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Has the market absorbed revised demand forecasts for 2023?

The narrative has been that oil prices will depend on whether we have weak
or strong demand in the US or China. It’s obvious now when the actual
numbers come in and are put in historical perspective, that it is high oil prices
that have taken their toll on demand. If you have a period of sustained high
prices, that causes demand destruction, and the same economic activity
will then be satisfied with less oil demand. That’s what we are seeing. The
other development is that on the supply side because of the OPEC cuts, we
now have safety buffers in the system, which were previously very small.
So that pressure on inventories which would have resulted in higher price
spikes, has been removed. So, fundamentals are reasserting themselves and
probably point more towards $60-70 than $90-100. Short sellers, long sellers,
speculators - while fulfilling a beneficial role because they smoothen prices by
being present in the market - at the end of the day don’t determine where the
trend is going.

Disappointment in the market at Chinese demand?

It was never going to be this big explosion. China did not have the same
monetary transfers during the lockdown period as we saw in the US and to
some extent in Europe.So, the lockdown in China has just integrated itself into
the trend growth decline. Meanwhile, in the US, the data is maybe indicating
an economy technically bordering a recession, but it’s still functioning on a
very high level, with full employment, most cylinders humming and consumer
spending strong. Also, trade disruptions did not hit the US as much as Europe
and China, and its domestic market is also large enough for driving and other
oil demand components to play an independent role. The risks today for the
US economy comes from its financial sector. &
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