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1. Oil Prices

Oil prices (WTI front month, price per barrel) rose to around USD 63 towards the end of
February due to factors on both the supply and demand sides: oil refinery operations were
suspended and demand for heating rose in the US state of Texas owing to a cold snap that hit
the state. After a correction, oil prices pulled back to around USD 59, but they then rose again
to around USD 66 for a short while owing to an announcement by OPEC+ that major members
would maintain their oil production cuts and Saudi Arabia would continue with its additional
voluntary cuts following a ministerial meeting on 4" March. However, it was felt that oil prices
had overshot, which started a sell-off and oil is now trading at close to USD 60 (Chart 1 upper).

2. Oil Supply and Demand

According to the Short-Term Energy Outlook published by the EIA in March, the volume of oll
demand in February was 95.89 million barrels per day and the volume of supply was 92.17
million barrels per day, resulting in the largest amount of excess demand since the start of the
COVID-19 pandemic and a record amount in recent years (Chart 1 lower). The factors behind
this appear to be mainly on the supply side, with the most significant of these being the change
in supply and demand in the US due to the cold weather as well as the cooperative oil
production cuts by OPEC+ and the voluntary cuts by Saudi Arabia.

In the US, the volume of oil supply in February dropped by 1.29 million barrels per day from the
previous month owing to the cold weather. Meanwhile, demand was firm — particularly demand
for heating — resulting in a large amount of excess demand. The tightening of the demand and
supply balance brought about by the cold snap was the main reason for the rise in prices that
occurred from mid-February until around the beginning of March. With temperatures returning
to normal and oil production and refineries recovering, US oil demand and supply is returning
to the levels it was at before the cold weather for the most part (Chart 2). In addition, the
production cuts carried out by OPEC+ is another point to keep an eye on. Compliance with
output cuts was 112% in February — higher than planned. That being said, this figure includes
the voluntary additional production cuts by Saudi Arabia (accounting for 13% points of the total
112%). Although Saudi Arabia’s energy minister is reported to have said they are in no rush to
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end their voluntary cuts, it is unlikely that they will continue the cuts indefinitely. Currently, the
number of COVID-19 cases is rising again in Europe and there is a feeling oil prices have
peaked. Looking ahead, it is likely there will be more corrections to prices.

Chart 1: Oil Prices (Front Month) and the Chart 2: Volume of US Oil Demand and Supply
Global Balance of Oil Supply and Demand (Milion barrels per day)
80 (USD per barrel) 24
AR
Z;g A\ AT A EIA forecisf
20 M LA™ WY, ’ 22
Vi 14 | N
i W hiad
30
20 W
10 i 20 TFR
0
(Million barrels per day) (Million barrels per day) Ly |
ﬂg Excess demand éo 18 W 7 Il
105 g 0ol =0_0a — =ls=0 0 af=00=0_{1 0 \\!
100 xS - = s 0 5 m
95 e - - A\ -10 16
C=ZSupply and demand balance* (right axis) //{'/-K
90  Fl—pemand (left axis) 7 -15
85  ~|—supply (left axis) V -20 —Demand
80 -25 14
-5 |Excess supply, . . . 30 —=Supply
17 18 19 20 21(Year)
Note: Supply and demand balance = demand less supply 12
Source: EIA (US Energy Information Administration), Bloomberg, 17 18 19 20 21 (Year)
MUFG Bank Economic Research Office Source: EIA, MUFG Bank Economic Research Office

Translation by Elizabeth Foster

For further details, please contact the Economic Research Office, MUFG Bank
Managing Director, Rei Tsuruta Tel: +81-(0)3-3240-3204
Written by Naoki Fuse <naoki_fuse@mufg.jp>
Rina Takasu <rina_takasu@mufg.jp>

This report is intended for information purposes only and shall not be construed as solicitation to take any action such as
purchasing/selling/investing financial market products. In taking any action, each 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 we do not guarantee its accuracy. The contents of the report may
be revised without advance notice. Also, this report is a literary work protected by the copyright act. No part of this report may be
reproduced in any form without express statement of its source. This report is also available for viewing online.

2 Economic Monthly [Oil Prices] | 21 April 2021 @ M U I G



