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Oil price drops 50% from year’s 
peak as OPEC+ coalition collapses

KAMCO Oil Market Monthly Report 

KUWAIT: Crude oil prices reached the low-
est level since 2015 with the biggest one day
drop since the 1991 Gulf War after OPEC+
members failed to reach an agreement to
deepen oil production cuts in response to
lackluster demand trends. The current events
in the oil market came as a double blow for oil
fundamentals as this time the decline prices
was triggered by declining demand as well as
an increase in crude oil production. The slow-
down in oil demand was led by the rapid
spread of the coronavirus outside of China
that has triggered a global response in order
to contain the situation. A majority of these
measures came in the form of curb in travel
and restriction on movement of goods and
services; however, a few steps also focused
on providing stimulus that led to a temporary
rebound in economy as well as crude prices. 

In terms of curbs, the US issued travel
warning for its citizens and suspended all
flights from Europe for the next 30 days, sim-
ilar to restrictions placed by a number of other
countries. According to Bloomberg, this would
affect 180 tb/d or 4 percent of global aviation
fuel demand. Domestic oil demand also took a
hit with restricted movement of people within
a majority of the affected countries. Mean-
while, post rate cuts by US Fed and BoE, the
US government is working on a payroll tax re-
lief to support economic growth and increase
disposable income, in addition to plans of pro-
viding emergency capital to small businesses.
The UK government announced a fiscal stim-
ulus of GBP 12 Bn, whereas China is proposing
further cuts in banking reserve ratio to support
the SME sector. Meanwhile, the ECB didn’t an-
nounce a rate cut, but announced a wide-rang-
ing package of bond purchases and cheap
loans to kickstart growth. 

In view of the new realities facing the oil
market, OPEC, in its latest monthly report,
slashed oil demand forecast for 2020 by 920
tb/d and now expects flattish demand growth
of merely 60 tb/d as compared to 2019. Mean-
while, the IEA said that it expects the first
yearly drop in oil demand in 2020 since the
2009 financial crisis. The agency lowered its
forecast for oil demand by 1.1 mb/d and now
expects a decline of 90 tb/d in oil require-
ments in 2020. On the other hand, the US EIA
forecasted the most optimistic of the demand
expectations with an estimated growth of 0.37
mb/d in 2020.  On the supply front, Saudi Ara-
bia is said to looking at raising oil output to
more than 12 mb/d and a similar move was re-
ported by UAE, which said it is positioned to
increase production to 4 mb/d in April-2020.
In terms of capacity, Saudi Arabia is acceler-
ating its capacity build up from 12 mb/d to 13
mb/d. On the other hand, Russia can see a po-
tential increase of as much as 0.5 mb/d. Based
on Feb-2020 production data, OPEC had a
spare capacity of 6.1 mb/d Saudi Arabia,
Kuwait and UAE accounting for 42 percent of
this based in their existing capacities. 

Oil Prices 
Oil prices plunged by more than 30 percent

after the disagreement on the proposed
OPEC+ production cuts that led to the disman-
tling of the agreement. Prices partially recov-
ered during the day and closed the session with
a loss of more than 25 percent for a majority of
the crude grades. This was the biggest single
day decline since the 1991 Gulf War that
pushed prices to the lowest in almost five years.
Crude prices showed marginal recovery in the
following session but failed to keep the mo-
mentum in the subsequent trading sessions. As
a result, as of 11-March-2020, oil prices had
fallen 50 percent since the peak of 2020. Nev-
ertheless, the crash in oil prices came as a silver
lining for a majority of oil consuming countries
and a number of sectors that could support
prices in the near term. According to reports,
after Saudi Arabia lowered its official selling
price of crude, the demand has increased by al-
most 50 percent from some its top consumers.
Crude shipments in the pipeline to the US Gulf
Coast have also seen a steep spike. For Euro-
pean consumers, Saudi Arabian crude has seen
a multifold increase in allocations. According to
Bloomberg reports, the daily chartering cost of
an oil tanker on the Middle East to China route
has increased six times due to higher demand. 

In terms of sectoral consumption, the fall in
crude prices have benefitted US corn and soy-
bean farmers across the Midwest that has led
to an  increase in demand for cheap diesel for
the spring planting season. The rush can be
seen in both the spot market as growers are
filling fuel tanks as well as locking in prices for
future prices. In addition, mining companies
are also benefitting from lower oil prices as
fuel is a key operating cost for these compa-
nies.  We expect oil prices to recover from the
lows of Mar-2020 in two waves; the first when
there is initial evidence on a renewed agree-
ment on oil production levels being reached
from OPEC+ countries, in particular Saudi
Arabia and Russia. The second wave of gains
in oil prices would come from early signaling
of a recovery of global economic trade and
other high frequency economic data when the
impact of COVID-19 starts dissipating. 

World Oil Demand 
World oil demand growth estimates for

2019 was once again revised downwards by
0.08 mb/d to a growth of 0.83 mb/d with de-
mand estimated to have averaged at 99.67
mb/d. The revision once again reflected
lower-than-expected demand data for the
OECD Americas region. The US recorded y-
o-y decline in oil demand during December-
19, whereas the latest available monthly data
for Mexico for Jan-2020 showed a decline in
overall demand as higher diesel usage was
more than offset by fall in demand for gaso-
line and residual fuel oil. 

The OECD Europe region also showed
softer demand trends during December-19 led
by warmer weather across the region. The lat-
est automobile fleet data for the Europe region
showed a decline in new car registrations in
January-2020 with primary impact in coun-
tries like Germany, France and Italy. In the
OECD Asia Pacific region, Japan’s January-
2020 data showed a oil demand decline of 0.42
mb/d, the biggest decline since 2016. Demand
growth estimates for the overall OECD region
was lowered by 0.06 mb/d primarily for 2H-19
led by a decline in industrial fuels demand,
weaker gasoline demand and warmer weather
conditions in Q4-19. For the non-OECD re-
gion, demand was lowered by 0.02 mb/d re-
flecting a decline in demand from the Other
Asia region during 2H-19. Oil demand growth
expectations for 2020 once again saw a steep
downward revision 0.92 mb/d to a growth of
0.06 mb/d. With this marginal growth, world
oil demand for 2020 is now expected to be
lower than the 100 m/d mark at 99.73 mb/d.
The revision reflected a decline in demand for
the transportation and industrial fuels in China
due to COVID-19 in addition to declining con-
sumption from India,  although the latter is
showing signs of a consumption recovery post
the decline in oil prices. India recorded a de-
cline in oil demand for the  second consecutive
month in January-2020 owing to a fall in mid-
dle and heavy distillate consumption that was
partially offset by growth in light distillate
products. China showed a growth of 0.16 mb/d
in Jan-2020, well below average monthly

growth of last year. Expected demand growth
from OECD countries was lowered by 0.32
mb/d with a majority of this decline expected
to be seen during 1H-2020 while non-OECD
demand was lowered by 0.6 mb/d. 

World oil supply 
According to preliminary data, world oil

supply witnessed a m-o-m decline of 0.29
mb/d during February-2020 and averaged at
99.75 mb/d.  For the full year 2019, non-OPEC
oil supply growth estimate was once again re-
vised up by 91 tb/d to a growth of 1.99 mb/d
with total supply expected to average at 64.97
mb/d. The revision mainly reflected upward
changes to biofuel production estimates for
Developing Countries to the tune of 67 tb/d
coupled with higher than expected supply
from OECD countries by 32 tb/d mostly in Q4-
19. These increases were partially offset by
downward revisions in supply figures for
China’s coal-to-liquid output as well as lower
estimated supplies from the UK and Australia.
For 2020, supply growth forecast was revised
downward by 0.49 mb/d to a growth of 1.76
mb/d and average at 66.74 mb/d during the
year. Expected supply growth from the US was
revised down by 0.36 mb/d to a growth of 0.9
mb/d.  The US reported a decline in produc-
tion during December-19 and estimates sug-
gest a further decline of 80 tb/d each for
January-2020 and February-2020. Neverthe-
less, production is expected to see a seasonal
recovery in March-2020 and April-2020. For
the overall OECD region, supply growth esti-
mates were lowered by 0.41 mb/d to an aver-
age of 31.21 mb/d with an expected growth of
1.27 mb/d. Production estimate for OECD Eu-
rope shows a growth of 0.29 mb/d to reach 4
mb/d led by higher production in UK and
Norway. 

OPEC oil production & spare capacity 
OPEC crude production witnessed a steep

decline during February-2020 to reach a 10-
year low level primarily led by a free fall in
production in Libya that was partially offset by
higher production primarily in Iraq and Nige-
ria. According to Bloomberg data, production

in February-2020 stood at 27.9 mb/d, a de-
cline of 480 tb/d from the previous month.
OPEC secondary sources estimated the de-
cline to be even steeper at 546 tb/d resulting
in an average production of 27.8 mb/d during
the month. OPEC’s monthly production ex-
cluded data for Ecuador that is no more a
member of the OPEC group. The decline in
production in Libya was led by a blockade of
ports and oilfields. The country produced at an
average rate of 150 tb/d during February-
2020, a decline from over 1 mb/d at the start
of the year. 

Iraq increased production by 90 tb/d to
4.61 mb/d, while Nigeria raised average out-
put by 100 tb/d to 1.93 mb/d.  The failure to
deepen and extend the OPEC+ agreement
came as a big shock for the oil market as
prices plunged on the news of the expected
output growth that would worsen the supply
glut. In the events that followed, Saudi Ara-
bia’s Energy Ministry asked Aramco to in-
crease its production capacity, whereas
ADNOC said it would increase production
by 25 percent to 4 mb/d starting from next
month. Saudi Arabia said it would hike its
crude oil production to 12.3 mb/d from April-
2020 and increase its capacity to 13 mb/d. In
addition, according to reports, the neutral
zone shared by Kuwait and Saudi Arabia has
offered its first crude for export in April-2020
and the full production capacity of 550 tb/d
is expected to be reached before the end of
next year. 

On the other hand, a number of shale play-
ers in the US announced to slash spending in
the coming years due to depressed oil prices.
A recent report said that 59 percent of shale
producers need prices of more than $50/b to
support new capital investment in 2020. A
number of producers have also announced a
reduction in drilling activity. Also, the latest an-
nouncement from the US government to buy
90 million barrels of oil to support prices had
little impact on prices. We believe this would
position OPEC producers in a better footing
to take advantage of the expected recovery in
demand during 2H-2020 that would also sup-
port prices. 

PALO ALTO: David Tollner gets text messages
telling him when meals are placed outside the
door of the family guest room, where he was
banished after developing a cough. His wife
Mitra Ahani is taking no chances as the coron-
avirus pandemic spreads in the United States-
even though she knows her husband may have
no more than a common cold. When Tollner re-
turned to their home near Santa Cruz from a
conference in Baltimore, she steered him di-
rectly to the shower, leaving doors open so he
wouldn’t touch them, and wiped down his suit-
case with bleach.

When he started coughing, Tollner was rel-
egated to a spare room. “I locked him in the
guest room,” confirmed Ahani, a chief executive
of a center that provides educational support
for children with disabilities, who like millions in
this tech-savvy region has shifted to remote
work in response to the spreading coronavirus. 

“He probably caught a little cold out there.
But it scared the daylights out of him, and he
needed that.” In an interview with AFP, Tollner
wryly acknowledged his predicament. “I’m here
in the dungeon waiting for food and water,” he
said Friday. “I have been here for a couple of
days now trying not to infect the world with
something I don’t know I even have.” Tollner re-
lies on his laptop and smartphone to run his law
firm in the Silicon Valley city of San Jose.

Like tens of millions across the United
States-where school districts are closing one
after the other and firms are massively encour-
aging telework-the family is avoiding going out;
relying for daily life on many of the technologies
invented or refined in the area.  Ahani orders
most of what they need from an online grocery
delivery service, wearing gloves and wiping
down goods with sanitizer when they arrive.

Martha Lackritz-Peltier, an attorney at non-
profit group TechSoup, is working from her
home in Oakland, where her companions in-
clude two dogs and hummingbirds flitting about
the garden. “Frankly, I kind of enjoy the flexibil-
ity of sometimes lying in bed with my laptop and
working on my lap,” she said. “I love being able

to sit outside and get some sunlight.” Remote
collaboration platform Slack has been speaking
with companies of all sizes about tools and tech-
niques for employees to work together in real-
time while being physically apart. “Isolation is
one of the biggest threats to a team’s engage-
ment and motivation, and it can happen silently
day by day,” a company spokesperson said.
“Maintaining camaraderie, encouragement, and
collaboration can make all the difference in the
weeks ahead.”

Across Silicon Valley, streets have emptied
as the pandemic takes hold, claiming more than
50 lives so far in the United States. People were
few and far between at the “Googleplex” in
Mountain View midday on Thursday, a time
when throngs typically stroll, sun or grab meals
at the cornucopia of food trucks or cuisine sta-
tions on the tech giant’s campus.

A Googler wearing eyeglasses with tiger-
stripe frames stood alone in the shade of a tree
near a daily “Block Party” lunchtime event for
employees on campus. “At least the block party
was a lot better today-there were no lines,” he
said. At Facebook’s closed campus in the nearby
city of Menlo Park, valets stood idle in mostly
empty parking lots usually crammed to overfill-
ing. Empty shuttle buses came and went from

vacant stops. No one could be seen in the town-
square style center courtyard at One Hacker
Way, and birdsong was the only tweeting of
note.’Stir-crazy’ Foot traffic was scarce in Palo
Alto, a social hub for Silicon Valley as well as
nearby Stanford University, which has sus-
pended in-person classes. “The street has been
quieter, but we have been busy all day,” Zom-
bieRunner barista Zac Terrones told AFP while
whipping up an oat milk latte.

“I think people working are getting stir-
crazy at home and coming in for a little pop. I’ve
washed my hands about 200 times today.”

Stanford students Ende Shen and Yaqing
Yang, both 21-year-old juniors from China,
studied at a table on the sidewalk. 

“We have communities on campus and some
of them are kind of falling apart simply because
of the health issues,” said Shen, who is from a
city near Shanghai. Yang tries to stick to a rou-
tine, scheduling time to spend in the sunshine
and study with peers such as Shen. “I think it is
really important to be in contact with the world
despite bearing in mind social distancing,” said
Yang, who is from the capital of Sichuan
province. “I also cook a bit more now; it helps
me stay sane and feel I have less need to go to
crowded spaces.” —AFP

Staying safe, and 
sane, as Silicon 
Valley locks down 

MOUNTAIN VIEW: A lunch time “Block Party” of food trucks is seen empty 2020 at
Google’s main campus in the Silicon Valley city of Mountain View as remote work be-
comes the norm to defend against the spread of novel coronavirus (COVID-19). —AFP

NEW YORK: Boeing lost $52 billion on the
stock market in a week, a rout that under-
scores the challenges facing the aircraft
manufacturer amid setbacks over the 737
MAX and the coronavirus pandemic. But
Boeing remains a business behemoth key to
the American economy.  The industrial giant
has lost all the gains amassed since Presi-
dent Donald Trump arrived in the White
House in January 2017, which begs the
question: Is the maker of the presidential
plane, Air Force One, on solid financial
ground? 

For years, investors believed the 104-
year-old company was a safe bet, because
it has driven multiple technological revolu-
tions and operates in a safe and growing
market, says Richard Aboulafia, aviation ex-
pert at Teal Group. But “these beliefs are
being tested” with the 737 MAX crisis, he
said.  “Boeing is in distress and a lot of that
is self-inflicted.”

Short on cash? 
Boeing itself helped sow doubt this

week: According to AFP banking sources,
the aircraft manufacturer drew on the full
$14 billion credit line it only just secured
from banks last month. That request gave
the impression the company is strapped
for cash, said Ken Herbert at Canaccord
Genuity. 

Boeing, which faces a mountain of law-
suits from families of victims of the
Ethiopian Airlines and Lion Air crashes in-
volving its troubled 737 MAX, wants to
make sure it has enough reserves to deal
with any unexpected problems in the cur-
rent uncertain climate in the financial mar-
kets, sources familiar with the matter told
AFP.  “There is no cash issue,” said one
source.  Contacted by AFP, the company
declined to comment. 

Boeing estimates that the MAX crisis
will cost it at least $18.7 billion, which
caused its debt to explode to $27 billion as
of December 31, 2019.  The manufacturer
has neither produced nor delivered any
MAX aircraft, which have been grounded

for a year after the second of the two
deadly crashes, which together killed 346
people. 

With the return to the skies uncertain,
orders are in the red, and sales of the 787,
its main source of income today, have
slowed. Despite these issues “we do not be-
lieve Boeing will face a cash crunch,” Her-
bert said, but new difficulties are mounting
due to the spread of the coronavirus. 

Not like the others
The pandemic poses the most serious

crisis for the airline industry since the ter-
rorist attacks of September 11, and likely
will cause airlines to postpone their pur-
chases of planes, and even cancel orders.
Delta Air Lines has decided to postpone
deliveries of new aircraft, while United Air-
lines will only take on new aircraft if it be-
lieves it can pay for them.  “Our desire to
hang in with Boeing until the return of the
737 MAX has worked out poorly, both re-
garding the timeline for re-certification and
now more importantly with the impact of
COVID-19 on aircraft demand,” said Seth
Seifman at JP Morgan, who until the pan-
demic was among the very few Wall Street
experts advising investors not to sell their
Boeing shares. 

But Gregori Volokhine at Meeschaert
argues that Boeing “is a business like no
other.”  “They are so essential to the de-
fense department that it is not a company
that the government would drop,” he said.

Not only does the group manufacture
the KC-46 tanker as well as the F-18 and
F-15 fighter jets, but it also is the leading
American exporter with around 600 sup-
pliers employing hundreds of thousands of
people in the United States.  The MAX as-
sembly plant alone employs 12,000 people.
When Boeing suspended production of the
MAX in January, most economists believed
that this decision would affect US growth
in the first half.  The impact of the Boeing
crisis on the economy “is bigger than what
you would see in a hurricane,” said Joel
Prakken, economist at IHS Markit. —AFP

US giant Boeing 
hammered by dual crises


