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1. Oil Prices

Olil prices (WTI front month, per barrel) remained firm at around USD 40 in July as a report by
the US Energy Information Administration (EIA) published on 7t July confirmed that the global
demand for oil had surpassed supply for the first time this year in June and expectations of a
recovery of demand grew as economic activities started up again (Chart 1). At its Joint
Ministerial Monitoring Committee (JMMC) meeting on 14" and 15" July, OPEC+ announced it
would reduce the scale of its cooperative oil production cuts from 9.7 million barrels per day to
7.7 million barrels per day from August; however, markets were not moved as the reduction
was generally in line with expectations. Meanwhile, concerns about a second wave of infection
are rising as the number of daily new cases of COVID-19 is increasing in the US, which is
limiting upper prices.

2. Oil Supply and Demand

On the supply side, OPEC+ announced that their volume of output for June was reduced
further than planned at the aforementioned JMMC meeting. A contributing factor was the
additional cuts to production made voluntarily by Saudi Arabia, the UAE, Kuwait and others
(Chart 2). According to the plan agreed in April, OPEC+ stated that the scale of their
cooperative oil production cuts, which totalled 9.7 million barrels per day up until the end of
July (extended from the end of June until the end of July at the IMMC meeting in June), will be
reduced to 7.7 million barrels per day from August. That being said, OPEC+ issued a
statement suggesting the increase in supply of 2 million barrels of oil per day due to the
production cuts will be consumed by the re-starting of economic activities.

Among oil producers, there are expectations of a further recovery in demand, as mentioned
above, owing to the sharp improvement at present which is the result of more economic
activities being re-started globally. Looking ahead, demand will continue to grow, provided the
re-starting of economic activities continues, and oil prices are forecast to remain firm.
Nevertheless, it is necessary to remain cautious about concerns of another rise in COVID-19
cases in the US and across emerging countries.
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Chart 1: Oil Prices (Front Month) and the
Global Balance of Oil Supply and Demand
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Source: EIA, Bloomberg, MUFG Bank Economic Research Office

Chart 2: Relative Oil Output of

Major Oil Producing Countries
(Volume of oil output in October 2018 = 100)
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Translation by Elizabeth Foster
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