-
ing to other parts of the world, what happens in China
will have major implications for global energy and oil
markets,” said Birol.

Oil prices fell by as much as 30 percent at one point
early yesterday after Saudi Arabia launched an all-out
price war on Sunday with the biggest cut in its prices in
the past 20 years after OPEC and Moscow failed to
clinch a deal to reduce output. 

Deals to restrain output by Saudi-led OPEC and a
handful of other producers including Russia have kept
oil prices from crashing in recent years as US shale
producers ramped up production, undercutting cartel
oil. The IEA also provided a medium-term outlook,
which sees a strong rebound next year, but then growth
in demand slows as consumption of transportation fuels
grows more slowly.

By 2025 demand will increase by 5.7 mbd but out-
put capacity is forecast to rise by more than that, at 5.9
mbd, with most coming from non-OPEC sources.

Lost revenue
With oil erasing over a third of its value overnight

after a messy breakup of the OPEC+ alliance, OPEC
members are bleeding over half a billion dollars a day in
lost revenue, according to Reuters calculations. For the
most part, oil is a top income source for members of

the Organization of the Petroleum Exporting Countries
and such a dramatic fall in prices will put strain on their
economies, some of which such as Iran and Venezuela,
are already on the brink.

Brent crude futures were down by as much as 31
percent to $31.02 yesterday, their lowest since mid-
February 2016. At that low, prices were down nearly
$20 a barrel from a high before the meeting of OPEC
and its allies on March 6. This means that in total, and
based on their average February production, OPEC

members lost more than $500 billion in revenue,
according to Reuters calculations.

The losses are a lot more pronounced when com-
pared with the high of $71.75 a barrel that Brent hit in
January. OPEC had been pushing for expanding the
existing cuts with its allies, known as OPEC+, by an
additional 1.5 million barrels per day to over 3 million
bpd until the end of the year. Russia turned the propos-
al down, causing the collapse of the alliance and the
start of a price war over market share. — Agencies
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Oil crash: Saudi 
Arabia’s risky 
price war 
RIYADH: Saudi Arabia sent energy markets into a
tailspin yesterday after slashing crude prices, a
risky gambit to sideline competitors including
Russia that will test the fortunes of Crown Prince
Mohammed bin Salman.

Riyadh’s shock and awe strategy has wide-
reaching consequences for global oil producers,
already reeling from a slump in demand due to the
fast-spreading coronavirus.

But it could also be an existential threat to the
Gulf kingdom as it coincides with a royal purge
that saw King Salman’s brother and nephew
detained and as it imposes stringent measures to
contain the spread of coronavirus. Here are some
key questions surrounding the meltdown and the
strategy driving the world’s top crude exporter:

What triggered price war?
OPEC kingpin Saudi Arabia led a renewed push

last week to reduce crude output to offset the
impact of coronavirus, but Russia-the world’s sec-
ond biggest producer-refused to tighten supply.
An apparently furious Riyadh responded with the
biggest cuts to prices in two decades, moving to
snatch some of Russia’s market share and trigger-
ing turmoil in energy markets.

As oil prices saw their biggest drop since the
1991 Gulf War, analysts warn that the move will
continue to drive prices down towards $20 a bar-
rel if the two sides do not reach an agreement.

“The Saudi actions could be a negotiating tactic
designed to bring Russia back to the table, but the
market is unlikely to be sanguine in the near term,”
investment bank Berenberg said in a note.

What is economic fallout?
The price collapse will have wide-ranging con-

sequences-from battering revenues in energy-
dependent economies to sparking global deflation
and impeding oil exploration projects, analysts say.

But it could be particularly devastating for Gulf
states, which account for a fifth of global crude
supplies and where oil income makes up 70-90
percent of public revenues. The new develop-
ments are reminiscent of the price war that erupt-
ed in 2014, sending oil prices crashing to less than
$30 a barrel. 

Revenues in the Gulf countries were battered,
forcing them to resort to austerity measures-
which are often politically sensitive-plus borrow-
ing and drawing down on their assets to plug
budget deficits.

The US shale industry may also be unable to
absorb the shock and will struggle to compete for
market share with bigger players such as Saudi
Arabia, analysts warn. The oil players are compet-
ing for a declining market share - the chaos comes
amid warnings that the world is set for its first
annual decline in oil consumption in more than a
decade due to the impact of the coronavirus.

Who will blink first?
The confrontation could become a game of

chicken between Riyadh and Moscow as well as
other oil competitors, with the winner the one best
able to withstand the damage. Deep-pocketed
Saudi Arabia is an ultra low-cost producer of
crude at just $2.80 per barrel, far lower than its
global rivals. But with its more diversified econo-
my, Russia is a formidable rival. —AFP

Coronavirus to cause first annual 
decline in oil use in decade: IEA

OPEC countries lose $500m a day in oil price crash

NEW YORK: People walk by the New York Stock Exchange (NYSE) yesterday in New York City. — AFP

LONDON: Even before the OPEC+
output agreement broke down on Friday,
sending oil prices into a tailspin, hedge
funds had launched a second wave of oil-
related selling and established one of the
most bearish positions since the price cri-
sis of 2014-2016.

Hedge funds and other money man-
agers sold the equivalent of 133 million
barrels in the six most important petrole-
um futures and options contracts in the
week ending today. Funds were sellers of
Brent (60 million barrels), NYMEX and
ICE WTI (31 million), US gasoline (25
million), US diesel (4 million) and
European gasoil (12 million). Over the last
eight weeks, portfolio managers have sold
a total of 579 million barrels, more than
reversing purchases of 533 million in the
final quarter of 2019.

The hedge fund community’s overall
long position had been slashed to just 392
million barrels by March 3, down by 60
percent from 970 million at the start of
the year, and the lowest since the start of
2019. Fund managers have a in-built bull-
ish long bias: they have never held a net
short bearish position at any point in the
last seven years, according to an analysis
of data from regulators and exchanges.

But the data can be adjusted to
remove “structural” elements from long
and short positions (the minimum number
of long and short positions which never
change) to show the underling “dynamic”
position more clearly.

On March 3, portfolio managers had a
dynamic position that was net short by 99
million barrels, the most bearish since the
start of 2019. Overall, funds now hold just
two bullish long positions for every bear-
ish short, down from a ratio of almost 7:1
at the start of the year, and among the
most bearish ratios at any point in the last
seven years. 

Portfolio managers have become espe-
cially negative about the outlook for dis-
tillate fuel oils such as diesel and gasoil,
the refined products most closely con-
nected with the business cycle. Unusually
mild winter weather throughout the
northern hemisphere has cut heating oil
consumption; now the coronavirus epi-
demic threatens an extended slowdown
in global manufacturing and trade.

As a result, funds’ long-short ratio in
middle distillates has fallen to just 0.7:1,
compared with 2.4:1 in crude and 5.3:1 in
gasoline. Funds are more bearish on dis-
tillates than at any time since the global

economy was still struggling to emerge
from the commodity slump and mid-cycle
manufacturing slowdown of 2015/16.
These bearish positions in crude and
fuels had all been established before
Saudi Arabia and Russia failed to agree
on extending and/or deepening their out-
put cuts at the OPEC+ meeting on Friday.

The combination of unrestrained pro-
duction and weakening consumption has

sent Brent prices down by a further $16
per barrel (31 percent) since Tuesday as
investor sentiment has soured on the
economy and oil even further. Since
Friday, Brent prices have experienced
their sharpest one-day fall since U.S.
forces moved to end Iraq’s occupation of
Kuwait in January 1991, as traders
respond to the unexpected collapse of
the OPEC+ supply accord. — Reuters

MOSCOW: A man talks on the phone in front of a currency exchange office in
Moscow yesterday. The Russian ruble tumbled yesterday to a four-year low amid
a crash in oil prices as authorities rushed to assure the public the country has
accumulated enough funds to withstand low energy prices. — AFP

Lebanon wants to
know if creditors 
will cooperate 
or sue: Minister
BEIRUT: Lebanon is waiting for bondholders to
decide whether they will cooperate in a debt
restructuring or pursue legal action against the
country following its move to suspend a foreign
currency debt repayment, the economy minister
said yesterday.

Raoul Nehme told Reuters he did not yet have a
sense of what choice investors would make but
expected it would take “a few weeks” for them to
decide. Lebanon aimed to restructure its debt
“once and for all”, he added. Lebanon’s dollar
bonds tumbled to record lows of as little as 17.5
cents in the dollar on Monday as worries about a
protracted dispute with creditors mounted.

Lebanon announced on Saturday that it could
not meet its debt obligations and suspended repay-
ment of a $1.2 billion Eurobond that matured yes-
terday, saying critically low foreign currency
reserves were needed for essentials.

That leaves the country on course for a sover-
eign default as it grapples with a financial crisis that
is seen as the biggest threat to its stability since the
end of the 1975-90 civil war.

“We are proposing to them to work hand-in-
hand to find a solution, which is always better than
litigation,” Nehme told Reuters in a telephone
interview. “But it is their choice to decide whether
to cooperate or to go legal.” “The banks in
Lebanon have announced they would like to coop-
erate and not to go legal, and we understand they
are speaking with other bondholders in order to
convince them to cooperate and to come to the
negotiating table,” he said. — Reuters

France, Italy seek 
fiscal shock therapy
to combat virus
PARIS: France and Italy called yesterday for Europe-
wide fiscal stimulus to counter the impact of the coron-
avirus outbreak, as Japan prepared to boost financing
for affected small and mid-sized companies to more
than 1.6 trillion yen ($15.63 billion). The spread of coro-
navirus from China across Asia, Europe and the
Americas has caused huge disruption to business oper-
ations, global supply chains and economic activity.
Analysts say the world economy is headed for a sharp
downturn, or even a recession.

Italian Prime Minister Giuseppe Conte promised big
fiscal measures to cushion the economic blow in the
euro zone’s third biggest economy, after his government
closed off much of the country’s industrial and business
heartland to fight the crisis. “We will use a massive

shock therapy. To come out of this emergency we will
use all human and economic resources,” Conte said.

Strict European Union borrowing limits should be
loosened to allow more room for manoeuvre and the
flexibility envisaged by the EU’s budget rules should be
used “in full”, he continued.

“Europe cannot think of confronting an extraordi-
nary situation with ordinary measures,” Conte said.

French Finance Minister Bruno Le Maire echoed
Conte’s appeal, urging coordinated action across the
European Union’s single currency bloc. He said the EU,
where the vested interests of individual nations often
slow decision-making, needed to prove its political
effectiveness.

“I expect a strong, massive and coordinated
response from Europe to avoid the risk of an eco-
nomic crisis after the epidemic,” Le Maire told
France Inter radio. Euro zone finance ministers could
ill-afford to lose time commiserating over the tough
economic environment at their meeting, he said, and
would have to decide on a plan to support economic
activity. Le Maire said he would propose fiscal and
budgetary steps that constitute a “coordinated and
massive stimulus plan”. — Reuters

Even before price plunge, hedge
funds were abandoning oil

PARIS: French Economy and Finance Minister Bruno Le Maire (center), French Junior Minister for Economy and
Finance Agnes Pannier-Runacher (right) and French Labour Minister Muriel Penicaud (left) attend a meeting
about the economic impact of the COVID-19 outbreak, at the Economy Ministry in Paris yesterday. — AFP


