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Oil prices flat, gas prices skyrocket 

 Cautious recovery of oil demand 

 Drilling activities in the US remain limited, but production is becoming more efficient 

 Gas prices jump higher in all regions 

 

OPEC+ asks members to make a vital contribution to reducing production 

The OPEC+ (OPEC + partners led by Russia) has not made any changes in its policy last week. The Joint Ministerial 

Monitoring Committee (JMMC) has indicated that it is satisfied with the level of compliance in July. The participating 

countries in the production extension agreement actually achieved 95% of the target (production reduction of 9.7 million 

barrels per day (mv/d)). If the voluntary production reduction of Mexico is added to that, it is even 97%. However, the 

countries that did not comply with the agreements in May, June and/or July must indicate before 28 August how they will 

compensate for their overproduction. This compensation is not only fair to the countries that have kept the agreements, it 

is also necessary to be able to meet up to the promised market stability. The JMMC sees signs of recovery in oil 

demand, but it has also indicated that the pace of recovery is slower than previously assumed. In doing so, OPEC+ gave 

the same signal as the International Energy Agency (IEA) did earlier in their August Oil Market Report. The IEA 

increased its first and second quarter oil demand figures, but also lowered its estimates for the third and fourth quarters 

of this year (Q3 down from 94.3 to 93.8 mv/d; Q4 from 97.1 to 96.7 mv/d). 

 

Drilling activity and oil production in the U.S. are increasing, but recovery is very small 

The number of active drilling installations reported by Baker Hughes increased by 11 to 183 last week. This may seem 

like a significant increase, but if we compare it to the number of drilling rigs in production earlier this year (683 in March), 

the sector is still not really recovered (see graph on page 1). The number of 'Drilled-but-Uncompleted' wells is also 

increasing slightly. This means that of the wells that are being drilled, there are a number that are still not being taken 

into production. Still, there is a striking development as we can see in the graph below. Oil production per drilling rig has 

increased significantly in some areas (see graph). The reason for this is that only the drilling rigs and fracking crews with 

the highest productivity continue to work. Commercial companies are already struggling because of the lower demand for 

oil and gas and,  and because of, the low oil price. That is why they will now focus on drilling wells with the best potential. 

The production per drilling rig is therefore increasing. This time it will rise even faster than during the previous oil crisis in 

2016. 
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   Oil production / drilling activity shows little recovery     Oil production per rig 

x mln barrels                                                                 number of rigs active   Production per rig / day 

 

 

 

Source: Bloomberg  Source: Bloomberg 

 

Oil prices pending direction 

Back at the 89s and 90s oil prices were relatively stable. They fluctuated around a mid-price for months. Also now price 

seem to behave similarly. This after a period of large volatility. Brent oil price is now moving between USD 39 and 46 per 

barrel. WTI is in a similar range of USD 39 to 43 per barrel. The upward price potential is still limited. There is a moderate 

recovery in oil demand. The threat of being infected by the COVID-19 virus threatens a further recovery in oil demand. In 

recent days, we do see some support on the back of hurricane activity in the US Gulf of Mexico. This closed down more 

than 80% of the production rigs. Meanwhile the OPEC+ production reduction agreement mentioned above is limiting the 

downside potential in oil prices. In addition, the lower oil production in the US and Canada also weighs in.  

 

We believe there is still a significant risk that investors will  take  profit on their open positions as soon as the upside 

potential is further threatened by new lockdowns or higher production. However, we have recently made some 

adjustments to our base case scenario. We no longer expect a period of market panic in the near term. Therefore we 

now think that the downside in oil prices is less severe than we originally had. For 2021 we expect a modest rise in oil 

prices. 

 

Gas prices on the rise  

USD/mmBtu  

 

 

Source: Bloomberg  

 

Gas prices jump higher 

In contrast to oil prices, global gas prices are skyrocketing. The prices of Title Transfer Facility (TTF/NL), Henry Hub 

(HH/US) and Japan/Korea LNG (JKL LNG) have all risen sharply in recent weeks. As a result of the heat wave in several 
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parts of the world, the demand for electricity for cooling has risen sharply. In addition, gas stocks are still being 

replenished ahead of winter and production has come under further pressure. Although gas prices are still relatively low 

compared to the past few years, this price movement is a first signal that summer is really coming to an end as seasonal 

demand will start to rise soon.  

 

We also see a special behaviour of investors in the gas market. The net positioning of the speculative market positions is 

currently virtually neutral. As can be seen in the graph below, it is customary for the gas market that investors almost 

always hold  net short positions. In other words, investors have the tendency to assume that there are sufficient gas 

stocks available to meet future demand. At the same time they also assume the possibility of a shortage of gas in the 

short term. This shortfall may be due to higher demand as a result of weather patterns that increase the demand for gas. 

This often a short-cycle pattern. While in the longer term there is sufficient supply and production potential to meet 

demand. The result of the growing LNG market is that  gas markets are less locally driven and more globally driven. Gas 

prices react to this.  

 

  Market speculation HH natgas almost neutral    Henry Hub Forward Curve 

   Number of contracts  USD/mmBtu 

 

 

 

Source: Bloomberg  Source: Bloomberg 

 

Currently the net positioning for Henry Hub natural gas is almost neutral. This could be a strong signal that gas prices 

could fall again as soon as investors see a reason to return to their 'normal' positioning, anticipating price declines. But if 

we look at the forward curve (right graph), we see that 'the market' is expecting prices to rise in the coming months. The 

latter, in the case of a normal seasonal splash, would also be common. We think that gas prices could indeed rise further 

in the coming weeks on the basis of a further pick-up in (seasonal) demand. As soon as stocks are at the right level, and 

no strange situations arise around demand (in relation to COVID-19) and supply (with extreme weather conditions 

hampering production), the price could fall again from mid-October. 

 

Forecasts oil and gas prices 
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End of period 25-aug sep-20 dec-20 mrt-21 jun-21 sep-21 dec-21 mrt-22 jun-22 sep-22 dec-22

Brent * USD/bbl 45,26 35 45 50 45 45 50 55 55 55 55

WTI * USD/bbl 42,57 32 40 45 42 41 45 50 50 50 50

Natural Gas (HH) * USD/mmBtu 2,52 1,90 2,00 2,10 2,00 2,00 2,30 2,50 2,20 2,30 2,50

TTF * EUR/MWh 13,18 14 15 15 14 15 17 18 17 18 18

Average 2019 Q3 20 Q4 20 2020 Q1 21 Q2 21 Q3 21 Q4 21 2021 Q1 22 Q2 22 2022

Brent USD/bbl 64,17 38 40 40 48 48 45 48 47 53 55 55

WTI USD/bbl 57,00 36 36 37 43 44 42 43 43 48 50 50

Natural Gas (HH) USD/mmBtu 2,53 1,80 2,00 1,90 2,10 2,10 2,00 2,20 2,10 2,40 2,40 2,40

TTF EUR/MWh 14,55 14 15 14 15 15 15 16 15 18 18 18

* Brent, WTI and Henry Hub: active month contract; TTF: next calendar year
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DISCLAIMER 
 
This document has been prepared by ABN AMRO. It is solely intended to provide financial and general information on economics. The information in this document is strictly proprietary and is being 
supplied to you solely for your information. It may not (in whole or in part) be reproduced, distributed or passed to a third party or used for any other purposes than stated above. This document is 
informative in nature and does not constitute an offer of securities to the public, nor a solicitation to make such an offer.  
 
No reliance may be placed for any purposes whatsoever on the information, opinions, forecasts and assumptions contained in the document or on its completeness, accuracy or fairness. No 
representation or warranty, express or implied, is given by or on behalf of ABN AMRO, or any of its directors, officers, agents, affiliates, group companies, or employees as to the accuracy or 
completeness of the information contained in this document and no liability is accepted for any loss, arising, directly or indirectly, from any use of such information. The views and opinions expressed 
herein may be subject to change at any given time and ABN AMRO is under no obligation to update the information contained in this document after the date thereof.  
 
Before investing in any product of ABN AMRO Bank N.V., you should obtain information on various financial and other risks and any possible restrictions that you and your investments activities may 
encounter under applicable laws and regulations. If, after reading this document, you consider investing in a product, you are advised to discuss such an investment with your relationship manager or 
personal advisor and check whether the relevant product –considering the risks involved- is appropriate within your investment activities. The value of your investments may fluctuate. Past 
performance is no guarantee for future returns. ABN AMRO reserves the right to make amendments to this material. 
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