Bearish signal for crude as
China closes 1in on filling
oll storage
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One of the fascinating tidbits to come to light in the wake of
the attacks on Saudi Arabia’s crude facilities was China’s
disclosure that it has enough oil inventories to last 80 days.

There 1isn’t too much short-term significance in this, other

than to confirm that China probably won’t be frantic to find
replacements for any loss of imports from Saudi Arabia.

But the information is vitally important from a medium to
longer term view of the crude oil markets.

China’'s strategic petroleum reserve (SPR) is largely shrouded
in mystery, with no official disclosure of the actual level of
inventories in the world’s largest crude importer.

It likely surprised the market, however, that Beijing is quite
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close to the 90 days of import cover recommended by the
International Energy Agency (IEA) as the level of reserves
that importing nations should hold.

Earlier this year it was estimated by some analysts that China
had around 40 to 50 days of import cover.

The figure of 80 days of crude oil in both commercial and
strategic storage was released on Sept. 20 by Li Fulong, the
head of development and planning at the National Energy
Administration.

While Li didn’t disclose the exact amount of stored crude, it
is likely to be around 788 million barrels, based on taking
the average daily imports of 9.85 million barrels per day
(bpd) for the first eight months of 2019.

The last time inventories were officially acknowledged was in
December 2017, when i1t was disclosed that reserves as of end-
June 2017 were 277 million barrels.

This implies that from July 2017 to Sept. 20 this year, China
added 511 million barrels of crude, about 630,000 bpd.

It would also seem that the rate of stock building has been
accelerating in 2019, if the difference between the total
crude processed at China’s refineries and the amount of crude
available from both imports and domestic output is calculated.

Domestic output in the first eight months of 2019 was 3.83
million bpd and imports were 9.85 million bpd, giving a
combined total of 13.68 million bpd.

Refinery throughput for the same period was 12.74 million bpd,
implying that about 940,000 bpd went into either commercial or
strategic stocks.

If China does conclude its stockpiling at 90 days of import
cover, the implication 1is that it has about 98.5 million
barrels still to go.



At a 940,000 bpd rate, this further implies that the filling
of China’'s storage could be finished in about 105 days.

There is no guarantee, of course, that China will continue to
build inventories at the same clip it has been, or indeed that
it will stop at 90 days worth of import cover.

But the risk for the global crude market is that sometime in
the next six months, and possibly earlier, China may dial back
the amount of crude it is buying for storage.



