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Examining high frequency indicators in gauging the
oil demand recovery


Unconventional high frequency indicators signal that global oil demand is
recovering but the pace is beginning to slow. Our bottom-up mapping of countryby-country modelling calibration points to global oil demand performing better
than we had expected at the start of the draconian lockdowns back in midMarch. Adjusting for biases and seasonality in daily Apple, Google and flight
radar mobility indicators, provides visibility that the global oil demand contraction
in the April nadir was -19.4m b/d y/y to 79.2m b/d (we had previously forecast a
hit of -26.1m b/d y/y), easing further to -13.1m b/d, -9.4m b/d, -6.8m b/d in May,
June and July, respectively. However, after a sharp 12.6m b/d improvement in
demand levels between April to July, the pace of monthly oil demand gains is
starting to slow. Looking ahead, we view the global oil demand recovery
improving by only a further ~4m b/d from August to December.



Global oil demand will not return back to pre-virus levels until Q3 2021, and we
forecast a 2.5m b/d quantum as a permanent level of demand destruction.
Despite an assumed pick-up in momentum over the summer, we forecast that
global liquids demand will only expand to an average 97m b/d by year-end, as
aviation demand in particular is slow to convalesce losses. As a result – absent
the risk of iterative virus waves – we model 2020 annualised global oil demand
~8mb/d lower at 92m b/d. We believe global oil demand will breach the pre-virus
run-rate of 100m b/d only in Q3 2021, averaging 98.6m b/d in 2021 (see here).



Oil price implications. A push-and-pull between ongoing reopenings and a
weaker US dollar on the one hand, against a multifaceted set of macro
vulnerabilities on the other hand, is keeping prices range bound in the low
USD40/b level, leading to a decrease in trading activity (near an eight year low).
Thus, Brent has been stuck in a tight USD3/b range since early June, in line with
our thesis of the transition from relief rally to cyclical tightening (see here and
here). Oil markets must clear the large inventory overhang (~1bn barrels in
excess stocks accumulated year-to-date). This process will take time and require
patience. From this, we expect tepid demand growth and the clearance of the
excess inventory overhang, to induce an upside cap in prices for the rest of 2020
– we forecast Brent ending Q3 and Q4 at USD36/b and USD46/b, respectively.
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Examining high frequency indicators in gauging the
oil demand recovery
Global oil markets remain in a supply
deficit with risks to the supply-demand
outlook

Global oil demand has been recovering
faster than expected

The rebound in global oil demand since the April nadir has been a central part of the
market rebalancing. Our latest fundamental modelling estimates point to supply and
demand improvements to have brought the global oil market into deficit by early
June. With the market rebalancing firmly in motion, oil prices have transitioned from
relief rally to cyclical tightening. However, the momentum is easing given both
weaker demand progress (resurgence of virus in the US, lagging global jet fuel
demand growth, slowdown in Chinese imports as well as headwinds to normalising
activity in countries where the virus remains under control), and higher supply growth
from OPEC+ and US oil production. This comes on top of the excess inventory
overhang remains sizable which clouds the supply and demand outlooks.
High frequency data indicates that oil consumption is improving in most key major
economies across the world, albeit unevenly. Our bottom-up mapping of country-bycountry modelling calibration points to global oil demand performing better than we
had expected at the start of the draconian lockdowns back in mid-March. Adjusting
for biases and seasonality in daily Apple, Google and flight radar mobility indicators,
provides visibility that the global oil demand contraction in the April nadir was -19.4m
b/d y/y to 79.2m b/d (we had previously forecast a hit of -26.1m b/d y/y), easing
further to -13.1m b/d, -9.4m b/d, -6.8m b/d in May, June and July, respectively.
Robust improvements since April have thus more than halved the hit to global oil
demand.
Having said that, the pace of the global oil demand recovery is starting to slow. Part
of this is driven by renewed partial lockdowns in major countries such as the US,
India and Australia. By product, the largest hit remains on jet, where we estimate that
demand is still down 4.2m b/d y/y in July with gasoline and diesel demand estimated
down 2.9 and 1.7m b/d respectively. Finally, while gasoline demand is up most since
its trough, it is the fuel where demand improvements have slowed the most in July.
Granted, gasoline demand has rebounded recently as mobility restrictions have been
eased but journey frequency and distance travelled will most likely be lower for many
months to come, given the spike in unemployment rates and various work from home
measures staying in place. As such, going forward, after a sharp 12.6m b/d
improvement in demand levels between April to July, the pace of monthly oil demand

Pace of global oil demand growth is
however slowing
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gains is set to slow to an improvement of ~4m b/d from August to December, owing
to lingering virus waves and the prospect of the reimposition of lockdowns globally, a
slowdown in Chinese oil import demand, heightened US-Chinese animosities,
lagging jet fuel growth and headwinds in normalising activity in countries where the
virus remains under control.

Higher OPEC+ production from August
is not expected to hit global oil markets

Global oil demand will not return back
to pre-virus levels until Q3 2021, and
we forecast a 2.5m b/d quantum as a
permanent level of demand destruction

For the time being, oil consumption is accelerating in countries emerging from
lockdown. In the far east, in Europe and in the middle east, where summer
temperatures typically drive increased domestic demand for power generation
(cooling etc.). Indeed, Saudi energy minister, HH Prince Abdulaziz bin Salman,
pointed to such seasonal oil demand effects being even more pronounced this year
as GCC regional populations stay indoors amid continued travel restrictions. HH
Prince Abdulaziz assured market watchers fearful of a deluge of new Saudi supply
that “not a single additional barrel will be exported”. Russian energy minister,
Alexander Novak, echoed similar remarks, stating that he believed that most of the
additional oil be consumed by domestic market rather than exported.
Despite an assumed pick-up in momentum over the summer, we forecast that global
liquids demand will only expand to an average 97m b/d by year-end, as aviation
demand in particular is slow to convalesce losses. As a result – and absent the risk
of iterative virus waves – we model 2020 annualised global oil demand ~8mb/d lower
at 92m b/d. We believe global oil demand will breach the pre-virus run-rate of 100m
b/d only in Q3 2021, averaging 98.6m b/d in 2021 (see here). This is 2.5m b/d lower
than our previous assessment, and we adopt this quantum as the permanent level of
demand destruction, given we view the fall-out from COVID-19 will be long-lasting.
As the world emerges from lockdowns, a combination of weaker economic growth
and lingering impacts of COVID-19 mobility restrictions will still be a drag on the
recovery in oil demand, especially jet fuel. Thus, we continue to forecast the damage
persisting well into 2021, and our expectations were similarly echoed by the IEA in its
latest monthly assessment this week, projecting that global oil demand will return to
pre-COVID-19 levels only by 2022. In the medium-term, we expect structural shifts to
consumer, corporate and industrial behaviour, to more than offset promising
demographic trends and EM expansion, to slow oil demand growth.
Crude timespreads reveal a deteriorating outlook for global oil fundamentals, as fresh
outbreaks of Covid-19 across Asia hit demand for transport fuels. The six-month
timespreads for Brent and Dubai have fallen by more than USD1/b since the start of
July. Separately, WTI performed better, with its six-month forward spread

Crude timespreads reveal a
deteriorating outlook for global oil
demand
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(September 2020 vs. March 2021) falling by only USD0.5/b, largely due to US
refiners ramping up run rates. Compounding the uncertain demand outlook is an
expected increase in global supply in H2 2020, as OPEC+ loosens its supply cuts
and non-OPEC producers (mainly in North America, which in total equates to around
4.5m b/d of crude off the table year-to-date) ramp up output. Weakening
fundamentals point to downside risks for oil prices, despite crude being supported by
a weakening US dollar.
A push-and-pull between ongoing reopenings and a weaker US dollar on the one
hand, against a multifaceted set of macro vulnerabilities on the other hand, is
keeping oil prices range bound in the low USD40/b level, leading to a decrease in
trading activity which has hit a near eight year low. Brent has been stuck in a tight
USD3/b range since early June, in line with our thesis of the transition from relief rally
to cyclical tightening (see here and here). Oil, like other commodities, are spot
(anchored) physical assets – not anticipatory (unanchored) financial assets like
equities – and thus must clear the large inventory overhang (~1bn barrels in excess
stocks accumulated year-to-date). This process will take time and require patience.
From this, we expect more tepid demand growth and the clearance of the large
inventory overhang, to induce an upside cap in oil prices for the rest of 2020 – we
forecast Brent ending Q3 and Q4 at USD36/b and USD46/b, respectively.

Oil price implications
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Ranges & Outlook for the week ahead
BRENT – NEUTRAL BIAS – (39.00-48.00)
WTI – NEUTRAL BIAS – (37.00-46.00)

4

Spot close
29.07.20

Q3 2020

Q4 2020

Q1 2021

Q2 2021

Brent

44.42

35.60

46.10

49.20

54.60

NYMEX

42.05

30.60

41.60

45.20

50.30

Range

Range

Range

Range

Brent

28.35-54.85

35.10-57.10

37.70-60.70

43.10-66.10

NYMEX

23.35-49.85

30.60-52.60

33.70-56.70

38.80-61.80

Oil Market Weekly │ 30 July 2020

Global Markets Research
London:

Tokyo

MR DEREK HALPENNY
Head of Research, Global Markets EMEA

MR MINORI UCHIDA
Tokyo Head of Global Markets Research

& International Securities

T: +81 (0) 3 6214 4147

T: +44 (0)20 7577 1887

MR LEE HARDMAN
Currency Analyst
T: l+44 (0)20 7577 1968

MS MOMOKO MIYACHI
Research Assistant
T: +44 (0)20 7577 1886

Hong Kong:
MR CLIFF TAN
East Asian Head of Global Markets Research
T: +852 2862 7005

MR TOSHIYUKI SUZUKI
Senior Market Economist
T: +81 (0) 3 6214 4148

MR TAKAHIRO SEKIDO
Japan Strategist
T: +81 (0) 3 6214 4150

MR MASASHI HASHIMOTO
Senior Analyst
T: +81 (0) 3 6214 4185

MS SUMINO KAMEI
Senior Analyst
T: +81 (0) 3 6214 4179

New York:

MR SHINJI ISHIMARU
Senior Analyst

MR JOHN HERRMANN
Rates Strategist

T: +81 (0) 3 6214 4151

T: +1-212- 405-7447

MR MASAFUMI INOUE
Analyst
T: +1-212-782-6726

Singapore:
MS SOOK MEI LEONG
Asean Head of Global Markets Research
T: +65 6918 5536

Dubai:
MR EHSAN KHOMAN
Head of Research and Strategist for MENA
T: +971 (0)4 387 5033

MR TEPPEI INO
Senior Analyst
T: +65 6918 5538

MS SOPHIA NG
Analyst
T: +65 6918 5537

Sao Paulo:
MR CARLOS PEDROSO
Senior Economist
T: +55-11-3268-0245

MR MAURICIO NAKAHODO
Economist
T: +55-11-3268-0420

5

Oil Market Weekly │ 30 July 2020

Disclaimer
This document has been prepared by MUFG Bank, Ltd. (the “Bank”) for general distribution. It is only available for distribution under such circumstances as may be permitted by applicable law and is not intended for use by any person in any jurisdiction which restricts the distribution
of this document. The Bank and/or any person connected with it may make use of or may act upon the information contained in this document prior to the publication of this document to its customers.
Neither the information nor the opinions expressed in this document constitute or are to be construed as, an offer, solicitation or recommendation to buy, sell or hold deposits, securities, futures, options or any other derivative products or any other financial products. This document
has been prepared solely for informational purposes and does not attempt to address the specific needs, financial situation or investment objectives of any specific recipient. This document is based on information from sources deemed to be reliable but is not guaranteed to be
accurate and should not be regarded as a substitute for the exercise of the recipient’s own judgment. Historical performance does not guarantee future performance. The Bank may have or has had a relationship with or may provide or has provided financial services to any
company mentioned in this document. Our group affiliates, from time to time, may have interests and/or underwriting commitments in the relevant securities mentioned in this document or related instruments and/or may have positions or holdings in such securities or related
instruments.
All views in this document (including any statements and forecasts) are subject to change without notice and none of the Bank, its head office, branches, subsidiaries and affiliates is under any obligation to update this document.
The information contained in this document has been obtained from sources the Bank believed to be reliable but the Bank does not make any representation or warranty nor accepts any responsibility or liability as to its accuracy, timeliness, suitability, completeness or correctness.
The Bank, its head office, branches, subsidiaries and affiliates and the information providers accept no liability whatsoever for any loss or damage of any kind arising out of the use of or reliance upon all or any part of this document.
The Bank retains copyright to this document and no part of this document may be reproduced or re-distributed without the written permission of the Bank. The Bank expressly prohibits the distribution or re-distribution of this document to private or retail clients, via the Internet or
otherwise, and the Bank, its head office, branches, subsidiaries and affiliates accept no liability whatsoever to any third parties resulting from such distribution or re-distribution.
MUFG Bank, Ltd. (“MUFG Bank”) is a limited liability stock company incorporated in Japan and registered in the Tokyo Legal Affairs Bureau (company no. 0100-01-008846). MUFG Bank’s head office is at 7-1 Marunouchi 2-Chome, Chiyoda-Ku, Tokyo 100-8388, Japan. MUFG
Bank’s London branch is registered as a UK establishment in the UK register of companies (registered no. BR002013). MUFG Bank is authorised and regulated by the Japanese Financial Services Agency. MUFG Bank’s London branch is authorised by the Prudential Regulation
Authority (FCA/PRA no. 139189) and subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of MUFG Bank London branch’s regulation by the Prudential Regulation Authority are available from
us on request.
MUFG Bank, Ltd. (“”MUFG Bank”) is a limited liability stock company incorporated in Japan and registered in the Tokyo Legal Affairs Bureau (company no. 0100-01-008846). MUFG Bank’s head office is at 7-1 Marunouchi 2-Chome, Chiyoda-Ku, Tokyo 100-8388, Japan. MUFG
Bank’s London branch is registered as a UK establishment in the UK register of companies (registered no. BR002013). MUFG Bank is authorised and regulated by the Japanese Financial Services Agency. MUFG Bank’s London branch is authorised by the Prudential Regulation
Authority (FCA/PRA no. 139189) and subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of MUFG Bank London branch’s regulation by the Prudential Regulation Authority are available from
us on request.
This Presentation has been prepared by MUFG Bank. This Presentation is not intended for Retail Clients within the meaning of the United Kingdom PRA/FCA rules and should not be distributed to Retail Clients. This Presentation has been prepared for information purposes only
and for the avoidance of doubt, nothing express or implied in this Presentation constitutes any commitment by MUFG Bank or any of its subsidiaries or affiliates to arrange and/or provide any party with any services and/or financing. This Presentation does not constitute legal, tax,
accounting or investment advice.
MUFG Bank retains copyright to this Presentation and no part of this Presentation may be reproduced or redistributed without the prior written permission of MUFG Bank. MUFG Bank and its subsidiaries and affiliates accept no liability whatsoever to any third parties resulting from
any unauthorised distribution. MUFG Bank and its subsidiaries, affiliates, directors and employees accept no liability whatsoever for any reliance on the information contained in the Presentation and make no representation or warranty as to its accuracy and completeness.
This Presentation is based on information from sources deemed by MUFG Bank to be reliable but is not guaranteed to be accurate and should not be regarded as a substitute for the exercise of the recipient’s own judgement.
The views contained in this Presentation (including any statements and forecasts) are solely those of MUFG Bank and are subject to change without notice. MUFG Bank is under no obligation to correct any inaccuracies in the Presentation or update the information contained
therein.
The provision of the service described in this Presentation is or will be subject to an agreement constituting terms of business (“the Agreement”). In the event of a conflict between information in this Presentation and the Agreement, the latter shall prevail.
The MUFG Bank Presentation and all claims arising in connection with it are governed by, and to be construed in accordance with, English law.
The Bank’s DIFC branch - Dubai is part of the Mitsubishi UFJ Financial Group and is located at Level 3, East Wing, The Gate, Dubai International Financial Centre, Dubai, UAE. The Bank’s Dubai branch is regulated by the Dubai Financial Services Authority (DFSA) (License
number: F000470) and the Japanese Financial Services Agency.
The Bank’s Doha office is part of the Mitsubishi UFJ Financial Group and is located at Suite A3, Mezzanine floor, Tornado Tower, West Bay, Doha, Qatar. The Bank’s Doha branch is regulated by the Qatar Financial Centre Regulatory Authority (QFCRA) (Licence number: 00103)
and the Japanese Financial Services Agency.
The Bank’s Abu Dhabi branch is part of the Mitsubishi UFJ Financial Group and is located at 1st Floor, IPIC Square, Muroor Street, PO Box 2174, Abu Dhabi, UAE. The Bank’s Abu Dhabi branch is regulated by the Central Bank of the U.A.E (CBUAE) (License number:CN1002032) and the Japanese Financial Services Agency.
The Bank’s Bahrain branch is part of the Mitsubishi UFJ Financial Group and is located at 12th Floor, West Tower, Bahrain Financial Harbor, Bahrain. The Bank’s Bahrain branch is regulated Bahrain by the Central Bank of Bahrain (CBB) (License number WB/020) and the
Japanese Financial Services Agency.
This presentation has been prepared by the Bank and is not intended for Retail Clients within the meaning of the PRA/FCA, the DFSA, QFCRA, CBB and CBUAE rules and should not be distributed to Retail Clients. This presentation has been prepared for information purposes only
and, for the avoidance of doubt, nothing express or implied in this presentation constitutes any commitment by the Bank, its subsidiaries or affiliates to arrange and/or provide any party with any services and/or financing. This presentation does not constitute legal, tax, accounting or
investment advice. The Bank retains copyright to this presentation and no part of this presentation may be reproduced or redistributed without the prior written consent of the Bank. The Bank and its subsidiaries and affiliates accept no liability whatsoever to any third party resulting
from any unauthorised distribution. The Bank, its subsidiaries, affiliates and each of their respective directors and employees accept no liability whatsoever for any reliance on the information contained in the presentation and make no representation or warranty as to its accuracy
and completeness. This presentation is based on information from sources considered by the Bank to be reliable but is not guaranteed to be accurate and should not be regarded as a substitute for the exercise of the recipient’s own judgement. The views, opinions and other
information contained in this presentation (including, without limitation, any statements or forecasts) are solely those of the Bank and are subject to change without notice.
Notwithstanding the foregoing, nothing contained herein shall be deemed to limit or exclude liability on the part of the Bank to the extent it is not permitted to exclude in accordance with the laws administered by the Dubai Financial Services Authority (DFSA).
The Bank is under no obligation to correct any inaccuracies or update the information contained in this presentation. The provision of the service described in this presentation is, or will be, subject to an agreement constituting terms of business. In the event of a conflict between
information contained in this presentation and such terms of business, the latter shall prevail. This disclaimer is governed by English law.
This report shall not be construed as solicitation to take any action such as purchasing/selling/investing in financial market products. In taking any action, the reader is requested to act on the basis of his or her own judgment. This report is based on information believed to be
reliable, but the Bank does not guarantee or accept any liability whatsoever for, its accuracy. The Bank, its affiliates and subsidiaries and each of their respective officers, directors and employees accept no liability whatsoever for any loss or damage of any kind arising out of the
use of all or any part of this report. The contents of the report may be revised without advance notice. The Bank retains copyright to this report and no part of this report may be reproduced or re-distributed without the Bank’s written consent. The Bank expressly prohibits the redistribution of this report to Retail Customers (within the meaning of the PRA/FCA, the DFSA, QFCRA, CBB, CBUAE rules), via the internet or otherwise and the Bank, its subsidiaries and affiliates accept no liability whatsoever to any third parties resulting from such re-distribution.
CERTIFICATION
The author(s) mentioned on the cover of this report hereby certify(ies) (or, where multiple authors are responsible, individually certify with respect to each security that the author covers in this report) that the views expressed in this report accurately reflect their personal views about
the subject company(ies) and its (their) securities, and also certify(ies) that they have not been, are not, and will not be receiving direct or indirect compensation in exchange for expressing any specific recommendation(s) or view(s) in this report.
DISCLAIMERS
This report has been prepared by the Global Markets Research, US Rates and Credit Strategy desks within MUFG Bank , Ltd. (“MUBK”) and MUFG Securities EMEA plc (“MUS(EMEA)”) and may be distributed to you either by MUBK, MUS(EMEA) or by another subsidiary of the
Mitsubishi UFJ Financial Group (“MUFG”).
Legal entities and branches
The securities related businesses within MUFG (together referred to in this presentation as “MUFG Securities”) are: (1) MUFG SECURITIES EMEA PLC (“MUS(EMEA)”) which is authorised in the United Kingdom by the Prudential Regulation Authority (“PRA”) and regulated by the
Financial Conduct Authority (“FCA”) and the PRA (FS Registration Number 124512). MUS(EMEA) has a branch office that is registered at Level 3, East Wing, The Gate, Dubai International Financial Centre, PO Box 506894, Dubai, UAE (“Dubai Branch”). The Dubai Branch is
authorised to operate in the Dubai International Financial Centre (“DIFC”) as a Non-DIFC Entity (Commercial License Number CL1656) and is regulated by the Dubai Financial Services Authority (Reference Number F002623); (2) (MUFG Securities (Europe) N.V. (“MUS (EU)”)
which is authorized and regulated in the Netherlands by the Dutch Authority for the Financial Markets (AFM) and also regulated by De Nederlandsche Bank (DNB). MUS (EU) Paris Branch is regulated in France by the Autorité de contrôle prudentiel et de résolution (ACPR) and the
Autorité des marchés financiers (AMF); (3) MUFG SECURITIES AMERICAS INC. (“MUS(USA)”) which is registered in the United States with the Securities and Exchange Commission (“SEC”) and regulated by the Financial Industry Regulatory Authority (“FINRA”) (SEC# 8-43026;
CRD# 19685); (4) MUFG SECURITIES (CANADA), LTD. (“MUS(CAN)”) which is registered in Canada with the Ontario Securities Commission (“OSC”) and regulated by the Investment Industry Regulatory Organization of Canada (“IIROC”); (5) MUFG SECURITIES ASIA LIMITED
(“MUS(ASIA)”) which is incorporated in Hong Kong, licensed under the Hong Kong Securities and Futures Ordinance and regulated by the Hong Kong Securities and Futures Commission (Central Entity Number AAA889). MUS(ASIA) is registered as a foreign company under the
Corporations Act 2001 of Australia ARBN No. 169 329 453; and (6) MUFG Securities Asia (Singapore) Limited (“MUS(SPR)”) which is licensed as an approved merchant bank by the Monetary Authority of Singapore. In respect of the financial services provided to wholesale clients
in Australia, MUS(ASIA), MUS(EMEA), MUS(USA) and MUS(SPR) are each exempt from the requirement to hold an Australian financial services licence under the Corporations Act 2001 of Australia under the Australian Securities and Investments Commission Class Order
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• United States of America: This report, when distributed by MUS(USA), is intended for Institutional Investors (“Institutional Accounts” as defined by FINRA Rule 4512(c)). When distributed by a non-US affiliate of MUS(USA), this report is intended for distribution solely to “major U.S.
institutional investors” or “U.S. institutional investors” pursuant to Rule 15a-6 under the U.S. Securities Exchange Act of 1934, as amended. Securities referenced in this report may have been underwritten by MUS(USA) and/or its affiliates. Nothing in this report should be considered
an offer or solicitation of an offer to buy or sell securities or any other financial product or a commitment of any kind with respect to any transaction.
IRS Circular 230 Disclosure: MUFG Securities does not provide tax advice. Accordingly, any discussion of U.S. tax matters included herein (including any attachments) is not intended or written to be used, and cannot be used, in connection with the promotion, marketing or
recommendation by anyone not affiliated with MUS(USA) of any of the matters addressed herein or for the purpose of avoiding U.S. tax-related penalties.
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• Japan: This Note, when distributed by MUFG Securities affiliates located outside of Japan, is intended for distribution in accordance with Article 58-2 of the Financial Instruments Exchange Act 1948 (“FIEA”) i) to a “Financial Instruments Business Operator” engaged in “SecuritiesRelated Business” as defined in the FIEA or ii) to the government, the Bank of Japan, a qualified financial institution defined in Article 209 of the Cabinet Office Ordinance Concerning Financial Instruments Business, Etc., or an Investment Manager.
When distributed by Mitsubishi UFJ Morgan Stanley Securities Co., Ltd., this Note is intended for distribution to a “Professional Investor (tokutei-toushika)” as defined in the FIEA.
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