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After US WTI crude oil prices plumbed negative territory 
for the first time in history, there are growing fears that 
storage capacity will soon run out, taking out any floor in 
pricing. The eventual response has to be a major cut in 
US production.

The US WTI crude oil May contract on the NYMEX 
plunged to settle at -$37.63 on 20 April, a day before 
expiry.

“I would describe what happened… as a combination 
of panic and timing… As far as the NYMEX contract is 
concerned, you need to unwind your positions before 
the contract expires. Otherwise you have to take 

physical delivery of the oil… in Cushing, Oklahoma,” said Ignacio Sotolongo, senior 
editor, US crude oil for ICIS, on an ICIS webinar.

“Some funds that were long… realised they had to unwind their positions… They came 
into the market in the last 15 minutes of trade, [the price] crashed, and they obviously 
had to pay someone to take the barrels off their hands,” he added.

Meanwhile, the fall in crude oil prices continued on 21 April unabated, with the June 
WTI contract plunging 43% to $11.57/bbl, and Brent falling 28% to $18.29. Prices 
rebounded on 22 April. A key concern is that the US is running out of crude oil storage 
capacity.

“The US only has around 6m bbl/day of export capacity so if things continue as they 
are right now, and you have major overproduction and oversupply, ultimately prices 
will continue to go negative… And when prices go negative, you’re going to see a 
significant impact on production in the US,” said Richard Price, deputy global oil editor 
at ICIS.

US shale oil exposed
US shale oil producers are particularly at risk, as the breakeven price for shale oil 
production is $40-50/bbl, depending on the region, he said.

“Ultimately, those producers will begin to go bankrupt and will have to cut production 
much earlier,” said Price.

Banks are no longer willing to fund US shale oil investments, he noted. On 21 April, US 
President Trump hinted at financial support for the oil and gas industry.

“We will never let the great U.S. Oil & Gas Industry down. I have instructed the 
Secretary of Energy and Secretary of the Treasury to formulate a plan which will make 
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funds available so that these very important companies and jobs will be secured long 
into the future!” Trump tweeted.

Net US crude oil stocks stand at 375m bbl, with another 128m bbl in pipelines or in 
transit. This was after a 19.2m bbl stock build in the week to 10 April, noted Price.

This net crude inventory figure amounts to 57% of working storage capacity in the US. 
While this may appear there is plenty of space left, the rate of stock build could rapidly 
fill this, he noted.

“This gives us 280m bbl of storage remaining and with last week’s almost 20m bbl 
build, it looks like this could reach capacity [soon],” said Price.

Demand is down dramatically because of the coronavirus lockdowns. The Energy 
Information Administration (EIA) estimates that global crude oil demand could be 
downs as much as 30% in April, he noted.

US refinery input has declined around 25% since January, from around 16.9m bbl/
day, to 12.7m bbl/day most recently. Extrapolating the EIA estimate for global demand 
declines to the US, this could drop further, which would lead to more record stock 
builds, said Price.

If US crude oil stocks continued to build at 19.2m bbl/week, that would give just over 
three months until storage completely runs out, he noted.

“But with refinery runs, consumption and exports likely to fall further, this could be 
drastically shorter,” said Price, pointing out that midstream energy company Plains All 
American Pipeline has said full capacity could be reached by mid-May.

“I don’t think that’s completely unreasonable given the figures just outlined but it’s 
likely to be between [mid-May and just over three months from now],” said Price.

“The recent downturn in prices suggests that investors are expecting these voluntary 
production declines to merely slow the impending US storage crisis rather than halt it 
altogether,” he added.

Storage of refined products
Another possibility to consider is that the US runs out of storage for refined products 
such as gasoline if refineries don’t cut production further.

“There is the possibility we could run out of storage for refined products before we 
run out of storage for crude. Those tank farms are smaller than the ones for crude… 
Refiners are going to have to start cutting runs and then this backs out to the oil patch,” 
said Sotolongo.

Coronavirus impact
While the start of the crude oil crash on 9 March was initially triggered by OPEC 
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announcing a raise in production after failing to agree a 
deal with Russia, the demand side from the coronavirus 
impact has overwhelmed the supply-side impact, said 
Ajay Parmar, crude oil market analyst at ICIS.

“OPEC’s oil production rise was around 4m bbl/day. 
The loss in demand for oil is around 20-30m bbl/day… 
While there is a major supply-side issue here, it’s really 
the demand side due to the Covid-19 lockdowns being 
implemented across the world that is causing the 
massive turmoil in the oil market,” said Parmar.

OPEC and Russia, known as OPEC+, eventually agreed on 
13 April to a cut of 9.7m bbl/day starting in May, but this 
is widely being considered too little, too late.

This crisis for the oil market is unique, as in the past, it’s 
typically either the supply side or demand side that have 
caused major declines in prices, noted the ICIS analyst.

“You usually only see big issues happening on the 
refining side or the upstream side, and that’s why oil 
majors love to be integrated - to have production and 
refineries so that they can weather the storm in whatever 
situation, high or low prices,” said Parmar.

Today, the drop in demand is hitting the refined products 
side first with less demand for gasoline and jet fuel. 
That in turn works its way all the way up to crude oil 
producers who have had to drop their prices severely.

Normally a low crude oil price would benefit refining margins, but not this time with the 
core demand collapse for refined products, the ICIS analyst noted.

“OPEC can do as many cuts as it wants - unless it cuts 20-30m bbl/day which it’s 
not going to do - the recovery will only come when you see a [loosening of] these 
lockdowns in big markets like the US,” said Parmar.

“When those big oil demand centres come back from this crisis due to the Covid-19 
shutdowns, only then will we see an improvement in oil prices,” he added.

oil recovery outlook
However, even after the lockdowns are lifted, the recovery in oil demand could be 
spotty.

“The longer this goes on, the more likely businesses adapt to a new normal, and things 
become a habit. You may not be doing as much travel… especially without a vaccine or 
therapeutic,” said Jeremy Pafford, head of North America at ICIS.

“Even as we go into 2021, the need for those types of fuels may have changed,” he 
added. And the prospect of a long global recession further dampens the long-term 
outlook for crude oil.

“Yes we are expecting the easing of these lockdowns… but are economies going to 
be able to bounce back? And is that going to transpose into an immediate impact on 
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refineries again?” said Sophie Udubasceanu, global crude oil editor at ICIS.

And then there is the potential for a second wave of coronavirus cases later in the year 
in the northern hemisphere amid colder weather, she added.

On the supply side, there is still the question of how many barrels/day will actually be 
cut by OPEC in practice, noted Sotolongo.

“We need to see the big players in OPEC stepping up and doing their share,” he said.

US ngL feedstocks
For the US, a decline in crude oil production could put upward pressure on natural 
gas and natural gas liquids (NGL) prices, as associated gas produced from oilfields 
diminishes with lower oil production. This would hamper US petrochemicals producers 
further.

US petrochemicals producers have seen their feedstock advantage essentially 
disappear with the collapse in crude oil prices as European and Asian producers using 
cheaper naphtha (oil-based) feedstock have seen their margins improve on a relative 
basis.

“You’re seeing this double whammy of naphtha prices globally going down, and then 
rising ethane prices crimping [US petrochemical] margins further,” said Pafford. 

For more news and analysis on the coronavirus impact and crash in oil prices, 
visit our Topic Page

“the longer this goes on, the more likely businesses adapt to 
a new normal, and things become a habit” Jeremy pafford, 
head of north america, iCis

For the first time in history, US crude oil prices plummeted 
into negative territory. 
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