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As noted in our previous few communications, this unsettling and 
unchartered situation has had a large effect on both economies 
and markets across the globe. No one enjoys uncertainty and this 
has reflected in asset prices.

In such strange times, we decided to do things a little differently:  
Our integrated approach to planning not only involves a focus on 
wealth, but includes consideration of various elements such as 
health, body and mind.  While we’ve all heard and read about the 
virus and the implications, we thought we would take a moment 
away from the less enjoyable parts of the conversation and focus 
on some things to do whilst in lockdown. I’m sure many of you 
have tried a few of these already, but perhaps there are one or two 
that will assist to get you through this time a little less frustrated:

1. Learn something new – a language or something else that 
interests you.  There are so many free courses online available.  
2. Creativity and art – whether its paper airplanes or travelling 
back to your childhood with colouring books or apps. For what it’s 
worth, rumour has it that Shakespeare wrote King Lear during the 
course of the plague quarantine.  Working on your website can be 
a productive way of making use of some extra time
3. Mindfulness meditation – there is no better way to deal with 
your stress levels, which are likely high during these uncertain 
times
4. Exercise – while this has been made somewhat more di�cult, 
Strava is flooded with gra�ti-looking posts of many athletes using 

their small gardens, balconies and courtyards to keep fit. There are 
many online fitness sessions designed to keep you active and 
healthy during this time as well. Both mental and physical fitness 
are an important source of ongoing motivation.
5. Spring clean – not the most exciting activity, but let’s be honest, 
we all put it off stating that we don’t have the time to do it. Now 
we do.
6. Puzzles, board games or a crossword – it’s not often we have the 
quality time to spend with our families and do these simple 
things.

Quite simply, as frustrating as it may be, enjoy this time you’ve 
been given at home with your families. It’s not often we are given 
moments like these to cherish with them albeit as a result of 
something so destructive to humankind. One of the many 
meme’s flying around said “you’re not stuck at home, you’re safe 
at home.” Let’s all do our part, follow our brave and motivating 
President, in this war against this invisible enemy they call 
Coronavirus.

As you are aware, our team continue to be of service to you during 
the lockdown period.  We are all set up from home and available 
as usual. Many of you have experienced Zoom, Facetime, 
Whatsapp or telephonic meetings.  So if there is anything that 
concerns you or you would like to discuss with any of us, please 
feel free to get in contact.

At the end of this quarter, our first Newsletter for 2020 will find you 
deep in the lockdown, where phrases like “social distancing”, 
“flattening the curve” and “Covid-19” have taken over from the “Trade 
Wars” and “Brexit” that consumed the news in 2019.  

It has been a di�cult time in terms of the underlying investment performance, asset prices have sold off globally, with few places to hide.  
Our local economy has been further knocked by the recent downgrade by Moody’s of our debt to sub investment grade. This means that 
South Africa now will be removed from the FTSE World Government Bond Index (WGBI). 

Remember, investment goals are set with the future in mind. Our advice remains unchanged, robust portfolios have been built for the 
longer term. As di�cult as these short term shocks may be, the following chart shows the history of the South African All Share Index, 
when the market experienced a ‘crash’ and the recovery in market performance over subsequent years.

In every example above, the 1-year return after the crash exceeded the losses during. Investors who sold at the beginning of the crash, 
would have experienced significant losses. Losses that could have recovered if they remained invested.   This is why staying invested for 
the long term is the best answer to an investment strategy that ultimately rewards, despite how anxious it may make us in the meantime.

We trust that you find the following content informative, please do not hesitate to contact us should you require any further information.

The IWM Team 
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Financial Indicator Review
31 March 2020

Gold $/oz 1 612

SPOT % MOVE 12 MONTHS

24.42%

*ZAR/USD 17,86 23.85%

*ZAR/GBP 22,18 17.36%

*ZAR/EUR 19,60 21.02%

All Share (J203) 44 490 -18.42%

Resources (J210) 36 486 -18.52%

Financials (J580) 23 718 -38.82%

SA Industrials (J257) 68 380 -7.18%

Property (J254) 169 -51.77%

S&P 500 2 585 -6.98%

FTSE 100 5 672 -18.39%

Nikkei 18 917 -8.78%

DJ-EURO50 2 787 -13.94%

Nasdaq 7 700 0.70%

Hang Seng 23 603 -15.73%

Shanghai Composite 2 750 -11.02%

France CAC40 4 396 -15.04%

Germany DAX Composite 9 936 -13.80%

PLEASE NOTE:
*A negative movement in the currency indicators represents a strengthening of the Rand against the comparative currency.
The total return index is calculated assuming that all the dividends that the stocks in the index pay are reinvested in the index as a whole.

www.iwm.co.zawww.iwm.co.zaSource: Fundhouse
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Managing your Capital 
through a time of Crisis
Article by Karl Leinberger, CIO, and John Parathyras,
Global Developed Markets Analyst

In six short weeks Covid-19, initially a regional epidemic confined 
largely to the Hubei district in China, has become a global pandemic. 
The brutal, and in this case ruthless, power of exponential growth has 
been on display for all to see.  

Although the initial reaction from most governments, healthcare 
authorities and financial markets was a complacent one, this has 
changed dramatically. Panic is now widespread, as more and 
more countries move into lockdown, travel around the world 
grinds to a halt and governments pass laws enabling them to 
take control of private healthcare facilities, as they face up to the 
likelihood that public facilities will be overwhelmed in the weeks 
and months to come.

This is all deeply unsettling, with intense disruption at both a 
personal and societal level. The strain caused by the humanitarian 
crisis will be deeply aggravated by the economic fallout to come. 
We understand that the decline in market value of nearly all 
long-term investment portfolios over the past weeks is di�cult to 
stomach. 

Why is Covid such a big deal?
The number of confirmed cases and fatalities from Covid1 thus far 
may seem relatively benign (certainly relative to influenza, which 
infects three to five million people and causes 250 000 to 500 000 
deaths per annum, globally), and is therefore di�cult to reconcile 
with the dramatic responses we have seen globally. But these 
numbers belie the potential damage the virus could do if it 
continues its exponential spread.

Covid is an entirely new virus. Thought to have originated in bats, 
it is a novel virus to the human population. As such, unlike 
influenza and many other endemic viruses (i.e. that circulate 
amongst humans), we have no herd immunity against it, no 
proven drugs to treat infection by it, nor any vaccine against it.

Scientists are still learning about it, but it is already clear that it 
has (complementary) characteristics that make it devilishly 
effective at spreading:
•   The first are properties intrinsic to the virus that likely make it     
    highly contagious (e.g. its ability to get a foothold upon entry   
    into its host).  
•   The second is that c.80% of cases are mild. Many infected       
    individuals display little to no symptoms. This means large       
    swathes of the infected are unaware of their infection and       
    unknowingly spread the virus before realising that they’re ill. 
•   The third is that it looks likely that the virus’s latent period       
    (time from infection to becoming contagious) could be       
    shorter than its incubation period (time from infection to       
    displaying symptoms). This would mean that infected       
    individuals can spread the virus before becoming            
    symptomatic. This is in stark contrast to the 2002-2004 SARS       
    outbreak, which saw ‘peak infectivity’ in a patient occur later,   
    when the person was typically quite ill and thus already in       
    hospital or sick in bed. 
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And, given the ease and speed of the
virus’s transmission, if left unchecked,
the growth in case numbers will rapidly
overwhelm healthcare resources.

Managing your Capital 
through a time of Crisis

•   The fourth factor is its low fatality rate. For a virus to transmit       
    effectively between humans, it ideally needs to not kill its host  
    and/or give the host enough time to spread it before dying       
    (this is in contrast to Ebola, which makes most of the people       
    it infects very ill, very quickly and kills a large percentage       
    (>50%) of them, making it ironically easier to contain).

The case fatality rate (CFR), or the percentage of infected people 
that die, for Covid is not yet known. The World Health 
Organisation (WHO)’s current estimate is 3.4%. It is still too early 
to know what the real number is, but many epidemiologists 
argue that the true CFR is closer to 1%.

We think it likely that the actual CFR will:
1. be lower than the WHO’s 3.4% estimate due to undercounting 
of the true number of those infected in the denominator;
2. be manyfold higher than that of seasonal influenza (0.1%), a 
severe flu pandemic (0.2-0.4%), or the 2009 H1N1 swine flu 
pandemic (0.01-0.08%);
3. skew significantly higher for the elderly and those with 
underlying diseases/conditions; and
4. likely be higher in regions less well equipped to control the 
spread of the disease and/or care for the infected.
Taken together, these factors make for a virus that has the 
potential to infect large swathes of the population and be fatal to 
a meaningful number of those infected. The CFR also doesn’t tell 
the whole story. Although c.80% of cases are mild, the remaining 
c.20% will experience severe illness, a large proportion of whom 
will require medical intervention. And, given the ease and speed 
of the virus’s transmission, if left unchecked, the growth in case 

numbers will rapidly overwhelm healthcare resources. This will 
likely mean even greater transmission rates and worse health 
outcomes for the infected.

That is why we are seeing the drastic measures taken by 
governments around the world to slow the spread of the virus (to 
‘flatten the curve’). Encouragingly, these drastic containment and 
social distancing strategies are yielding positive results, with the 
virus spreading much more slowly in some countries (e.g. China, 
Taiwan and Singapore).

Our base case for the pandemic and how it all ends
There have been several pandemics of global significance over 
the past hundred years. Although each is different and many 
occurred in a different time with less biomedical technology at 
our disposal, they can offer us some guide to what lies ahead. In 
general, past global pandemics have lasted for almost two years 
and taken almost a year to peak. Many have also been 
characterised by multiple ‘waves’, with the virus subsiding and 
resurging in affected areas (with weather seasonality a significant 
driver of this).
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Should relief from this current pandemic come sooner, it would 
have to be for one of the following reasons:
1. The first is a drug to combat the virus. There are currently trials 
underway of existing antiviral and antimalarial drugs. These are 
drugs that are already on the market to treat other diseases and, 
as such, would not require the large-scale trials and lengthy 
regulatory approval process required for entirely new drugs. If 
they prove e�cacious, these drugs could be made available 
relatively quickly. However, without clinical trial data (expected in 
the coming weeks), it is still too early to get our hopes up that this 
will prove to be the case. We are closely monitoring this and 
remain hopeful.
2. The second is a vaccine. There are currently over sixty 
investigational vaccines in development. Vaccines typically take 
years to develop and, even with modern advancements and 
intense focus and resources directed at it, a vaccine against Covid 
will, in all likelihood, take at least 12 months to develop. There are 
bottlenecks (the main one being the large human clinical trials 
necessary) that pose hard limits to being fast-tracked.  
3. The third is mutation of the virus to a more benign form (this is 
what happened with SARS). Covid is a kind of virus that has a 
relatively high mutation rate, and there is arguably an 
evolutionary push for viruses to become more transmissible, at 
the expense of their virulence. If a virus can kill fewer of those 
infected and thus spread more widely, then it is likely to evolve in 
that direction. However, this virus is already not far off the 
evolutionary sweet spot of transmissibility versus virulence. Also, 
its mutation rate is such that it is unlikely to evolve rapidly enough 
over the next year to become less virulent.
4. A fourth is herd immunity. This is the premise that if enough 
people have been infected and recovered, they’ll be immune to 
reinfection and the virus will struggle to spread through the 

population. We cannot rely on this as a short-term strategy 
though. First, we don’t know if being infected will confer 
immunity, for how long and to what degree (if it does). There are 
some reports of recovered patients being reinfected. Second, in 
order to achieve herd immunity, as much as 60%-70% of the 
population would need to have been infected with the virus. As 
such, it is not clear how to achieve herd immunity without 
exposing the vulnerable segments of the population to the virus.

Our base case is therefore that this ends only when a vaccine 
becomes available at scale, and that this is, at best, a year away. If 
this proves to be too pessimistic, we think it will be because 
one/some of the antiviral drugs currently being tested end up 
meaningfully improving the prognosis of patients infected with it.

The next 12 months will see massive and widespread measures 
by governments to control the spread of the virus. The economic 
fallout from putting human lives first will be devastating. Many 
small businesses will not survive, and the more vulnerable parts 
of society will suffer the most. We are particularly concerned 
about the obvious risks here in South Africa, where the economy 
was already in recession and the healthcare system was already 
failing.

Our base case is therefore that this
ends only when a vaccine becomes
available at scale, and that this is, at
best, a year away.

Managing your Capital 
through a time of Crisis
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Managing your Capital 
through a time of Crisis

Early market reaction
In early January it felt like nothing could stop the longest equity 
bull market in US history! The market peaked as late as 19 Febru-
ary, more than a month after Covid had emerged in China. This 
initially complacent reaction anchored off the limited disruption 
and the buying opportunities that SARS, MERS and H1N1 had all 
proven to be. By the middle of March, however, equity markets 
around the world were setting records for the speed at which 
they were collapsing. Pain has been universally felt across equity, 
credit, property and commodity markets. Some of the price 
moves are di�cult to explain. For example, gold, which is typically 
viewed as a safe haven, has fallen. The price declines have also 
been fairly indiscriminate, with the market drawing little distinc-
tion between those businesses that should prove defensive and 
those that are more exposed. We believe that much of this is due 
to the explosive growth in passive and quantitative funds over the 
last few years, a phenomenon that we think has damaged the 
price-discovery process across many markets.

An early casualty of the pandemic was the OPEC+ alliance, with 
members moving from cartel-like behaviour to a mutually 
destructive price war within just a few days. There will no doubt 
be further casualties to come. And, while global central banks 
and treasuries attempt to pump liquidity into markets, until 
confidence returns, based on medical discoveries, economic 
growth will be under immense pressure.

As things stand, the S&P 500 Index has declined 25% (which 
compares to c.48% in the Global Financial Crisis [GFC]). The JSE 
All Share Index has declined 28% (which compares to its 46% 
decline in the GFC). Meanwhile, global developed market bonds, 
already at multicentury lows, have rallied, while SA 10-year bonds 
have sold off almost 200 basis points.

Portfolio positioning           
Although we came into the new year with equity and offshore 
multi-asset class funds that were reasonably well positioned for 
the, as yet unsighted, black swan, this was not the case for our 
South African multi-asset class funds, which were overweight 
equities. While our weighting in global equities was comfortably 
low, given our view that global equities were fully priced, a higher 
weighting in domestic equities offset that. Fortunately, protection 
bought in the multi asset class funds in the early stages of the 
pandemic ended up compensating for that initial position.

I have been at Coronation for 20 years, and in all previous crises 
we have been early buyers of assets that we felt had sold off to 
levels meaningfully below our assessment of underlying intrinsic 
value. Fortunately, this time was different. Although our initial 
instinct was to anchor off the buying opportunity that other 
viruses had proven to be in the past, our first call with an interna-
tional epidemiologist on 6 February  made us more cautious. 
Numerous calls with other disease experts reinforced that view. 

As a consequence, our key portfolio actions were as follows:
•   In our multi-asset class funds:
    -   We did not buy equities into the sell-off. In January and   
        February, we actually bought protection through equity           
        puts across all our multi-asset class funds (Balanced Plus,           
        Market Plus, Capital Plus, Balanced Defensive and Global          
        Managed). At that point in time, protection was still           
        reasonably priced.
    -   We then followed this up by selling S&P futures in our local  
        multi-asset funds in early March. 
•   In our equity funds:
    -   Early on, when the price action was more indiscriminate           
        across stocks, we reduced exposure to some of the more   

        exposed industries and to businesses with weak balance           
        sheets.
    -   Examples include reducing Airbus in our global funds and   
        Richemont, MTN and Sasol in our local funds
    -   We also actively recycled low-quality into high-quality           
        businesses. The Coronation Equity Fund’s domestic           
        portfolio currently has 73% exposure to what we define as           
        high-quality businesses. This is significantly higher than any  
        time in the last decade. It is not often that one is able to   
        buy high-quality companies at attractive prices.
•   In our fixed income funds:
    -   Our low allocation to credit across the Strategic Income          
        and Bond funds has allowed us the opportunity to increase          
        our allocation to very attractively priced SA nominal           
        government bonds. 

Concluding thoughts and playing the long game
At the time of writing we draw some comfort from the fact that 
the performance of our funds through the crisis has ranged from 
marginally behind to marginally ahead of benchmark. It is very 
tempting in these di�cult times to reduce one’s stress levels and 
prioritise near-term capital preservation. However, we do feel that 
the market is increasingly pricing in the economic consequences 
of this virus. Equity markets are also becoming less indiscriminate 
– sectors that find themselves in the eye of the storm and stocks 
with weak balance sheets are now being punished.

In times like this we need to remind ourselves that, as devastating 
as the humanitarian and economic fallout from the virus will be, 
it will not last forever. A few years from now, when we assess our 
own actions in this crisis, not taking advantage of deeply 
discounted stocks trading at fractions of their underlying value 
will, in all likelihood, be deeply regretted. This too shall pass. Out 
of every crisis, markets rally when we all least expect them to.

In all of this rather depressing commentary, I must emphasise 
that a large number of risk assets out there are stunningly cheap, 
both in South Africa and in global markets. For this reason, our 
stance has started to shift slightly. We have increased the pace at 
which we are recycling shares that we think have come under 
pressure. We have also started to take off the equity market puts 
that we bought earlier in the crisis. The next step will be to physi-
cally buy equities. In every decision, we will attempt to judiciously 
weigh up return against risk. We will never reach for return at the 
expense of risk. But our guiding light throughout will be the long 
term, as di�cult as that may be.

1Note from the authors: for simplicity we have used the term 
Covid to describe both the virus (‘SARS-CoV-2') and the disease 
(‘COVID-19’) caused by the virus.
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discounted stocks trading at fractions of their underlying value 
will, in all likelihood, be deeply regretted. This too shall pass. Out 
of every crisis, markets rally when we all least expect them to.

In all of this rather depressing commentary, I must emphasise 
that a large number of risk assets out there are stunningly cheap, 
both in South Africa and in global markets. For this reason, our 
stance has started to shift slightly. We have increased the pace at 
which we are recycling shares that we think have come under 
pressure. We have also started to take off the equity market puts 
that we bought earlier in the crisis. The next step will be to physi-
cally buy equities. In every decision, we will attempt to judiciously 
weigh up return against risk. We will never reach for return at the 
expense of risk. But our guiding light throughout will be the long 
term, as di�cult as that may be.

1Note from the authors: for simplicity we have used the term 
Covid to describe both the virus (‘SARS-CoV-2') and the disease 
(‘COVID-19’) caused by the virus.
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relation to a natural person – ordinarily resident” provides 
guidance by listing the factors which may be taken into account 
by o�cials to determine whether an individual is ordinarily 
resident for tax purposes in South Africa. These include your most 
fixed and settled place of residence, place of business and 
personal interests, family and social relationships (schools, places 
of worship, etc.).

You are “physically present” in South Africa, and therefore a tax 
resident, if you have been inside South Africa for more than 91 
days in that tax year, and each of the five preceding tax years, as 
well as for a total of more than 915 days in those preceding five 
years. The latter “days” test only applies if you are not considered 
ordinarily resident in South Africa.

2. Am I earning foreign employment income?
The amendment only applies to individuals earning foreign 
employment income, i.e. an employer/employee relationship 
must exist. This therefore excludes independent contractors or 
individuals who are self-employed and earning income outside 
South Africa.

3. Does financial emigration change my tax residency?
Your tax residency is not automatically broken when you 
financially emigrate. SARS makes no reference to financial 
emigration in its Interpretation Note, thus getting approval from 
the South African Reserve Bank (SARB) to financially emigrate 
doesn’t automatically mean that you will no longer be considered 
a tax resident. Financial emigration is merely one factor that may 
be taken into account when determining whether or not you 
have broken your tax residency. It can, together with the 
above-mentioned factors, substantiate your evidence, but on its 

own it is not su�cient or conclusive. You will need to take 
proactive steps to confirm your intention with SARS.

4. How do I break my South African tax residency?
You stop being a South African tax resident when:
•   You are no longer ordinarily resident in South Africa (i.e. you   
    state that you want to become ordinarily resident in another    
    country and you take steps that confirm your stated            
    intention).
•   You are not a tax resident according to the physical presence       
    test (i.e. you leave South Africa and stay physically outside of       
    the country for a continuous period of at least 330 full days). 

5. Do I need to notify SARS if I cease to be a South African tax 
resident, and if so, how?
You need to notify SARS when you cease to be a tax resident in 
South Africa, otherwise you may still be seen as a tax resident in 
their eyes. If your tax residency changed in the current tax year, 
you can answer the relevant question via the wizard on your 
income tax return to indicate you have “ceased to be a tax 
resident”. If your tax residency changed in a prior tax year, and a 
capital gain was triggered but not declared, you can declare it 
through the Voluntary Disclosure Programme to eliminate any 
potential penalties and prosecution.

Your tax residency is not automatically
broken when you financially emigrate.
SARS makes no reference to financial
emigration in its Interpretation Note.
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Alternatively, if you choose to emigrate from South Africa, you can 
notify SARS when applying for a tax clearance certificate via 
eFiling that your intention is also to cease to be ordinarily resident 
in South Africa.

6. Will I still have tax obligations in South Africa if I break my tax 
residency?
You may still have tax obligations when your South African tax 
residency ends. You are regarded as having sold all your assets at 
market value, excluding immovable property, for capital gains tax 
purposes when you break your tax residency. The tax cost can be 
substantial. Once a non-resident, you will continue to be liable for 
tax on any South African-sourced income such as rental income, 
investment income, etc., and will be required to complete a tax 
return in South Africa each year. If you are no longer a tax resident 
and earned no income in South Africa, you do not need to file a 
return.

7. I am a tax resident in more than one country – what now?
If you are a tax resident in more than one country, you must find 
out whether South Africa has a double taxation agreement (DTA) 
with the country in question. A DTA is an agreement between two 
countries to prevent an individual paying double tax. You can only 
be ordinarily resident for tax purposes in one country at a time, so 
you must determine in which country you are ultimately a tax 
resident, and which country must provide tax relief for the tax 
already paid in the other country.

8. Can you get relief from double tax if no DTA exists?
If you earn foreign employment income in excess of R1.25 million 

and the DTA between South Africa and the foreign country does 
not provide a sole taxing right to one country, or the host country 
does not have a DTA in place with South Africa, both countries 
may have a right to tax the income. The portion of the income in 
excess of R1.25 million may end up being double taxed, however 
you may be able to claim relief through your South African 
income tax return, provided certain requirements are met.

Seek advice
It is important to understand the differences between emigration 
and tax residency, and that you do not necessarily need to 
financially emigrate from South Africa if you are concerned about 
the new tax amendment.

SARS has released guidance in the form of two documents, draft 
Interpretation Note 16 and a “Frequently Asked Questions – 
Foreign Employment Income Exemption” document dealing 
with this matter. It has also created a dedicated email address 
(ForeignEmployment@sars.gov.za) available to affected 
stakeholders to submit any questions not addressed in the FAQ 
document.

Determining your tax residency is complicated and depends on 
your unique circumstances and intentions, which means it is best 
discussed with your independent financial adviser or tax 
practitioner. If you are contemplating emigrating, consider seeking 
advice from a South African financial emigration specialist. You 
should also consult the SARS website.
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What the price war means
for the oil market
Article by Mark Lacey

audi Arabia’s move to slash oil prices may 
result in supply being removed from the 
industry, which could lead to significantly 
higher prices in the future.

Following the collapse of talks with Russia over output quotas, 
the Kingdom of Saudi Arabia (KSA) has effectively declared a 
price war in the oil market. It slashed the o�cial selling price 
(OSP) by $7-$8 per barrel to Europe and the US and $4-$6 barrels 
a day in Asia. In addition, it is being reported locally that the KSA 
will increase exports by up to 800,000 barrels a day into an 
already over-supplied market.

This is the largest cut to OSP since at least 2004 and pushes prices 
of grades such as Arab Light to their lowest level since Q4 2009, 
while Arab Light in Europe will land $10.25 below Brent crude.

The move could cost the country an estimated $120 billion, as the 
current price is not profitable. In fact, current oil prices are 
significantly below the fiscal break-evens for all of the OPEC 
producers. It is di�cult to envisage that these prices can be 
sustained without significant cuts to fiscal programs, which in 
turn would lead to significant unrest.

In addition, current crude prices are below the operating cost of 
the industry for the whole of non-OPEC as the largest integrated 
oil companies need to achieve at least $35 a barrel to sustain 
cash operating costs.

Dividends at risk
If oil prices average $35 per barrel for the rest of 2020, full-year 
cash flow for the integrated oil companies will reduce by 
between 50% and 60%. The dividends for all the integrated 
companies are not covered at $35 a barrel. While we don’t think 
dividend cuts will happen in the short term, without a crude 
price recovery dividend cuts are a certainty. No part of the oil 
industry works at $30 a barrel.

With the prospect of KSA intending to ramp up exports, the oil 
market would see continuous inventory build-ups through the 
whole of 2020. This is why the oil price collapsed by 30% 
overnight.

Listed oil companies operating in this environment are more 
fragile than at any time in the past 20 years. Investors have been 
selling shares as environmental, social and corporate governance 
(ESG) concerns divert capital to the renewable sector. The few 
remaining holders of the companies are demanding high returns 
to shareholders, and this is constraining capital.

This capital discipline is adding to the future supply constraints of 
the industry. If the oil price recovers, the supply response from the 
listed oil companies will be more limited than at any other time.

Risks increasing, inventory builds unavoidable
The risks to oil balances for the next few months lie firmly with 
demand, and large inventory builds will be unavoidable over the 
next few months. However, unlike the 2013-2018 period, 
non-OPEC supply growth beyond the next few months is now 
slowing considerably and is small and insu�cient in absolute 
volumes.

And if we look to the 2021–2025 period, the oil market is 
undersupplied and we need OPEC to increase production 
beyond its current spare capacity.

So ironically, the way to look at the oil market is simple. The 
longer we stay at current oil prices, the more supply will be 
removed from the industry. This sets the market up for a period of 
significant tightening and much higher prices, when we finally 
enter a period of stable demand and restocking. For this stability, 
we need the COVID-19 coronavirus to dissipate, industrial activity 
to restart and industries to destock. In the very short term it is 
hard to see this happening, but if we look beyond the short term, 
the upside risk to oil prices is significant.
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