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Badly hit California economy  
aims to reverse ‘free fall’

Unemployment shot to 24% under lockdown
LOS ANGELES: Millions unemployed, world-famous 
tourist attractions closed, movie sets shuttered and a 
huge deficit looming: California has been among the 
states hardest hit by the pandemic economically. Before 
the coronavirus struck, the Golden State had been 
growing at a faster pace than the rest of the country for 
an entire decade. 

But when stay-at-home orders were announced in 
March, earlier than similar measures elsewhere across 

the nation, the economy—heavily dependent on 
tourism, hospitality and entertainment—took a sharp 
nosedive. As businesses from shops and restaurants to 
amusement parks such as Disneyland closed, unem-
ployment shot from negligible levels to 24 percent, well 
above the national rate of 15 percent and closer to the 
state’s Great Depression peak. 

Having paid out nearly $19 billion in unemployment 
benefits, with the assistance of federal loans, California 
now faces a $54 billion deficit. That means cuts to 
school, social, health and infrastructure programs. 

“COVID-19 has caused California and economies 
across the country to confront a steep and unprece-
dented economic crisis—facing massive job losses and 

revenue shortfalls,” Governor Gavin Newsom said two 
weeks ago. Lockdown restrictions are now starting to 
ease, with some 70 percent of the state’s $3 trillion 
economy allowed to resume operations under strict 
social distancing measures, according to the governor. 
Still, business remains chronically low and may remain 
so as long as consumers lack confidence that the virus 
is under control, said Tom Steyer, the former presiden-
tial candidate who heads California’s economy recov-
ery commission. “For this economy to work... people 
need to feel safe,” he said in a radio interview. 

“You’re not going to go shopping if you don’t think 
it’s safe. You’re not going to go to work if you don’t 
think it’s safe. 

 
Technology  

But experts believe the state’s diverse economy—
the world’s fifth-largest—can still bounce back to lead 
the United States’ recovery. With an economy larger 
than Great Britain’s, California represents 14.5 percent 
of the entire nation’s GDP.  

The state of 40 million people contains international 
tech powerhouse Silicon Valley, as well as Hollywood’s 
sprawling entertainment industry. The hi-tech sector 
provides reasons for optimism, according to Jerry 
Nickelsburg, economics professor at University of 
California Los Angeles, who predicts future manufac-
turing will favor “locations where there is a concentra-
tion of engineers and scientists.” California’s “very 
strong and vibrant tech sector” is expected to “grow 
and to lead us out of recession,” he added. 

“That means California, especially in the high 
income sectors, will be growing more rapidly than the 
(rest of the) US.” But not everyone is so bullish. Steyer 
has warned the technology sector may not be enough 
to compensate for “free fall” in other parts of the econ-

omy, according to the New York Times. 
These include massive lost agricultural harvests, 

empty hotels and wine tasting rooms, and venues from 
sport stadiums to concert halls like the Hollywood Bowl 
canceling their entire summer programs. 

California’s oil-producing cities have also been crip-
pled by the collapse in global oil prices. 

And Los Angeles’s massive ports have seen a 15 
percent drop in volume this year, driven by the China 
trade war as well as pandemic measures. “California 

has been and will be a key component of the world 
economy,” said Stephen Cheung, former global trade 
director at the Port of Los Angeles. “Many folks will 
look carefully... because there are so many different 
microcosms here that represent the world.” 

“We’re not going back to January of 2020,” added 
Steyer. “We want to have a more sustainable, a more 
forward-looking California so that we go through this 
very, very difficult and painful time and come out with 
something better.” – AFP 

14.5% of US 
GDP from 
California

SANTA MONICA: In this file photo, a sign reminds the public of social distancing rules but most businesses remain closed 
along the Third Street Promenade shopping street in Santa Monica, California as some retailers across the state have been 
allowed to reopen yesterday. – AFP 

RIO DE JANEIRO: In this file photo, people wait to get donations of basic food supplies dis-
tributed by an NGO within the novel coronavirus (COVID-19) outbreak at the Cidade de Deus 
(City of God) favela in Rio de Janeiro. —  AFP 

BPG Kuwait  
launches back to 
business toolkit  
 
KUWAIT: As companies across Kuwait brace to resume 
operations again in the country following a strict lock-
down, BPG Kuwait, an integrated communications firm 
that brings together specialist thinkers and creators, part 
of MENA-based BPG Group and the WPP network 
launched “Back to Business”, a workplace-actions orient-
ed website aimed at equipping businesses in Kuwait with 
literature and content that will prepare them in light of the 
COVID-19 situation.  

Accessible for all for free, www.BPGBackto 
Business.com, features a suite of behavioural guidelines 
for employers and employees alike that will educate them 
on practicing safe social distancing and hygiene measures. 
Companies will be able to download and use all material 
based on World Health Organization safety guidelines 
which includes posters, guidelines and videos in Arabic 
and English to circulate amongst employees prior to the 
anticipated reopening and delivery of key services.  

Souheil Arabi, Chief Executive Officer of BPG Kuwait 
said, “The government and frontliners in the country have 
been relentless in their efforts to combat the spread of 
COVID-19 in the country. As we prepare to re-open the 
economy, the onus is on us to ensure that their efforts are 
complimented by best practices within the office space. 
Being in the business of communications, www.BPG 
BacktoBusiness is our way of supporting our government 
and local businesses alike in preparing for the new normal 
in a simple and effective way.” To find out how you can 
prepare and safeguard your business and employees 
when offices resume operations based on governmental 
guidelines, visit www.BPGBackto Business.com 

BPG Kuwait is an integrated communications firm 
based in Kuwait since 1999, and in the region for over 30 
years, and services industry leaders and world-class 
brands in Kuwait and across the GCC. 

Key points on  
the global  
oil market  
 
By Chris Midgley 
 

Today’s price reflect optimism in the market, but 
further upside above $40/bbl this year will 
most likely be limited due to higher oil stocks 

and logistics constraints in US supply leading to some 
discounting.  

Around the world, over $100 billion of capex has 
been cut. In the US, rig count is down by 65 percent 
and frack crews are down by 85 percent, highlighting 
much lower activity. OPEC + has plenty of spare 
capacity to put more oil onto market if prices recover 
further as they won’t want to stimulate an early US 
shale rebound. With Oil around $30-35/bbl, US shale 
remains under pressure and we expect further bank-
ruptcy filings as smaller companies struggle to serv-
ice debt. 

Demand is partially recovering, as people return to 
cars, but other areas such as aviation (jet) will see 
much longer u-shaped recoveries. The likely drag on 
the global economy will result in 2021 oil demand 
being over 900,000 b/d below 2019 levels, effective-
ly representing a two-year loss of oil demand growth 
amounting to 3-4 million b/d compared to pre-
COVID19 forecasts. 

 
Outlook for global oil supply 

A steady flow of statements from around the world 
have taken announced oil supply shut ins to over 5 
million b/d, topped by the US, Canada, and 
Kazakhstan. Add to that indications of surprisingly 
strong compliance from Russia, Iraq, and Nigeria and 
over-compliance by Saudi Arabia (by 1 million b/d) as 
well as UAE and Kuwait (80-100 thousand b/d each), 
we count more than 14 million b/d of shut ins or pro-
duction cuts across non-OPEC and OPEC+ explicitly 
announced. 

We estimate global oil supply is on course to drop 
by 13 million b/d from April levels to June. There is 
also supply that is coming down without explicit 
announcements. Plus supply will be on a declining 
path through 2021/2022 on falling rigs and lower 
spending. 

This puts global oil supply securely on our fore-
casted path without extraordinary curtailments. They 
are enough to keep global oil supply within bounds of 
storage tank tops and balanced with demand that 
remains weak for May. We are not overly bullish as 
much anxiety persists, particularly around demand 
and the impact of opening up from lockdowns on the 
infection rate. Later in the Fall, there is the potential 
impact of a second wave of Covid-19 infections that 
could reverse oil demand improvements expected in 
coming months just as bloated stocks start to draw. 
Nevertheless, the current supply losses, OPEC’s 
determination, and trend towards opening up point to 
stronger oil prices than we believed earlier.  

 
Outlook for global oil demand 

With the gradual reopening in the US and Europe, 
global demand in May is estimated to have jumped by 
3.6 million b/d over April, led by a “V” shape recov-
ery of gasoline demand. The month-on-month 
demand will further improve in June. On a year-on-
year basis, however, the demand drop stays deep at 
over 17 million b/d year on year for 2Q20. Virus 
spreading in Emerging Markets still present and risk 
of a second wave of Covid-19 hit around the world 
cannot be ruled out. 

Demand is now forecast to contract by 8.4 million 
b/d in 2020 with the worst being in April where the 
year on year decline was over 20 million b/d. 2021 
demand will largely normalize with a 7.5 million b/d 
year-on-year growth but stay notably below 2019 
levels by more than 900,000 b/d, as aviation and 
global trade struggle. 

Asia has also been hit hard by the economic slump 
despite the opportunity to be first in line to recover 
from the Covid-19 pandemic among all major regions 
around the world. India in particular saw the worst 
year on year demand destruction in history last 
month, bringing Asia’s April demand down by 5 mil-
lion b/d year on year before it improves in May. 
Demand for the whole year is likely to be 1.9 million 
b/d below that of 2019. 

 
Outlook for refining and product markets 

Global refinery runs are still severely depressed, 
down roughly 13 million b/d year-on-year due to the 
severe demand contraction seen over the last couple 
of months. But with oil demand starting to turn higher, 
refinery runs are also expected to improve. We 
should see significant sequential increases beginning 
in June and over the summer months, tracking 

demand recovery higher. 
Product stocks are high and still building. Refiners 

are shifting yields, mostly away from jet, but also 
back and forth between gasoline and diesel driven by 
shifting price spreads as they try to more closely 
match production with rapidly changing demand. 
Currently, diesel and gasoline cracks are weak and 
roughly the same – sharing the pain of weak demand 
across the product barrel. 

Overall, refinery margins will remain quite soft 
even after demand starts to recover as capacity is 
more than ample (demand is still down year-on-year 
and new refineries are ramping up in Asia) and high 
product stock levels will need to be worked off. 

 
Outlook for oil inventories and prices 

Crude prices have rapidly improved driven by 
larger supply cutbacks than initially expected and the 
prospect for demand recovery as lockdowns ease. 

It now seems likely that total oil stocks will stay 
below capacity limits (just) without additional con-
straints on production. Contango has eased and oil in 
ships (afloat and in-transit) has leveled off and will 
decline in the months ahead. 

Although have reached the mid $30’s, further 
increases will be more challenging as stocks remain 
very high and would come back onto the market if 
contango continues to narrow. 

 
Outlook for NGLs/Petchems 

Global NGL supply to drop by 1.2 million b/d in 
June 2020 due to OPEC+ cuts, lower refinery runs 
and shut ins in North America. Middle East LPG sup-
plies appear to be tight too, with Saudi Aramco can-
celling or deferring 9 to 10 cargoes for June liftings. 
Naphtha production from key Asian countries is 
expected to be 6.3 million b/d, roughly flat with 2019. 
Naphtha prices are strengthening as motor gasoline 
demand slowly returns. 

Res/comm demand and stockpiling appear to be 
slowing, providing less support for LPG prices. This 
softening in LPG prices is allowing the feedstock to 
become more competitive with naphtha in crackers 
around the world. 

In 2020, ethylene crackers are expected to run at 
lower utilization rates than we have seen in several 
years, on the order of 85 percent due to demand loss 
and new capacity coming online.  Aromatics units will 
also see low utilization rates as gasoline demand 
slowly returns and new plants start up. Note: Global 
Director of Analytics, S&P Global Platts  

Brazil GDP  
shrinks  
1.5% in Q1  
 
RIO DE JANEIRO: Brazil’s economy—Latin America’s 
largest—contracted by 1.5 percent in the first quarter 
due to the shutdown triggered by the coronavirus pan-
demic, the government reported Friday. 

But the drop only reflects the early effects of the cri-
sis because the lockdown measures that stalled the 
country’s economy only began in mid-March. The fig-
ures were released amid a fierce political battle in Brazil 
over the pandemic, with far-right President Jair 
Bolsonaro urging state governors to end preventive 
lockdowns which he says are damaging the economy. 

Government data released Thursday showed nearly 
five million people lost their jobs in the first quarter as 
the effects of the pandemic began to be felt, mainly in 
trade, construction and services. Analysts forecast 
unemployment, currently at 12.6 percent, to soar to more 
than 18 percent by the end of the year.  

The 1.5 percent drop in GDP was in comparison to 
the last quarter of 2019, said the national statistics insti-
tute IBGE. When compared to the first quarter of 2019, 
the contraction was 0.3 percent. In the first three months 

of 2020, the services sector, manufacturing and farming 
all suffered major declines, the statistics agency said.  

 
Worst still to come 

Brazil has emerged as a major coronavirus hotspot, 
with more than 26,000 dead and more than 400,000 
cases of infection. Figures for the month of March sug-
gest that the second quarter numbers will be catastroph-
ic.  Industrial production was down 9.1 percent com-
pared to February, and the auto manufacturing sector 
declined a mind-boggling 99 percent. “In Brazil, the 
same thing happened as in other countries affected by 
the pandemic, with a decline in services aimed at families 
due to the closure of shops,” according to IBGE analyst 
Rebeca Palis. “Durable goods, vehicles, clothing, beauty 
salons, gyms, housing, food suffered greatly with social 
isolation,” she said. A poll of economists consulted by 
the business daily Valor said that in the second quarter, 
Brazil’s economy will shrink by a staggering 11.1 percent. 

Many state governors, including those of Sao Paulo 
and Rio de Janeiro, ordered partial quarantines in mid-
March in a bid to halt the spread of the pandemic. 

Bolsonaro, who has pinned his hopes of re-election 
on a booming economy, has berated governors for 
imposing what he calls “the tyranny of total quarantine.” 
His government has put in place programs to help the 
most vulnerable, including an allowance of 600 reals, 
around $100, for the working poor dependent on the 
informal economy.—AFP 


