
THE OIL market is currently deep 
in uncharted territory having to deal 

simultaneously with a supply shock from 
the abrupt termination of the OPEC+ 
production cut agreement and a demand 
shock from the coronavirus (COVID-19) 
pandemic. The market has demonstrated 
before, that it can deal with either shock 
by itself. The great financial crisis of 
2008/2009 was solved by a combination 
of stimulus spending and OPEC cuts, 
while the decision of OPEC to cut 
production in November 2014 stimulated 
demand strongly enough to tackle the 
oversupply. Each of these events was 
noteworthy enough to go into oil lore. With 
OPEC+ abandoning its long-term strategy 
of market management we are seeing the 
opposite of what would normally occur 
in a demand shock. Instead of quickly 
cutting supply in the face of massive 
demand losses stemming from COVID-19, 
Middle Eastern OPEC countries are 
priming their pumps to push even more oil 
onto the market in a bid to reclaim market 
share lost in previous years. If Saudi 

Arabia and others continuously play hard 
ball, we are looking at a market surplus 
of several million b/d for the remainder 
of this year. Whether the surplus is 2, 3, 
4, 6, or 8 million b/d will depend on how 
disastrous for the economy COVID-19 
really is and how long OPEC opts to keep 
supplies elevated. There is also the key 
question of how much spare storage 
capacity is available. 

 The outbreak of the coronavirus in China 
and its subsequent spread throughout 
the world has devastated global oil 

demand. At this point it is still difficult 
to gauge the full extent of the damage 
and we have been forced to revise our 
estimates downwards several times 
already. Undoubtedly, the product being 
hit the hardest is kerosene as air travel 
bans have led to mass groundings at 
airports, with, for instance, United Airlines 
cutting flights by 50% in April and May. 
Germany’s Lufthansa is also slashing 
some 80% of its short-haul commercial 
capacity and 90% of seating capacity on 
long-haul flights until at least April 12th 
(and probably significantly longer). We 
estimated global jet demand at around 
7.5 million b/d in 2019. Over the next few 
months we can expect this level to fall by 
a good 60% due to the mass groundings 
of commercial flights, which equates to 
some 4.5 million b/d (note that the air 
freight business has not been curtailed). 
Whether these extreme measures will be 
sustained throughout the second quarter 
or perhaps into (and even throughout?) 
H2-2020 is still open. 

But there are also 95 million b/d of oil 

TOWARDS TANK TOPS
The one thing storage operators needn’t worry about for the rest of the year,  
is whether or not their tanks will be filled…

‘As of January 2020, 
we estimate a global 
occupancy rate of about 
82%, which puts spare 
storage capacity at about 
18%, equivalent to 730 
million barrels’
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demand in all other products that will 
be affected. Analogies with recessions 
may not work, because this time the 
consumption of pretty much everybody 
is reined in substantially, with entire 
industries (tourism, aviation, sports, 
music, culture) largely cancelled out. 
Industries, like the car-manufacturing 
business are also stalling, with factories 
in Europe and North America shutting 
down on a combination of health security 
measures, supply chain issues and 
a lack of demand. Power demand in 
stronger affected European countries 
appears to be down currently by about 
10-15%, while lockdown measures 
are still being expanded and enforced 
stronger. Personal movements are being 
substantially reduced, with mobile phone 
data e.g. here in Austria suggesting 
40-50% less movements. What will oil 
demand do in this environment? A fall of 
roughly 10% does not appear outlandish, 
making the 10 million b/d (considering 
special statues of jet fuel) of lost demand 
a possibility in April and for a period of 
about 1-2 months. Afterwards things 
should improve, even though briefer 
waves of lockdowns may come back.

One might be inclined to think that it no 
longer matters whether the surplus is 3, 
4, 5, 8, or 10 million b/d. But of course it 
does, as we would reach tank tops in a 
matter of months in the more aggressive 
scenarios. Indeed, outside of China (where 
data on storage is hard to even assess), 
we estimate global dirty (i.e. crude and 
fuel oil) storage capacity at around 4.1 
billion barrels (calculated as the sum of 
maximum inventory levels per country 
seen since January 2012). As of January 
2020, we estimate a global occupancy rate 
of about 82%, which puts spare storage 
capacity at about 18%, equivalent to 730 
million barrels. That may sound like a big 
figure but if the global balance is 10 million 
b/d long, it would fill up in a mere 73 days. 
Likewise, if the oversupply is 5 million b/d 
we have around 146 days before tank tops 
are reached. This is a simplified calculation 
that excludes important variables such 
as floating storage and Chinese storage 
capacity that will play a large role in 
whether or not tank tops are reached. 
We would estimate that China can take 
1.5 million b/d into storage on top of its 
crude import requirements.  As for floating 
storage, the market proved last year that 
it could operate despite 20% of its fleet 
being either unavailable or restricted to 
major charterers on account of sanctions, 
dry-dock works, et al. We would therefore 
argue that 20% of the global VLCC fleet 
could be put on floating storage duty, if the 
need arose. That would equate to about 
180 supertankers capable of storing 360 
million barrels. But the point remains that 
none of these measures would avoid a 
tank top scenario if the global balance is 
long 10 million b/d beyond a few months. 

Then there is the ability of refiners to 
process the crude into products, which, 
in an anaemic demand situation will end 
up on stock. Indeed, this is what we saw 
in 2015/2016 when dirty storage outside 
of China peaked in October 2015, pushing 
dirty spare storage capacity down to 
10%. Demand at the time was vibrant 
and the high crude availability triggered 
a veritable buyers’ crude market that 
resulted in high refinery run rates and 
growing product stocks. This was only 
put to an end by concerted efforts from 
OPEC to rein in production with the stated 
goal of bringing OECD stock levels back 
in line with the 5-year average. This also 
cost OPEC the market share it is currently 
struggling to win back. In any case, 
storage for combined gasoline, jet/kero, 
and gasoil/diesel fuels over the whole of 
2016 was some 115 million barrels higher 
than in 2015. As of the start of 2020, we 
estimate gasoline and middle distillate 
spare storage capacity at around 18%, or 
380 million barrels, assuming a storage 
capacity of 2.1 billion barrels. 

If we put all of these factors together, 
we come up with an expanded storage 
capacity figure of 7.1 billion barrels 

encompassing crude, fuel oil, gasoline, 
jet/kero, and gasoil/diesel. The figure 
takes into account some 400 million 
barrels of floating storage, split as 
350 million dirty and 50 clean. It also 
assumes a steady 1.5 million b/d build 
in Chinese stocks, which, by year-end, 
results in another 460 million barrels 
(see chart, this is also the reason behind 
the upwards slope in the forecasted 
storage capacity figure). Now how long 
will it take to fill this up?

That of course depends on the supply 
and demand assumptions which are 
both shrouded in a mist of uncertainty. 
To penetrate this fog, we outline 
three scenarios that result in varying 
stockbuilds (see chart). All cases assume 
the bulk of the length over Q2-2020, but 
to varying degrees that depend primarily 
on the extent of demand loss from 
COVID-19. The Low case also assumes 
a strong decrease in supply from July as 
OPEC and other countries cut production, 
while in the High and Medium cases 
OPEC does not cut as much, forcing 
higher cost producers to slash more 
output. The closer we get to tank tops, 
the deeper the oil price will fall in order 
to force more production offline. Even in 
the Low case, storage levels get tighter 
than anything seen in recent memory, 
so we can confidently say that we will get 
pretty close to tank tops by the end of this 
year. It may not be much of a consolation 
in these trying times, but the one thing 
storage operators need not worry about 
for the rest of the year, is whether or not 
their tanks will be filled.

For more information: 

This article was written by Eugene Lindell, 
Senior Crude Market Analyst at JBC 
Energy, eugene.lindell@jbcenergy.com
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Increase in forecast Storage Capacity due to:
Floating storage (C/DPP): 0.4 billion bbls

China storage: 1.5 mmb/d: 0.46 billion bbls

historical stock level 
excludes China Stock levels in billion bbls

Stock change in million b/d

* Storage capacity defined as sum 
of max. inventories per country 
(excl. China) in Jan-12 to present 

‘We estimated global jet 
demand at around 7.5 
million b/d in 2019. Over 
the next few months we can 
expect this level to fall by a 
good 60% due to the mass 
groundings of commercial 
flights, which equates to 
some 4.5 million b/d’
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