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The European lockdown is coming just as oil supply is rising
 France, the UK and several other
European countries have implemented
national stay-at-home orders.

 The US is still not taking that action,
but some states are hinting at new
restrictive measures as transmission
rates rise.

 Colder weather across the Northern
Hemisphere points at more virus cases
surfacing over the next two weeks.

 Such measures are likely to cut oil
demand just as Libya is returning to
normal production.

 The

FAB AAC remains slightly
underweight
in
equities,
and
overweight in IG bonds and gold
It sounds like déjà vu all over again. Libya,
one of the most important swing supply
crude oil producers, has ramped up output
to 800,000 barrels/day, after a truce in the
country's civil war allowed it to restart
production. While the news of the
ceasefire is positive, the additional oil
supply is coming at a difficult time for
energy producers.
Lockdowns in the Northern Hemisphere
amid rapidly rising Covid-19 transmission
rates could reduce demand for oil in the
coming weeks. The UK and France, two of
the biggest economies in Europe have
already issued national stay-at-home
orders, and the heavyweight in the region,
Germany, has done nearly that.
It is hard to predict the impact on oil, but
according to the International Energy
Agency, global crude demand fell to
83.23 million barrels/day at the end of
June, from 101 million in December 2019.

The US Department of Energy, which puts
out weekly numbers, offers a potentially
more accurate read of what may be
ahead. Average oil consumption in the US
fell about 12% in the second quarter of
2020 compared to the same period last
year. At the nadir, in the week ended 17
April, Americans consumed only 15 million
barrels/day, compared to 18.6 million
barrels/day a year earlier, a 19.2% drop.

Oil demand dropped about
12% in the second quarter in
the US compared to 2019

Oil prices have started to reflect the
possibility of a repeat of April’s lower
demand. Brent crude has fallen 8.2% in
the past seven days, last traded at
US$37.1/barrel. The extent of the
downside left for oil depends, naturally, of
the outlook for both output and demand.

However, note that this was still nearly
10% below the 19.2 million barrels/day US
demand in 2019. In simpler terms, while
global oil consumption could still fall some
5%-10% depending on how serious the
lockdowns are, much of the damage is
simply a continuation of what has already
been in place. Still, this scenario would
reduce global demand to roughly 75
million barrels/day, when inventories
remain high and the OPEC has started to
talk about removing output curbs.

On the demand side, things may not be as
bad, simply because demand never really
recovered from the second quarter drop.
Weekly demand rose to an average of
17.4 million barrels/day from May to
August, compared to 16.8 million barrels/
day in April in the US.

Those curbs are likely to stay in place and
even increase, though. Bankruptcies of
shale producers in the US have also
erased nearly 2 million barrels/day of
production. Still, it could be a rough ride
ahead as investors try to figure out exactly
where the oil output balance stands.
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