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China drives global oil demand
recovery out of coronavirus collapse

REUTERS, Beijing/New York/Tokyo

China’s oil demand has recovered to more
than 90 per cent of the levels seen before
the coronavirus pandemic struck early this
year, a surprisingly robust rebound that
could be mirrored elsewhere in the third
quarter as more countries emerge from
lockdowns.

While China - the world's second-largest
oil consumer - is the outlier for now, easing
travel restrictions and stimulus packages
aimed at resuscitating economies could
accelerate global oil demand in the second
half of 2020, industry executives said.

“The brisk resumption of Chinese oil
demand, 90 per cent of pre-COVID levels
by the end of April and moving higher, is a
welcome signpost for the global economy,”
said Jim Burkhard, vice president and head
of oil markets at IHS Markit.

Widespread lockdowns to contain the
spread of the virus took an especially heavy
toll on oil markets, wiping roughly 70 per
cent off global prices by mid-April and
leading to huge build-ups in oil and fuel
inventories worldwide.

“When you consider that oil demand
in China — the first country impacted by
the virus — had fallen by more than 40 per
cent in February — the degree to which it

is snapping back offers reason for some
optimism about economic and demand
recovery trends in other markets such as
Europe and North America,” said Burkhard.

Benchmark oil prices have also bounced
back as lockdown measures eased, with
Brent futures rallying 50 per cent and U.S.
crude futures over 90 per cent since May 1.

While oil analysts agree that China’s
demand is rebounding, estimates differ in
terms of degree and duration.

Wood Mackenzie expects China’s oil
consumption in the second half to grow
2.3 per cent to 13.6 million barrels per
day (bpd) from the same period last year,
driven by increased transportation and
industrial use.

“By the third quarter, China’s gasoline
demand would have surpassed the same
period last year by 3 per cent to 3.5 million
bpd,” the consultancy said, while diesel
consumption could grow by 1.2 per cent to
3.4 million bpd over the same period.

In contrast, the International Energy
Agency (IEA) said in its May report that
China’s demand will fall 5 per cent on year
to 13.2 million bpd in the second half.

Even so, there is strong consensus that
both gasoline and diesel use are expected
to accelerate as more people and businesses
boost movement.

“China has led the demand recovery path
so far. Following this, other countries such
South Korea, Australia and Vietham where
the (virus) cases are broadly under check will
see an improvement in petroleum demand,”
FGE analyst Sri Paravaikkarasu said.

JBC Energy analyst Kostantsa Rangelova
said Asia’s total refined product demand
could rise to 34.3 million bpd in the
second half, up from 31.6 million bpd
in the first six months, but still about 1.5
million bpd lower from the same period a
year ago, mainly because of the decline in
jet fuel demand.

In India, the world’s No. 3 oil consumer,
state refiners ramped up output in May as
fuel sales recovered ahead of the lockdown
lifting in June. In Japan, the fourth largest
oil user, gasoline demand is expected
to contract by 10 per cent in October to
December, but rebound strongly from the
27 per cent contraction seen in April to
June, refiner Cosmo Energy Holdings said.

In the United States - the top oil
producer and consumer - road fuel demand
is expected to rise to 10.6 million bpd in the
second half, according to Rystad Energy, 22
per cent higher than the first half.

However, gasoline consumption will
still be 5 per cent down from 2019 on
higher unemployment, reduced incomes

and more people working from home,
Rystad analyst Per Magnus Nysveen said.

More road trips this summer could give
demand a significant near-term boost,
however, said Patrick De Haan of U.S.-
based consultancy GasBuddy.

“Depending on this consumer demand,
if more people hit the road, refineries are
well-positioned and will rise to meet the
increase in demand and that may be a
lifeline for them this summer,” he added.

Even so, some U.S. refiners are hesitant
to dramatically boost output, remaining
cautious on gasoline demand as they eye
still-growing distillate inventories.

Cowen research’s refining analyst Jason
Gabelman estimates it will take two years
for refining margins to rebound as the U.S
economy recovers from the effects of the
pandemic and subsequent stay-at-home orders.

Oil executives are also wary of fresh
downturns in oil demand as countries slash
economic growth forecasts and populations
alter travel habits.

“For now, we don't know whether
demand for gasoline and jet fuel will ever
return to the levels before the pandemic,”
JXTG Holdings President Tsutomu Sugimori
said at a May 20 briefing, adding that it was
difficult to predict how consumers lifestyles
would change.

Coronavirus pushes up German
unemployment, short-time work

REUTERS, Berlin

The coronavirus pandemic further hit Germany’s labour
market in May as companies continued to slash thousands
of jobs and put millions of employees on reduced working
hours, data showed on Wednesday.

The bleak figures, published by the Labour Office, came
as Chancellor Angela Merkel’s ruling coalition wrestled
over the final details of a stimulus package to help firms
and employees in Europe’s largest economy recover quickly
from the crisis.

The number of people out of work in May rose by
238,000 to 2.875 million in seasonally adjusted terms,
the data showed. A Reuters poll had predicted a rise of
200,000. The unemployment rate jumped to 6.3 per cent
from 5.8 per cent in April.

“The labour market remains under immense pressure
due to the coronavirus pandemic,” Labour Office head
Detlef Scheele said. But he added that unemployment did
not rise as much as in April.

Companies logged requests to put 1.06 million people on
reduced working hours under the government’s Kurzarbeit
short-time working scheme from May 1 to May 27, the office
said. That was in addition to requests for 10.66 million
people made in March and April combined, the labour
office said, adding that this did not, however, mean that all
of those people would actually end up on the scheme.

“Short-time work has clearly exceeded the level of the
2009 crisis,” Scheele said. Around 1.5 million people were
on the programme back then.

Short-time work is a form of state aid that allows
employers to switch employees to shorter working hours
during an economic downturn to keep them on the payroll.

A poll by the Ifo economic institute published on
Tuesday showed the number of workers in Germany on
reduced hours had risen to 7.3 million as the pandemic
affects most sectors.
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Zoom earnings soar as video
meets become pandemic norm

AFP, San Francisco

FROM PAGE B1

Next budget would be an
immense balancing act

interest without any default risk.

Zoom on Tuesday reported that its earnings soared as its
video-meeting service became a popular way to work or
socialize while hunkered down due to the coronavirus
pandemic.

Zoom said it made a profit of $27 million on revenue
that leapt 169 percent to slightly more than $328 million
in the fiscal quarter that ended April 30.

In the same quarter a year earlier, Zoom reported zero
dollars per share in net income for stockholders.

“The COVID-19 crisis has driven higher demand for
distributed, face-to-face interactions and collaboration
using Zoom,” founder and chief executive Eric Yuan said
in a release.

The quarter ended with Zoom having approximately
265,400 paying customers with at least 10 employees each
-- an increase of 354 percent from the first quarter in 2019,
according to the company based in the Silicon Valley city
of San Jose.

Zoom shares that ended the formal trading day
up slightly gave back the gain in after-market trades,
apparently due to concerns that its popularity will decline
when restrictions on movements ease and people can get
back to seeing one another in person.

Zoom told analysts that about half the growth in paid
use was customers paying month-to-month, and those
types of subscribers are more likely to leave than those
who commit to annual memberships.

“It's a reminder that Zoom is seeing an unusual spike
during what we hope will be a relatively short term event,”
independent tech analyst Rob Enderle said.

“Once you don't have to socially distance as aggressively
anymore, a lot of folks are going to want to go back to
meeting in person.” It is too soon to tell if monthly
customers are abandoning Zoom in places where pandemic
shelter-in-place rules are being eased because “even there
people are taking their time to go back to work,” according
to chief financial officer Kelly Steckelberg.

Debt at heart as Kamal strikes balance
amid falling revenue, rising expenditure

FROM PAGE B1

The revenue generation by the tax officials may stand at
Tk 220,000 crore at the end of fiscal 2019-20, meaning
a shortfall of Tk 80,000 crore relative to the target of Tk
300,500 crore.

This will be Tk 15,000 crore lower than Tk 234,684
crore generated in fiscal 2018-19, in what will be the first
instance of revenue collection dropping year-on-year since
Independence, said Abu Hena Md Rahmatul Muneem,
chairman of the NBR, in a letter to Finance Secretary Abdur
Rouf Talukder on May 14.

If income-generating activities slow and economic
recession sets in, the generation of direct taxes would
reduce.

Similarly, if domestic demand goes down, imports
would fall. If industrial production declines, the demand
for raw materials and machinery would fall. This will have
a huge negative impact on the collection of indirect taxes.

“It would be tough to realise Tk 330,000 crore targeted
for the upcoming fiscal year,” Muneem said.

The non-tax revenue target may also receive a hit.

In the revised budget for this fiscal year, Kamal raised the
non-tax revenue target to Tk 57,710 crore, thanks to Tk 20,000
crore coming from the state-owned enterprises (SoEs).

But the new budget can’t expect to find anything from
the SoEs as their incomes have also fallen owing to the
coronavirus-induced shutdown.

So, the target from the non-tax revenue segment could
be set at Tk 34,000 crore.

As the government struggles to strike a balance between
income and expenditure, Kamal got down to work in
the first week of April, writing to all the multilateral
development and bilateral partners seeking whatever
support they can extend.

He has already received a commitment on budgetary
support from the development partners such as the
World Bank, the International Monetary Fund, the Asian
Development Bank, the Asian Infrastructure Investment
Bank and the Islamic Development Bank as well as bilateral
donors such as the Japan International Cooperation Agency.

Despite the increased borrowing, Bangladesh remains at
low risk of debt distress.

Public debt in Bangladesh was $105 billion in fiscal
2018-19, which is about 34.9 per cent of the GDP, and the
external public and publicly guaranteed (PPG) debt ratio
was 14.5 per cent of GDP.

“Both are low,” said the ADB recently.

The additional external debt of $2.9 billion, as the
government has projected, will increase both the external
PPG debt-GDP ratio and public debt-GDP ratio by 0.9 per
cent in fiscal 2019-20.

The IME which approved $732 million in emergency
assistance to meet Bangladesh’s balance of payments and
fiscal needs on May 29, is also not suggesting belt-tightening
because spending is needed to stop people from dying or
from falling into a permanent trap of unemployment.

When incomes are down, savings are
down too and therefore the demand for
National Saving Certificates (NSCs) will be
depressed.

In fact, NSC holders may decide to cash
out their savings invested in the instruments
to pay for their living expenses. It is,
therefore, reasonable to assume reliance on
bank borrowing will have to increase.

This could be a problem for the
private non-financial sector particularly if
production and investment begin to recover.

An early recovery is unlikely, but the
banks are already assigned with a large
financial package to finance the working
capital needs of the affected small and large
business enterprises.

Bangladesh Bank will be refinancing
a significant portion of it. However, the
banks will have to bear all the risk.

In this situation, the banks may be more
than happy to park their money in treasury
bills and bonds that offer 7 to 9 per cent

There is thus the risk of crowding out
their own funding for the financial support
packages where default risks are very high
and the rate of return is marginally higher
than government bills and bonds because
of the 9 per cent ceiling on the interest rate.

The last option is the monetisation of
the deficit by borrowing from the BB. This
may not create additional inflation risk if
aggregate demand remains as depressed as
it is now.

However, deficit monetisation is not an
option that can be used too much too long.

The government will, therefore, have
to remain very flexible in adjusting
expenditures during the year depending
on the financing situation, particularly
ADP expenditure and avoidable non-
development expenditures.

Reducing leakage in revenue collection
will also be most helpful.

The author is an economist
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