
AFTER years of being a statistical 
factor in oil market developments, 

looking at the OPEC+ and US shale oil 
confrontation, driven by stable growing 
demand and reoccurring supply 
issues, the fundamentals of the total 
constellation have changed dramatically. 

The year 2020 has started with a 
bang, not only for the global economy, 
commodities and trade, but also for mid-
and downstream oil and gas players. 

The normal fundamentals of the global oil 
storage sectors all would be on green with 
an ongoing supply demand conflict and a 
fractured OPEC+ production cut strategy. 
A renewed flux or even glut of oil and gas 
volumes would have been pushing stocks 
and storage figures of most players into 
the green, with increased interest of 

investors, operators and institutional 
investors at the same time. A fractured 
OPEC+ strategy and an all-out oil price 
war would have opened up the doors for 
optimism at offices worldwide of oil and 
petrochemical storage companies as 
with higher supply than demand figures, 
storage would be a hot item. 

First signs in 2020 of these normal 
phenomena were seen in the offshore 
VLCC storage markets, as rental rates 
for VLCCs and other oil and petchem 
tankers showed exponential rate levels. 
After that Saudi national oil company 
Aramco opened up the gates of hell for 
US shale oil and Russian crudes by stating 
it would raise supply levels to 13 million 
bpd the coming weeks. Oil prices plunged 
even further after that and other OPEC+ 

members, such as Russia and the UAE, 
reported higher production volumes the 
next weeks. 

Global demand for storage is going to be 
a real issue of concern to producers, as 
their increased production levels, while 
demand is hitting rock bottom, maybe 
even 10 million bpd will be removed due 
to the ongoing lockdown of the global 
economy, and increased production and 
manufacturing in main markets such as 
the EU, US and Asia. Already, demand is 
severely hit by the almost global blockade 
of national and international airlines and 
an end to tourism in most countries. 

For the oil storage sector, the latter 
situation is a major opportunity as all 
producers are currently looking for 
increased storage volumes. International 
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traders are scrambling to find oil storage 
tanks, not only on land but increasingly 
at sea. Recently, Saudi national shipping 
company BAHRI, the sole transporter 
of Aramco produced oil and products, 
has entered the market in full, taking 
more than 10 new vessels on long-term 
contracts. Traders, such as Glencore, or 
oil major Shell, also have been reported 
to enter the market with contracts for 
VLCCs to store surplus production. Both 
are indicators that parties are concerned 
that current on land storage volumes will 
not be enough the coming months to keep 
with increased unwanted supplies. US 
storage is already seeing a major rebound 
in their fortunes. Cushing, Oklahoma, 
which is ‘the pipeline crossroads of the 
world’, is already reporting a new breath 
of life in the struggling sector. 

The total oversupply could reach more 
than 1 billion barrels in the coming 
months. Not all will be heading to 
commercial storage, as nations, such as 
OESO SPRs, will be taking a vast part of 
the current cheap oil available. Others, 
such as OPEC producers, or countries in 
Asia (India, China) are already filling up 
their available storage space. In the last 
few weeks, China has been very active 
in the market, showing increased levels 
of oil being acquired and put in storage. 
Vast storage facilities have been set up by 
Asian countries over the last few years, 
some in close cooperation with OPEC 
producers, such as Aramco and ADNOC. 
At present Asia tops the list of storage 
locations with 22 million barrels of the 
63 million barrels in global floating crude 
inventory. Consultancy Vortexa stated in 
the press that six new tankers carrying 
up to 7 million barrels of crude have 
already entered floating storage in China 
in March. 

THE OPEC+ PRICE WAR

Over the coming months most of the 
attention from traders and oil storage 
company owners will be on opportunities 
in the US and Europe. Both have become 
a main target of the ongoing, and 
unexpected, OPEC+ price war outcome. 
OPEC leaders Saudi Arabia, UAE and 
Kuwait, have been reported to be looking 
at increased market share opportunities 
in the US. A wave of Saudi oil is already 
heading to the US, not only to hit US 
shale oil customers with extremely low-
priced Saudi crudes but also to prevent a 
possible Russian oil glut into the world’s 
second largest market. 

The battle for US customers and market 
share is ongoing, but the severity of the 
attack is at levels not seen before. The 
latter will put US shale production in the 
bullseye, as American shale oil growth 
has been supported previously by ever 
increasing exports. Analysts now expect 
that US crude exports will plunge by 

around 1 million bpd in April-May to a 
level of 2.5 million bpd. The latter will 
necessitate, if production is going to be 
kept at the current levels, that more US 
shale oil is going to be stored. 

The COVID-19 impact, combined with the 
possible lockdown of major US industrial 
sectors, means that demand will plunge 
too, combined with an influx of cheaper 
Saudi and Russian crudes and products. 
With the ongoing contango in the market, 
as forward prices are higher than 
immediate prices, traders worldwide are 
incentivised to park barrels into storage 
in the hopes of selling them for a profit 
later. Looking at the global situation, 
contango will grow even stronger as 
long as Russia and Saudi continue their 
current market strategies. 

A CRITICAL POINT

As several major banks, such as Goldman 
Sachs, are currently reporting the 
situation could even become much more 
critical than currently is understood. With 
an oil flood not seen before in history, and 
a possible demand crush of 10 million 
bpd in short term, storage availability 
will be critical as long as producers are 
keeping up the volume levels brought to 
the market. Strains on storage availability 
could become visible very soon, as space 
is finite, while production is even being 
ramped up by some producers. 

Goldman Sachs even expects a real 
crunch in summer, if production levels 
talked about will become a reality.  Still, 
some relief could come by Strategic 
Petroleum Reserves in OECD countries. 
US president Trump already has promised 
to put more oil in the SPR, even up to the 
roof. Other OECD members and Asian 
countries could be deciding the same. 

The future will depend however, even after 
the US energy independence declaration 
last year, of the strategies of OPEC 
producers in MENA and even West Africa. 
Saudi Arabia and the UAE are maybe the 
key holders in the current crisis. Riyadh’s 
statement to ramp up supply to record 
levels, some are even talking about 13 
million bpd, and Abu Dhabi’s production 
increase by almost one third, does not 

bode well at present. Moscow, who in 
principal is the main culprit behind the 
current supply crisis, has stated it will add 
another 500,000 bpd to the market. 

At present the situation is unclear, as 
goals and strategies of all concerned 
are not aligned.  As some expect, overall 
surplus could be hitting 3-3.5 million 
bpd in April, but it could hit the 6 million 
bpd mark around August if the situation 
continues. The IEA in Paris indicated in its 
latest assessments that market supply 
already is at 3.5 million bpd surplus. 
With Saudi Arabia-UAE-Russia and 
others ramping up supply, the 6 million 
bpd surplus mark will be reached easily, 
ceteris paribus. 

TURBULENT TIMES AHEAD

However, lower oil prices are not a 
blessing to most producers. Several 
major OPEC producers have been 
struggling already to cope with lower 
average oil prices as their economies and 
government budgets need higher price 
levels. The loss of revenues will hit hard, 
not only for countries such as Russia or 
the leading OPEC producers, but without 
any doubt the more-politically fragile oil 
producers, such as Iran, Venezuela, Libya 
and Iraq. 

A major breaking point for some of these 
regimes is near, maybe even causing 
more turmoil in the market than at 
present is needed. US shale is a strange 
duck at present. Even the financial 
situation of most US shale oil producers 
is dire, some even heading for bankruptcy 
or Chapter 11, most players have however 
hedged their production for 2020, and 
Washington could even be bailing some 
others out. Production will be hit, but 
less than in a normal situation. The latter 
means US shale oil will enter the market 
but will not be finding customers, except 
oil storage operators. 

When storage markets are maxed 
out, oil is hitting tank ceilings globally, 
the real crunch will come. Oil prices 
will hit a downward turn that could 
be self-destructing for most. With a 
continuation of the current situation, 
even if OPEC and Russia will rush the 
next weeks back to the table, the market 
has been hit by a tsunami, leaving a lot of 
casualties around. Current prospects for 
oil storage operators are looking bright, 
not only in OECD, China or India, but 
also for MENA and African operations. 
With most new oil being exported to 
USA-EU or Asian clients, some dents 
are being made in the available volumes 
in oil producing countries, especially 
Saudi Arabia and UAE. The latter, trying 
to increase pressure on the market with 
their so-called Royal Flush in hand due 
to perceived spare production capacity 
and available reserves, are already  
biting into their own domestic and 

With an oil flood not seen 
before in history & a 
possible demand crush, 
storage availability will  
be critical as long as 
producers are keeping up 
the volume levels
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regional oil storage volumes to bring  
the level of export volumes to the market 
as promised. 

Without any doubt, mainstream OPEC 
producers are not able to produce 
more, even not when discounting costs 
by taking out CAPEX and looking only 
to OPEX. Any new loss of revenue, as 
additional production volumes are not 
generating enough cash to counter losses 
in price, will increase already existing 
budgetary pressure on Arab producers 
and companies. With an estimated 
1 billion increase in stored crude oil 
volumes (or Bloomberg’s more bleak 
assessment of 1.7 billion, which is three 
times as much as during the biggest-ever 
surplus recorded by the IEA (1988)), 
prices are going to be low or even heading 
for price and sector destruction levels, 
hitting below $20 or maybe even $8 per 
barrel. Even though storage operators 
are going to make a large buck out of 
the current situation, looking further the 
picture is bleak for all. 

With a possibility that all storage will be 
full at end of 2020, production will need 
to collapse, if not being cut to unseen 
levels. The latter will put most oil and gas 
producers, traders and storage operators 
at risk. With constrained production, and 
no upward demand expected to quickly 
remove 1 billion barrels, the whole sector 
is going to look at a financial crunch. With 
not enough new storage, even offshore, 
production cuts will bring a long list of 
independents and minnows to the brink. 
The oil and gas majors will survive, based on 
their cash reserves, while national oils are a 
different entity, going broke is not option. 

A FINANCIAL STORM

OPEC, Russia and US oil and gas sectors 
are looking at a financial storm, as long-
term demand is down due to COVID-19 
and global economic shutdown. Lower oil 
prices also have a direct link to financing 
in future. With increased volatility already 
present in the market before the current 
crisis, due to energy transition and 
the ‘Greta Thunberg’ effect, financing 
future operations, and storage, will be 
under pressure. The attractiveness of 
oil and gas is lost for a growing number 
of people. Investors, institutionals and 
banks are already wary to support 
expansion or even consolidation of 
their investment portfolios in oil and 
gas. Current price developments and 
demand destruction is putting another 
nail in the coffin. OPEC+ price wars could 
be the siren call for most. 

FUTURE OPPORTUNITIES EXIST

Are there still opportunities in future? 
Yes, while MENA oil and gas is not going 
to survive the onslaught unscarred, 
people should realise that the 
overwhelming majority of operations, 
ownership and reserves are in the hands 
of national oil companies or subsidiaries 
in region. These companies are holding 
not only a direct link to governments, 
but also to the mainstream national and 
regional financial institutions,  
such as Islamic Investment Banks, 
private offices and sovereign wealth 
funds (SWFs). 

This combination is a major buffer 

against negative outfall from global 
crisis situations. With the backing of 
their respective governments, built 
on the fact that they are playing a 
pivotal role in the economy and future 
diversification efforts, MENA based 
entities will prosper after 2020-2021. 
Investments in the region will regain 
former levels, as global demand for oil 
and gas needs to be satisfied. If IOCs, 
independents and minnows have been 
the major casualties of the current price 
war and the global COVID-19 crisis, 
ample room for expansion will exits for 
national entities, wanting to become an 
international giant in future. 

The upstream picture is clear, 
downstream investments will also 
continue, most probably with NOCs 
getting a larger appetite for refineries and 
storage plants to counter regional and 
global shocks. Aramco, ADNOC, KP, QP 
and even EGPC/EGAS could be the new 
sisters, taking a big bite out of trading and 
storage at the same time.  

With the backing of their 
respective governments, 
built on the fact that 
they play a pivotal role 
in the economy & future 
diversification efforts, 
MENA-based entities will 
prosper after 2020-2021
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