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Output crash and demand revival  
offer hope to falling oil market 

OPEC supply curbs, shale output drop help prices
KUWAIT: Oil prices showed signs of 
recovery from a 22-year low level towards 
the end of April-2020 after reports sug-
gested a demand revival expected during 
the second half of year. Prices were also 
supported by extreme supply curbs imple-
mented by OPEC producers, primarily 
Saudi Arabia, as well as a price-led decline 
in production seen in US shale patch. 
Moreover, the storage crunch-led price 
crash in the futures market that saw nega-
tive near month futures for the first time on 
record also eased led by increasing refin-
ery runs and surprise stock drawdowns in 
the US.  

In terms of oil demand, expectations for 
2H-2020 remains unclear but estimates for 
Q2-2020 shows a y-o-y decline of around 
20 percent in global oil demand, one of the 
biggest declines on record. That said, the 
estimates for the year have been revised 
positively from last month. As per the IEA, 
world oil demand is expected to improve 
to 91.2 mb/d in 2020 vs. previous expecta-
tion of 90.5 mb/d, which now represents a 
y-o-y decline of 8.6 mb/d. Moreover, the 
opening up of 23 states in the US that 
account for 40 percent of oil demand is 
expected to stabilize oil prices. In addition, 

India’s oil demand is expected to increase 
by 20 percent or 0.65 mb/d in May-
2020 after witnessing the worst monthly 
sales in more than 12 years. The increase is 
expected to be driven by the start of the 
planting season that results in higher diesel 
requirements.  

Meanwhile, a new trend in China, which 
has restarted its economy, has seen a pref-
erence to use personal transport instead of 
public transport as a way of protection 
from the virus. This could see a higher than 
expected increase in oil demand in the 
near term and higher demand for gasoline. 
Traffic data for major cities also show con-
gestions that were higher than the pre-

pandemic levels. Also, refineries in China 
have ramped up operation recently record-
ing a m-o-m increase of 11 percent during 
April-2020 marking a recovery from a 15-
month low throughput. Higher margins due 
to the fall in crude prices has also prompt-
ed independent refiners in China, called 
‘tea pots’, to ramp up production.  

The recent rally in oil price was mainly 
led by supply cuts announced by OPEC 
and a fall in output from other producers 
as demand growth remained largely uncer-
tain and was marred with downside risks.  

Saudi Arabia has pledged to reduce 
supply to the lowest in 18 years in June-
2020, in addition to further cuts from other 
OPEC members including Kuwait, UAE, 
Iraq and Nigeria. Output from the non-
OPEC group has declined at a faster-than-
expected rate. According to IEA, non-
OPEC production was down by 1.1 mb/d in 
April-2020 crude with Q2-2020 produc-
tion expected to fall by 6.7 mb/d. The US 
is expected to see the biggest drop in out-
put, according to the agency, with May-
2020 production expected to decline by 
1.2 mb/d which would further deepen to 
2.8 mb/d by the end of the year. According 
to Baker Hughes, total world oil and gas 
rotary rig count declined by a cumulative 
29 percent or 611 rigs in March and April-
2020.  

 
Oil prices  

Spot crude prices traded at 6-week 
high levels reaching $23.3/b during the 
second week of May-2020 after trading 
below the $20/b mark for most part of 
April-2020. The surge was led by expecta-
tions of recovering demand in the near-
term as well as announcements of steeper 
curbs in supplies across the globe. A 
decline in US crude inventories by 745 
thousand barrels during the week ended 8-
May-2020 also pushed prices up in the oil 
market. This was the first weekly decline in 
US crude inventories after increasing con-
secutively for the previous 15 weeks that 
saw a buildup of more than 100 million 
barrels in crude stocks. Nevertheless, 
despite the recent surge, crude prices have 
declined 66 percent since the start of the 
year. The average Brent crude prices dur-
ing April-20 were the lowest since July-
1999 at $18.47/b, a m-o-m decline for the 
third consecutive month by 42 percent. 
This was also one of the steepest declines 

in average crude prices on record. OPEC 
crude spot declined at a faster pace of 48 
percent to average at $17.66/b while 
Kuwait crude averaged at $18.76/b after 
registering a decline of 46.6 percent from 
the previous month.  

The consensus estimates for crude 
prices for the year continued to get down-
graded over the last few weeks. EIA 
expects Brent to average at $34/b in 2020, 
a slight revision from last month’s estimate 
of $33/b. The median estimate for Brent 
crude, according to Bloomberg, was at 
$37.8/b for 2020, $4.2/b lower than its 
previous forecast of $42/b last month. 
Prices are expected to gradually increase 
to $50.5/b in 2021. The price revisions 
come as a response to recovering demand 
and lowering supplies globally.  

The US has seen one of the steepest 
downward revisions in its crude produc-
tion forecasts. According to latest weekly 
rig count report from Baker Hughes, the 
US showed its ninth consecutive weekly 
decline in oil rig count. Oil rigs in the US 
declined by 34 last week to reach 258 rigs, 
the lowest level of oil rig count since July-
2009. The number of rotary oil rigs in the 
US has declined by 425 over the last nine 
weeks and by more than two-thirds or 544 
oil rigs over the last one year. This was 
reflected in the decline in crude production 
in the US that dropped to 11.6 mb/d last 
week as compared to a record level of 13.1 
mb/d in March-2020. Weekly DOE data 
for the US has shown seven consecutive 
weeks of production decline aggregating 
to 1.5 mb/d until the week ended 8-May-

2020. The steep pace of fall in crude pro-
duction also came as a result of brimming 
crude oil storage facilities in the US.  

 
World oil demand  

World oil demand growth estimates for 
2019 remained unchanged at 0.83 mb/d to 
an average of 99.67 mb/d during the year. 
For 2020, demand growth expectations 
were further lowered in the latest assess-
ment by 2.23 mb/d and is now expected to 
decline by 9.07 mb/d to average at 90.59 
mb/d during the year. The lowered esti-
mates primarily reflected a steep fall in 
demand for transportation fuels during Q2-
2020 led by the Covid-19 lockdowns with 
further weakness expected in demand for 
industrial fuels. Demand from OECD coun-
tries was revised lower by 1.20 mb/d to 
42.71 mb/d, whereas non-OECD oil 
demand growth was adjusted down by 1.03 
mb/d.  

 
World oil supply  

World liquids production declined by 
0.18 mb/d during April-2020 to average at 
99.46 mb/d mainly led by a fall in produc-
tion in the US, Canada, Ecuador, Brazil and 
Kazakhstan that was partially offset by 
higher production by OPEC producers. As 
a result, the share of OPEC crude in total 
global production increased by 190 bps to 
30.6 percent during April-2020.  

Non-OPEC oil supply growth estimates 
for 2019 was revised up marginally by 0.04 
mb/d from previous estimate reflecting an 
upward revision in Australia’s production 
data. Supply in 2019 is estimated to have 

grown by 2.02 mb/d to average at 65.03 
mb/d. Non-OPEC oil supply in 2020 was 
further lowered by almost 2.0 mb/d from 
the previous forecast. Supply in 2020 is 
now forecasted to decline by 3.5 mb/d to 
average at 61.5 mb/d during the year. The 
revisions reflected decline in supply com-
ing primarily from the US, Russia and 
Canada totaling 3.16 mb/d further sup-
ported by decline in production in 
Kazakhstan, Oman, Azerbaijan, Malaysia 
and Mexico.  

 
OPEC oil production & spare capacity  

OPEC crude production witnessed one 
of the steepest growth in recent months in 
April-2020 after the initial disagreement 
over supply curbs led to higher output by 
most members of the group, primarily 
Saudi Arabia. Bloomberg data showed 
OPEC production increasing to the highest 
in 14 months to reach 30.36 mb/d after 
increasing by 1.73 mb/d as compared to 
March-2020. OPEC secondary sources 
showed an almost similar production level 
of 30.41 mb/d with a monthly increase of 
1.8 mb/d. The increase came primarily on 
the back of higher production in Saudi 
Arabia, UAE and Kuwait that reported an 
aggregate increase of 1.84 mb/d, accord-
ing to Bloomberg.  

Production in Saudi Arabia averaged at 
11.4 mb/d during the month, the highest 
rate of production on record by the 
Kingdom. The production rate of UAE at 
3.72 mb/d was also the highest on record 
by the country. The agreed upon cuts of 
around 9.7 mb/d by the 23 producers of 
OPEC+ is said to be swiftly implemented 
and according to reports from traders, the 
cuts are even deeper than the agreed upon 
quotas. Bloomberg’s tanker tracking data 
showed that Saudi Arabia and reduced 
exports by around 2.6 mb/d or 28 percent 
to 6.7 mb/d during the first two weeks of 
May-2020. Exports in June-2020 will also 
be slashed to the Kingdom’s customers in 
Asia, US and Europe, a move that will be 
followed by Kuwait, UAE and Oman. Saudi 
Arabia’s commitment to cut production by 
an additional 1 mb/d in June will push its 
output down to the lowest since 2002. 
Reports have also shown output being 
curbed by Russia at a surprisingly fast 
pace. Official data has shown production in 
Russia has already fallen to 8.75 mb/d, 
close to its commitment of 8.5 mb/d.  

Demand revival 
expected in  

second quarter

BIEJING: A cameraman (left) works as China’s Trade 
Minister Zhong Shan (right) speaks during a press 
conference at State Council Information Office in 
Beijing yesterday. – AFP 

China’s home  
prices rise  
again in April 
 
BEIJING: China’s new home prices rose at a slightly 
faster pace in April, adding to signs of gradual recov-
ery in the property market as the government eases 
virus-busting restrictions on movement and re-opens 
the world’s second-largest economy. 

Average new home prices in 70 major cities rose 
0.5 percent in April from the prior month, a pace not 
seen since October, and following a 0.1 percent 
increase in March, Reuters calculated based on data 
from the National Bureau of Statistics (NBS). On an 
annual basis, home prices picked up 5.1 percent in 
April, compared with 5.3 percent in March. 

“Pent-up housing demand is being further released 
in April as the economy and life continue to get back 
on track,” an NBS official said in a statement accom-
panying the data. As China has largely stemmed the 
spread of the virus, sales are recovering quickly as 
authorities let developers reopen showrooms and 
property agents conduct viewings. Market sentiment 
has also been underpinned by easier access to mort-
gages and lower interest rates as the government 
increases liquidity to rekindle economic activity. 

Average mortgage interest rates in 41 cities for 
first- and second-home purchases declined in April 
from March, as banks followed the central bank’s cut in 
its key lending rate. The stronger home prices are in 
line with signs of recovery for real estate developers, 
which in April saw quickened investment and a nar-
rower decline in sales. While the government has so far 
refrained from substantial easing in property policies, 
local authorities have relaxed purchase restrictions or 
introduced measures to help soothe developers’ finan-
cial strain. One such measure is the recent “hukou” 
reform, which loosens residency rules to make it easier 
for people in rural areas to move to small cities, to 
boost urban consumption and expand the pool of 
home buyers.– Reuters 

Global equities 
continue to 
take hits 
 
 
KUWAIT: The World Health Organization first 
declared COVID-19 a world health emergency in 
January 2020, and officially declared it a pandemic 
(the highest level of health emergency) on March 
11th. In early March, the focal point of infections 
shifted from China to Europe, and by April the virus 
was centered in the US.  

As a result, most countries have closed their bor-
ders, ordered business to close, shut down schools, 
and imposed harsh social-distancing measures. Due 
to the severe measures, global economic activity 
has taken a drastic hit. The IMF now expects the 
global economy to contract 3 percent in 2020, far 
worse than the 2008-09 financial crisis. Global 
trade could also fall by 13 percent-32 percent, 
depending on the depth and extent of the downturn. 
The risks for more severe outcomes are substantial 
given the drastic measures to reduce contagion and 
protect lives, which many claim will result in long-
term human and economic health. The crisis will 
particularly have a negative impact on the 
economies of developing countries that are con-
strained by limited financial resources where health 
systems could quickly become over-burdened. At 
the time of writing, the world count for COVID-19 
infection lies at around 4.5 million, with over 1.4 mil-
lion cases reported in the US.  

 
United States  

The pandemic has devastatingly ended the 
longest period of expansion in US history. Over a 
five-week  period from mid-March to late-April 
2020, more than 20 million Americans lost their jobs 
with the unemployment rate surging to 14.7 percent. 
GDP contracted the steepest since the Great 
Recession, shrinking an annualized 4.8 percent in 
the first quarter of 2020. The Federal Reserve 
stepped in, taking unprecedented measures to pro-
mote economic and financial stability. On March 15, 
the Fed cut its benchmark interest rate to 0.25 per-
cent, announcing it “expects to maintain this target 
range until it is confident that the economy has 
weathered recent events and is on track to achieve 
its maximum employment and price stability goals.” 
It also announced it would reduce reserve require-
ments to zero for the first time in its history.  

Then on March 23, the Fed announced it would 
increase its purchases of Treasury securities and 

mortgage-backed securities. As a result, the value of 
the Fed’s balance sheet is projected to exceed its 
post-financial crisis peak of $4.5 trillion. On April 29, 
2020, Federal Reserve Chairman Jay Powell attempt-
ed to provide reassurance, claiming the Fed will use 
its “full range of tools” to support economic activity. 
The FOMC released a statement indicating that, 
“The ongoing public health crisis will weigh heavily 
on economic activity, employment, and inflation in 
the near term, and poses considerable risks to the 
economic outlook over the medium term.”  

   Reflecting investors’ fears and uncertainties, 

the Dow Jones Industrial Average lost over 37 per-
cent of its value when it plummeted to a low of 
18,213 on March 23rd. The S&P 500 suffered similar 
losses, losing over 35 percent of its value when it 
fell to a low of 2,191 on the same day. Meanwhile, 
Treasuries were in high demand sending the 10-
year yield below 1 percent for the first time on 
record. The 10-year yield now sits at 0.6056 per-
cent while the 2 year remains close to zero at 0.1431 
percent. The greenback has demonstrated its solid 
resilience amidst the crisis, surging in Q1 of 2020 
due to its safe-haven appeal. The index saw a high 
of 102.922 in March and has hovered near the 100-
mark ever since.  

 
Europe & UK  

Up to now, Europe has not responded to the cri-
sis with policies seen during the 2009-09 financial 
crisis. Instead, a combination of fiscal policies and 
bond buying by the ECB has been implemented. 
The economic effects of the pandemic will likely 
lead to a deep recession for Europe in 2020 as 
Germany, Italy, Spain, and the UK report steep 
drops in industrial activity in March.  

In the UK, the BOE announced it would adopt a 
package of four measures to deal with the economic 
disruptions. These include cutting the benchmark 
interest rate by 50 bps to a historic low of 0.25 per-
cent, the reintroduction of the “Term Funding 
Scheme” that provides banks with over $110 billion 
for loans at low rates, a lowering of banks capital 
buffer to 0 percent, and a freeze in banks’ dividend 
payments. Looking ahead the bank announced it 
would quadruple its borrowing over the second 
quarter of 2020. Britain’s GDP shrank by 2 percent 
during the first quarter of 2020 following stagnant 

growth in the previous period. This compared to 
expectations of a 2.5 percent slump, though still 
marks the steepest contraction since the 2008 
financial crisis.  

 
Asia  

The Bank of Japan, already sitting on low interest 
rates, opted to inject $4.6 billion in liquidity into 
Japanese banks to provide short-term loans in 
March. Japan was expecting a boost to the econo-
my during the Summer Olympics, which has now 
been postponed by a year. On April 27, the BOJ 
announced it would purchase unlimited amounts of 
government bonds and quadruple its purchases of 
corporate debt to keep interest rates low and stimu-
late the economy. Retail sales took a significant hit 
in Japan, falling 4.5 percent in March 2020 com-
pared to the 0.5 percent in the previous month. The 
USD/JPY pair has experienced volatile trading, 
seeing a high of 112.21 and a low of 101.17 so far this 
year. The pair ended last week at around 107.00.  

 
Commodities  

COVID-19 has prompted lockdowns, shut down 
factories, and halted travelling – reducing the 
demand for oil by about 29 million bpd from about 
100 million a year ago. OPEC+ have agreed to cut 
production by 9.7 million bpd, far less than the hit 
to demand, leaving behind a huge surplus of oil on 
market accompanied with a lack of buyers. Storage 
is running low, while many oil-importing countries 
storing large quantities to take advantage of the low 
price. Last month, the May WTI contract expired 
with a frantic selloff among traders, sending the 
benchmark down to -$38 a barrel as many rushed 
to get rid of their oil and to avoid taking delivery.  

While prices have recovered in recent weeks, 
they remain around 40 percent lower than pre-pan-
demic levels. More recently, Saudi Arabia, the 
United Arab Emirates and Kuwait pledged to deep-
en the supply curbs beyond what was agreed upon 
with OPEC+. Saudi Arabia alone will cut another 1 
million barrel a day in June, down nearly 40 percent 
from April. The UAE and Kuwait will slash an extra 
180,000 bpd in total, adding to previous reductions. 
The US Energy Information Administration said it 
expects worldwide demand for oil to drop by 8.1 
million bpd to 92.6 million bpd, a sharp revision 
from its previous report. It also cut its expectations 
for US supply in 2020, now seeing a drop of 
540,000 bpd to 11.69 million bpd, and said total 
world supply would be 95.2 million bpd.  

 
Kuwait  

Kuwaiti dinar  
USD/KWD closed the week at 0.30885/95. 


