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After Period of Relative Stability, Oil Price falls Sharply

 Brent Price, $/barrel

After trading above $100 dollars/barrel, the oil price 
started falling sharply in 2014 and reaching low levels 
of below $30 in January this year  

The 2014 price fall has been sharp, even when 
compared to previous episodes of sharp price declines 
in the 1980s, 1990s and most recently in 2008 
following the global financial crisis
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Supply-Demand Imbalance and Rising Stocks

EIA Estimates of Implied Stock Change, mb/d 

Since 2014, global supplies have been exceeding global 
consumption and the world has been adding stocks 
every month with international organizations  expecting 
this to continue for the rest of 2016
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Inventories 
x September OECD inventories were revised lower by 9.1 mb, which means September’s 

counter-seasonal builds are now at 5.1 mb instead of 13.8 mb as per preliminary data. 

x OECD stocks fell by 8.2 mb in October to 2,971 mb, although the difference to the five-year 
average ballooned to 260 mb as the draw was shallower than the 20.7 mb five-year average. 

x The draw was led by products, which fell by nearly 30 mb, offsetting a 21.6 mb build in crude, 
NGLs and other feedstocks. Distillate stocks fell by 13.2 mb while gasoline drew by 10.5 mb, 
but given the draw in distillates was less than the five-year average, the surplus to the five-
year average widened to 43 mb, compared to a 33 mb deficit at the start of this year. 

x In fact, even at the end of April, OECD distillate stocks were 10.5 mb below seasonal averages, 
but since then, stocks built at the rate of 0.5 mb/d through to end-August. September and 
October saw draws, but as they were less than seasonal averages, the surplus to seasonal 
averages blew out. 

x The draw in October products stocks was largely concentrated in the US (gasoline: -10.7 mb, 
middle distillates: -12.3 mb), while product stocks in Europe fell by a meagre 0.3 mb, far 
weaker than the 11.4 mb five-year average draw, partly driven by low Rhine levels which 
curbed flows from the coast to the inland regions. OECD Pacific product stocks drew counter-
seasonally by 5.4 mb. 

x Non-OECD products stocks fell sharply in October led by China, while commercial crude 
stocks were flat, with a draw in China offset by builds in India and Saudi Arabia.  

x Preliminary data show November OECD stocks drawing by 1.7 mb to 2,969 mb, led by a 1.6 
mb draw in crude stocks. But this was much lower than the 11.6 mb draw (and 7.8 mb for 
crude) due to an unseasonal build in the US. Distillate stockbuilds were steeper than average, 
while gasoline’s builds were far weaker.  

x Non-OECD inventories rose in November with Chinese stocks rising by nearly 6 mb m/m, 
although Indian crude stocks did not build due to record refinery runs in November. 

Fig 474: OECD overhang relative to 5yr avg., mb  Fig 475: Total inventories relative to 5yr avg, mb  
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Source: IEA, Energy Aspects  Source: IEA, Energy Aspects Crude stocks currently well above the 5-year average; 
products stocks are also above the 5-year average 
mainly due to increase in diesel stocks (and more 
recently gasoline)

OECD overhang relative to 5yr avg., mb



Is this Cycle Different?

§  At the start of the cycle, wide belief of relatively fast rebalancing 
and rapid price recovery based on:
§  Non-OPEC supply falling sharply especially in the US (assumptions: US 

shale most responsive and most fragile part of the supply curve)
§  OPEC cutting supplies to stabilize the market
§  Low oil prices induces a positive shock to the world economy and generate 

strong demand responses to help absorb the surplus (though with a lag)

§  Why did not expectations of faster adjustment materialize? Has 
there been a fundamental shift in the adjustment process? Is it 
different this time round?

§  Key to answering the question of whether we have entered  a world 
of ‘low oil price for much longer’ / a ‘new global oil order’ or ‘oil 
prices rising sooner than later’

§  Wide macroeconomic implications 



The Non-OPEC Investment/Supply Response in a Low Price 
Environment



The High Oil Price Environment Generated Strong Supply Responses 

 Y/Y change in US Liquid Supply (Crude 
and NGLs), kbd

Shale transformed the oil supply prospects for the US 
constituting a key supply shock to the rest of the 
world

After few quarters of negative y/y growth, non-OPEC 
supply outside the US rebounded benefitting from 
record investments due to the high oil price 
environment

Y/Y Change in Non-OPEC (EX-US) Oil Supply, 
mb/d
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Despite the focus being on shale, non-OPEC supply ex US at greater risk 

LONG TERM BALANCES (2/3)  

RoW non-OPEC supplies, y/y change 
Mb/d 

Russian oil production, y/y change 
Mb/d 

Source: EIA, CDU-TEK, Energy Aspects analysis 
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Fundamental Shifts in Trade Flows
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US crude imports by PADD 

Fig 127: PADD 1 imports, mb/d  Fig 128: PADD 2 imports, mb/d   
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Fig 129: PADD 3 imports, mb/d  Fig 130: PADD 4 imports, mb/d 
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Fig 131: PADD 5 imports, mb/d  Fig 132: Total crude oil imports, mb/d 
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Fig 163: Crude imports from Nigeria, mb/d  Fig 164: Crude imports from Algeria, mb/d 
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Fig 165: Crude imports from the UK, mb/d  Fig 166: Crude imports from Norway, mb/d 
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Fig 167: Crude imports from Iraq, mb/d  Fig 168: Crude imports from Colombia, mb/d 
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US Crude Oil Imports from Nigeria , 
mbd

US crude oil imports fell to below 7.5 mb/d 
helping the US improve its trade balance

Some of the traditional exporters to the US shut 
from the US market forcing them to divert exports 
and compete in other markets (mainly Asia)

Source:	EIA,	Energy	Aspects	



Deep Cuts in Capex in Response to Fall in Oil Price	
Global Capex estimates, $ billion

Source:	Energy	Aspects	

Region 2016E 2015E 2014A + / - %

United States 72.2 114.6 158.1 (42.3) (36.9%)

US Independents Intn. 8.5 13.6 21.0 (5.1) (37.5%)

Canada 22.4 30.1 36.8 (7.7) (25.5%)

Mexico 14.5 18.0 24.6 (3.5) (19.4%)

Asia Pacific 78.7 96.2 116.9 (17.5) (18.2%)

Majors International 77.3 95.7 107.5 (18.4) (19.3%)

Russia/FSU 37.9 33.2 43.9 4.6 13.9% 

Latin America 35.7 47.8 53.2 (12.1) (25.3%)

Europe 27.6 34.5 45.1 (6.9) (19.9%)

Middle East 37.0 39.9 40.7 (2.9) (7.3%)

Africa 16.5 20.1 23.0 (3.6) (17.8%)

Other 8.0 10.7 10.4 (2.7) (25.0%)
0.0 0.0 0.0 

International 0.3 0.4 0.5 (0.1) (15.7%)

Global Capex 436.4 554.4 681.1 (118.0) (21.3%)



But Many Projects Sanctioned in High Oil Price Environment Coming 
on-line in 2015, 2016 and 2017	
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Non-OPEC Supply in Key Areas
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Most of Projections of Supply Growth have Been Revised 
Downward

Source:	Energy	Aspects,	Petrobras,	Canadian	AssociaVon	of	Petroleum	Producers	

Some of the key growth centers such as Brazil are 
feeling the pinch. Brazil has already reduced its capex 
and revised downward its production target to 2.7 mb/d 
of liquid production by 2020 

Petrobras Production Forecast, mb/d 

And Canada’s oil production has been revised 
downward substantially as many projects get 
postponed or cancelled

Canada Production Forecast, mb/d 



The North Sea Investment and Output Dynamics
09/04/2016, 21:01United Kingdom increases oil production in 2015, but new field dev…s - Today in Energy - U.S. Energy Information Administration (EIA)

Page 2 of 2http://www.eia.gov/todayinenergy/detail.cfm?id=25552

Source: U.S. Energy Information Administration, based on United Kingdom Oil and Gas Authority
The current lull in both new field approvals and incremental development approvals could lead to significant production declines in
the United Kingdom in 2018 and beyond. However, in 2016 and 2017, several already-approved fields where investment is already
committed are expected to begin production, at least partially offsetting production declines from existing fields.

Source: U.S. Energy Information Administration, based on United Kingdom Oil and Gas Authority
For more analysis of the U.K.'s energy sector, see EIA's recently released Country Analysis Brief on the United Kingdom.

Principal contributor: Justine Barden
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Source: U.S. Energy Information Administration, based on United Kingdom Oil and Gas Authority
The current lull in both new field approvals and incremental development approvals could lead to significant production declines in
the United Kingdom in 2018 and beyond. However, in 2016 and 2017, several already-approved fields where investment is already
committed are expected to begin production, at least partially offsetting production declines from existing fields.

Source: U.S. Energy Information Administration, based on United Kingdom Oil and Gas Authority
For more analysis of the U.K.'s energy sector, see EIA's recently released Country Analysis Brief on the United Kingdom.

Principal contributor: Justine Barden
Source:	EIA	



Decline Rates Accelerating in Some Mature Areas

The decline rates in some of the mature areas such as 
the UK will accelerate in a low price environment as 
investment in the high oil price environment fades

UK Liquid Production, mb/d 

In Mexico large investments are needed to reverse 
the heavy declines 

Mexico Oil Production, mb/d 
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UK 
x UK liquids production was higher m/m at 0.97 mb/d in April, and up y/y by 90 thousand b/d, 

owing to a weak 2014 base, when maintenance work at several fields including Buzzard, 
Huntingdon and Foinaven, weighed.  

x In May, there have been no reported disruptions at Buzzard. Maintenance at the Buzzard 
field, originally scheduled for June, has been pushed back to October, which has added three 
cargoes to the June loading programme, as production has also outperformed. 

x So, June loadings of Forties are pegged at 0.42 mb/d, a 15-month high. This has added to an 
already oversupplied Atlantic basin, where 20 June Nigerian cargoes remain unsold.  

x So the deferral of Buzzard maintenance more than offsets works at the Sullom Voe terminal, 
which is set to go offline during the second half of June, shutting the connected Brent Pipeline 
System. June Brent loadings are expected to fall to 60 thousand b/d, lower y/y by 40 thousand 
b/d. The overall maintenance programme this year is smaller than usual and has weighed 
significantly on the Dated Brent curve, with the contango widening out in June.  

x Indeed, the strength in Asian crudes was expected to result in spillover demand for Forties 
cargoes by China and South Korea. But the narrowing of Brent-Dubai spreads and 
exceptionally high freight rates have prevented North Sea balances from cleaning up, 
weakening Dated Brent significantly. 

x UK oil demand eased seasonally m/m in March to 1.44 mb/d, but stayed higher y/y by 2.9%. 
Diesel demand rose y/y by 12 thousand b/d to 0.47 mb/d, supported by lower oil prices. 
Kerosene demand rose y/y by 10%, supported by 13% more HDDs. 

x In April, preliminary data shows a y/y decline of 1.6%, but we expect this to be revised higher 
as naphtha demand data seems incorrect. Indeed, with kerosene demand up strongly as cold 
temperatures persisted, demand was likely slightly up y/y.  

x Refinery runs fell below 1 mb/d in April, as offline capacity rose slightly m/m to 0.15 mb/d, 
with the 65 thousand b/d CDU and hydrocracker at the Grangemouth refinery shut until end-
April. At 0.95 mb/d, runs were 0.22 mb/d lower y/y. 

Fig 410: UK liquids production, mb/d  Fig 411: Oil output, y/y change, mb/d 

0.4

0.9

1.4

1.9

08 09 10 11 12 13 14 15
 

 

(0.5)

(0.3)

(0.1)

0.1

0.3

08 09 10 11 12 13 14 15

Error! Not a valid link. Source: DECC, Energy Aspects  Source: DECC, Energy Aspects 

2015 | June issue Fundamentals 

 

 
 

Page 144 
 

Output 

Fig 434: Oil output, mb/d  Fig 435: Oil output, y/y change, mb/d 
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Fig 436: Heavy oil output, mb/d  Fig 437: Heavy oil output, y/y change, mb/d 
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Fig 438: Light oil output, mb/d  Fig 439: Light oil output, y/y change, mb/d 
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 The US Shale Supply: A Very Different Investment Cycle

170 World Energy Outlook 2015 | Global Energy Trends

Box 4.4 ⊳  How quickly can oil supply respond to prices? 

The bulk of global oil supply comes from a relatively slow-moving but high-volume 
development cycle, with Saudi Arabia’s spare capacity – available to be brought 
into production at shorter notice – ordinarily providing some flexibility to fine-tune 
supply. The lack of flexibility elsewhere is due to the time required to bring new 
resources online, a process requiring both exploration and development. The lead 
time between exploration activity and a development programme can span decades. 
The development part of the process has a more rigid timeline, but the lead times 
between final investment decision and first production – for most types of resources 
– span several years at least (Figure 4.11). This time span is unlikely to contract much 
further; technology and streamlined sanctioning processes can reduce the amount of 
time required, but these have to be set against the generally increasing level of field 
complexity. 

Figure 4.11 ⊳   Average lead times between final investment decision and 
first production for different oil resource types 
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Tight oil in the United States operates on a different timeline. There is no exploration 
process to speak of, and the location and broad characteristics of the main plays are 
well known, even if the performance of wells within plays can vary dramatically. And 
the time from investment decision to actual production is measured in months, rather 
than years: an average of eight months over the period 2005-2014, compared with a 
resource-weighted average of three years for other sources of oil.
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The investment cycle for US shale is different with the time lag between Final Investment 
Decision (FID) and first production is a fraction of that for conventional and deep offshore 
fields  

Source:	IEA	



Very Different Profiles of Production and Decline Rates
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Deepwater vs shale – who is the marginal barrel? 
Many have questioned whether the substantial investments required for the development of 

deepwater projects are worthwhile, given the advent of tight oil. The development of these 

differing unconventional resources is driven by companies at the opposite ends of the 

spectrum. Deepwater projects are developed by IOC’s that have deep pockets and who invest 
for the long term. On the other hand, tight oil producers are smaller in size and have more 

limited funding, and so their outlook is shorter. In order to try and answer which makes more 

sense, we attempt to model and compare pre-salt wells in Brazil (primarily because good 

quality data is available) to tight oil wells in the Bakken. Clearly, the comparison will be 

different if deepwater wells are chosen from less prolific areas such as the Gulf of Mexico or 

West Africa, so the below comparison should be used as a guide.  

Production profile  

We start by considering the production profiles for pre-salt Brazil and the Bakken, which in 

many ways have been startlingly similar. Tight oil production from the Bakken commenced in 

2007, averaging 20 thousand b/d across the year and, six-years later in 2013, output had risen 

to 0.7 mb/d. Today, production stands at around 1.1 mb/d. Production from pre-salt wells 

mirrored this behaviour almost exactly, only shifted by two years as the first well came online 

in September 2009. After six years, in March 2015, production averaged 0.7 mb/d.  

Fig 3: Bakken vs. pre-salt oil output, mb/d   Fig 4: Bakken vs. pre-salt well count 
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 Source: BDEP, ANP, NDIC, Energy Aspects 

 

However, this is where the similarities end. To produce 0.7 mb/d in the Bakken, some five 

thousand wells were brought online, producing at an average rate of 140 b/d. In the pre-salt, 

0.7 mb/d was produced from 47 wells at an average of 15 thousand b/d. In the Bakken, 

between December 2012 and March 2015, a further 4,500 wells were drilled to help 

production rise by what appears to be a peak of just under 1.2 mb/d. 
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The recognition that oil resources are probably never likely to be exhausted puts greater focus on future 
productivity trends when assessing the long-term outlook for oil prices.  The possible implications of the 
US shale revolution are particularly fascinating in this regard.   

The key point here is that the nature of fracking is far more akin to a standardised, repeated, 
manufacturing-like process, rather than the one-off, large-scale engineering projects that characterise 
many conventional oil projects.  The same rigs are used to drill multiple wells using the same processes 
in similar locations.  And, as with many repeated manufacturing processes, fracking is generating strong 
productivity gains. The strength of manufacturing productivity has led to a trend decline in the prices of 
goods relative to services.  A fascinating question raised by fracking – and its manufacturing-type 
characteristics – is whether it will have the same impact on the relative price of oil.  A key issue here is 
whether these types of repeated, standardised processes can be applied outside of the US and to more 
conventional types of production.  Can the discipline of lean manufacturing be applied to conventional 
oil operations?  

Revisiting Principle 2: Oil demand and supply curves are steep 
The limited responsiveness of conventional oil supply to price movements stems from the significant 
time lag between investment decisions and production.  It can often take several years or more from 
the decision to invest in a particular field before it starts to produce oil, and once the oil is flowing, it will 
often last for many years. 

Shale oil (and fracking) completely changes all that, in two important respects.  First, the nature of the 
operation in which the same rigs and the same processes are used to drill many wells in similar locations 
means the time between a decision to drill a new well and oil being produced can be measured in weeks 
rather than years.  Second, the life of a shale oil well tends to be far shorter than that for a conventional 
well: its decline rate is far steeper.   Figure 3 compares production data taken from a typical US shale 
well, in this case in the Bakken in North Dakota, with that from a Deepwater well in the Gulf of Mexico 
(GOM).  Daily production from the shale well declined by around 75% in its first year of production – a 
really steep rate of decline. The corresponding rate of decline for the GOM well was far slower. 

Figure 3 

 
 
These two characteristics – short production lags and high decline rates – mean there is a far closer 
correspondence between investment and production of shale oil.  Investment decisions impact 
production far more quickly.  And production levels fall off far more quickly unless investment in 
maintained.   
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So are the decline rates which are much more 
prominent in shale wells compared to conventional 
fields  

Source:	Energy	Aspects,	BP	



Shocks from Credit Markets Can Impact Production

Source:	EIA		

The shortfall has been financed by debt (bank loans, 
bonds); leverage of US shale producers has risen sharply 
over the years with debt service as a hare of operating cash 
flow reaching high levels 

Cash flow from operations have not been large enough to 
cover to cover capex with the shortfall increasing in recent 
years.



US Shale has been the Fastest to Respond on the Supply Side

US Rig Count 

The decline in the rig count in the US has been sharp as 
US shale producers cut capex and shift strategy from 
growth maximization to operating within cashflow  

US Crude Oil, y/y, kb/d 

Despite efficiency gains and cutting cost and increase in 
production from the GOM, y/y growth has been slowing 
down with the EIA predicting sharp y/y declines in 2016 

29 Feb 2016 | Data review US oil and shale output - Dec 2015 
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US oil rig counts 
Fig 30: US oil activity rigs by type  

Oil 400 (13) (98) (586) (59%)
Gas 102 1 (19) (178) (64%)

Land 475 (14) (116) (741) (61%)
Offshore 27 2 (1) (24) (47%)

Direct 47 (1) (11) (80) (63%)
Horizontal 397 (19) (90) (549) (58%)
Vertical 58 8 (16) (136) (70%)

Total 502 (12) (117) (765) (60%)

w/w change m/m change y/y change y/y % change26 Feb 16

 

Source: Baker Hughes, Energy Aspects 

Fig 31: Eagle Ford oil rig count  Fig 32: Permian oil rig count 
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Source: Baker Hughes, Energy Aspects  Source: Baker Hughes, Energy Aspects 

Fig 33: Williston oil rig count  Fig 34: US oil rig count 
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Efficiency Gains But Also High-Grading, Lower Cost of Services and 
Hedging

Source:	Energy	Aspects,	EIA	

But part of the improvement is also related to high-
grading as rigs moved from non-core area to core 
areas with higher IP

US shale has proven to be more resilient than originally 
expected with efficiency improvements and lower costs of 
services bringing down the the break-even cost 

Monthly Well Completion in North Dakota

2015 | August North America Quarterly 
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Fig 154: Monthly well completions in North Dakota  

 

Source: NDIC, Energy Aspects 

 

Intra-county high-grading has also impacted average production rates, and its effect can be 
measured in the production rates of new wells completed in the same county over time. 
Improvements in extraction processes have also significantly increased initial production (IP) 
rates. One newly implemented technique is slickwater fracture stimulation, which began 
seeing widespread use by most major producers in Q2 15. Whiting had reported 20% gains in 
the initial, 30-day, 60-day, and 90-day production rates from new wells utilising this technology.  

Production rates have increased sharply when oil prices were at their lows at the start of 2015, 
indicating a widespread retreat to the best acreage. For example, the weighted-average 60-day 
production rate for wells completed in McKenzie increased from 490 b/d in March 2014 to 771 
b/d twelve months later, a 57% increase. It is important to reiterate that these wells are 
producing over the highest-yielding geology, which is only a fraction of the overall basin. 

Fig 155: Production rates in McKenzie wells, b/d  Fig 156: Declines rates -  McKenzie wells, b/d 
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Very Different from the Dynamics of non-OPEC Supply in the 1980s
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Strong Non-OPEC supply growth preceding price fall in 
1986 but the dynamics within non-OPEC shifting
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High cost producers such as the North Sea and Mexico 
with long-term investment cycles led the way but 
production started slowing down and eventually turned 
negative in key supply centers 
Source:	BP	



The OPEC (non)Response



OPEC Has Been a Major Source of Supply Growth

Key Areas of Growth in OPEC, y/y kb/d, 
2015 

OPEC has been the major source of supply growth in 
2015 with Iraq and Saudi Arabia alone adding more 
than 1.1 mb/d
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In 2016, Iran and Saudi Arabia constitute the major 
source of uncertainty on the supply side

Potential Iran oil Output, mb/d
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Saudi Arabia and the Role of the Swing Producer

Source:	BP,	OPEC	

In 1998, SA reacted by increasing production 
and did cut output but only after agreement 
with other OPEC and non-OPEC members has 
been reached; took long time to forge such an 
agreement

Saudi Arabia not willing to cut output unilaterally; shaped 
by the mid 1980s events when its attempt to protect the 
price resulted in loss of large volumes of production and 
market share  
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Bringing Back Iraq and Iran into the Quota System Challenging

Source:	Energy	Aspects,	MEES	

How much and how fast can Iran increase its 
export is a major source of uncertainty facing 
Saudi Arabia and the wider market

In 2015, Iraq, a low cost producer, has been the 
major source of supply growth adding more than 
650,000 b/d

Iraq Oil Production, mb/d Iran Oil Production, mb/d

2015 | December issue Fundamentals 
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OPEC crude oil output 

Fig 37: Saudi Arabian oil output, mb/d  Fig 38: Iraqi oil output, mb/d 
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Source: IEA, EIA, Reuters, Bloomberg, Platts, Energy Aspects   Source: IEA, EIA, Reuters, Bloomberg, Platts, Energy Aspects 

Fig 39: Iranian oil output, mb/d  Fig 40: Kuwaiti oil output, mb/d 
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Fig 41: UAE oil output, mb/d  Fig 42: Venezuelan oil output, mb/d 
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OPEC crude oil output 

Fig 37: Saudi Arabian oil output, mb/d  Fig 38: Iraqi oil output, mb/d 
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Fig 39: Iranian oil output, mb/d  Fig 40: Kuwaiti oil output, mb/d 
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Fig 41: UAE oil output, mb/d  Fig 42: Venezuelan oil output, mb/d 
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US Shale Supply Response Introduces New Set of 
Uncertainties

The Dynamics of the Revenue Maximization–Market Share Trade-Off: 
Saudi Arabia’s Oil Policy in the 2014–2015 Price Fall  
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their output without any possibility of substitution (-A is the highest level of loss that players make 
when they lose both their market share and revenue).17 B is a modest gain players make from a 
successful production cut of other players (-B is a moderate loss to due to a production cut in 
presence of falling market and possibility of substitution). C is the lowest gain players make from the 
successful production cut of its own (-C is the lowest loss due to production cut in presence of a 
falling market and substitution).       

Table 2:  Optimum strategy in the short run (falling market)                                                                           
 

                               Elastic US supply (game 1)  
 

                                 Inelastic US supply (game 2) 

 Other-OPEC 
members cut 
output 

Other-OPEC 
members do 
not change 
output 

 Other-OPEC 
members cut 
output 

Other-OPEC 
members do not 
change output 

SA cuts 
output 

 

-C, -C 

 

-A, 0 

SA cuts 
output 

 

A, A 

 
C, B  

SA does 
not 
change 
output  

 

  0, -A  

 

0, 0 

SA does 
not change 
output 

  

B, C 

 

0, 0  

 
As seen from the table, when shale oil supply curve is highly inelastic (game 2) there is a strictly 
dominant strategy for the Kingdom. In the short-term, Saudi Arabia benefits from an output cut 
irrespective of the behavior of other players. There is also a dominant strategy for other suppliers: 
cutting output leaves them a level of gain higher than inaction, no matter what Saudi Arabia does. 
Therefore, under game (2), there is a single optimal strategy profile – Saudi Arabia should opt for an 
output cut with or without coordination from other members.  

In similar manner, when shale oil supply curve is highly elastic (game 1) there is a dominant strategy 
both for Saudi Arabia and other players. Saudi Arabia would be better off not changing its output, 
irrespective of the behavior of other players. The same applies to other players. Thus, the game has a 
single optimal strategy: no player changes its output level because it loses both its market share and 
revenue. 

The problem is at the time of decision there is no information available to the players regarding the 
elasticity of shale oil supply curve. Put another way, there is no way for the players, including Saudi 
Arabia, to find out which game they are in a priori. In fact, whether they are in game (1) or (2) will only 
be revealed after the players have implemented their strategy. If the players knew in advance which 
game they are in, then the problem would be simple. This is because each player can play their 
optimal strategy and, due to presence of a unique equilibrium under both games, an efficient outcome 
would be achieved. However, due to uncertainty the players are exposed to significant risk because 
four different possibilities exist:  

 
                                                      
 
17 This assumes that Saudi Arabia’s decision to cut output will have an immediate impact on price and hence on revenues. In 
practice, there may be lags between the time an announcement of a cut is made and the time the price responds to such news.  
This would depend on market conditions and whether market participants consider the announcement of a cut as credible 
signal or ‘cheap talk’. Furthermore, it is not always clear how the market will initially react to the announcement of an output cut 
(see for instance, Fattouh, 2008). This could add a further layer of uncertainty to the game. For simplicity, we assume that the 
output cut will be successful in raising the price.   

The Dynamics of the Revenue Maximization–Market Share Trade-Off: 
Saudi Arabia’s Oil Policy in the 2014–2015 Price Fall  
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i.) Saudi Arabia might be in game (1) and plays as if it is in game (1) 

ii.) Saudi Arabia might be in game (1) but plays as if it is in game (2) 

iii.) Saudi Arabia might be in game (2) but plays as if it is in game (1) 

iv.) Saudi Arabia might be in game (2) and plays as if it is in game (2) 

In order to show how the decision is made under uncertainty, we depict the tree diagram of the game 
in Figure 4. It is clear from the diagram that if Saudi Arabia is in game (1) (elastic shale oil supply) and 
plays the optimal strategy of game one (no change in the output) the payoff would be zero. However, 
if Saudi Arabia plays the optimal strategy of game (2) (cutting output assuming inelastic shale oil 
supply) while in fact it is in game (1), the Kingdom incurs the biggest loss which is -A (losing both 
market share and revenue). Similarly, if Saudi Arabia is in game (2) and plays as if it is in game (1), 
the Kingdom makes a moderate gain B. But if Saudi Arabia plays as it is in game (2) the payoff is 
highest which is A.  

Taking all four different possibilities into account, we can calculate the expected payoff of playing 
optimal strategy of game (1) in presence of full uncertainty about the game as: Exp[P(game1)]= 0.5 
(0) +0.5 (B) =0.5B. Likewise the expected payoff of playing the optimal strategy of game (2) under 
uncertainty is: Exp[P(game2)]=0.5(A) +0.5(-A) =0. As the expected payoff of playing the optimal 
strategy of game (1) is strictly higher than the expected payoff of playing the optimal strategy of game 
(2), it is always better for Saudi Arabia to assume that it is in game (1) as long as there is no 
information available a priori. In other words, under uncertainty it is always safer for the Kingdom to 
assume that shale oil supply is elastic. As we saw in game (1) the optimal strategy under elastic shale 
oil is “no change in output”. This might be one of the reasons Saudi Arabia did not agree with a 
production cut in OPEC meeting in November 2014. This situation exists until the oil market transmits 
new information regarding the uncertainty to which the Kingdom can react and adjust its strategy 
accordingly.  

Figure 4: Tree diagram of the whole game in presence of uncertainty induced by US shale oil 

 
                                                  
For example, in hindsight, the current downward phase of the cycle has revealed some interesting 
features regarding US tight oil production worth highlighting: 

x The US tight oil industry is highly responsive to low oil prices as reflected in the sharp fall in the 
number of rigs and the large cuts in capital expenditure announced by the US shale producers;  

x But the relationship between the fall in the number of rigs and the fall in production is not linear 
and is affected by factors such as efficiency gains, the ability of shale producers to renegotiate 
contracts with service providers, and high grading (i.e. shifting rigs into more productive areas or 
sweet spots). During the downturn, US shale producers have shown the ability to achieve strong 

Under complete information about shale response in a 
rising price environment, there is a single and efficient 
solution to the game

Under uncertainty about US shale response, it is 
better off for Saudi Arabia to assume that shale 
supply curve is elastic and not to cut production 
(the losses are even larger if other OPEC members 
don’t cut and US supply proves to be elastic )



Producers Pursuing a Market Share Strategy

Source:	Energy	Aspects,	EIA	

In the absence of agreement on cuts and the wide 
range of uncertainties, Saudi Arabia is seeking to 
maintain market share and to keep exports above 7 
mb/d; in winter, exports could jump

Saudi Arabia Oil Exports, mb/d

Saudi Arabia has succeeded in maintaining its share 
in key markets in Asia in face of very tough 
competition 
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Oil & Oil Products 

17 Mar 2016 | Data review 

Middle East oil demand – Jan 2016  
Middle Eastern oil demand rose y/y by 0.17 mb/d in January to 5.91 mb/d, despite Saudi 
Arabian demand being unchanged on the year, at 2.15 mb/d. Much of the growth stemmed 
from Iraq, where oil demand increased y/y for the eighth straight month, by 35 thousand b/d 
to 0.61 mb/d in January. Consumption also rose in the UAE, Kuwait, Oman, and Qatar, where 
demand rose by a collective 0.1 mb/d y/y. In Saudi Arabia, strong growth in transportation 
fuels (up by 0.10 mb/d collectively across gasoline, jet fuel and diesel, with gasoline demand 
particularly strong at 0.6 mb/d) was offset by weakness in fuel oil, which fell y/y by 91 
thousand b/d, as cooler weather (CDDs lower y/y by 5%) resulted in lower power generation. 
Indeed, even direct crude burn rose by y/y by just 17 thousand b/d. Iranian demand was 
higher y/y by 26 thousand b/d (1.5%), the first increase in three months. Diesel demand 
totalled 0.56 mb/d, higher y/y by 23 thousand b/d (4%) while gasoline demand continues to 
surge, higher y/y by 76 thousand b/d (18%) to a record high, breaching 0.5 mb/d for the first 
time ever. Fuel oil demand, however, remains weak, as natural gas continues to make inroads 
into power generation. Consensus estimates peg 2016 Iranian GDP growth at roughly 5%, up 
from 2% in 2015, which should help oil demand rise y/y by at least 0.1 mb/d. 

Refinery runs remained flat m/m at 7.26 mb/d in January, as increases in Saudi (up by 0.16 
mb/d m/m to nearly 2.5 mb/d) were offset by lower runs in the UAE, Kuwait, and Oman. These 
included an unplanned outage at the Ruwais refinery in the UAE, as well as works at Orpic’s 
Sohar refinery in Oman. February runs remained unchanged, though runs are set to fall below 
7.0 mb/d in March as planned works at the Ruwais refinery will see it out of action for 45 days.    

Fig 1: Saudi crude exports, mb/d  Fig 2: Saudi crude inventories, mb 
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Iraq’s Oil Sector Challenged

Barclays | Iraq 
 

10 September 2015 3 

exports. In the short term, Iraqi output is susceptible to the winter loading problems that have 
cut output by 300-500 kb/d in the past few years. Port facilities are still problematic because 
there are insufficient tug boats to drag the oil tankers. Storage has been added in Fao, Ratawi, 
and Tuba, totalling about 14 mb from 4 mb in January, according to the Iraq Oil Report. 
However, the loading facilities and the single-point mooring systems remain insufficient for 
the winter season, and they will be especially challenged at current production levels. 

Given these constraints, we do not believe such rapid growth is sustainable in the 
medium term. Increased water reinjection needs, human capacity constraints, heightened 
costs, capex cuts and logistical bottlenecks will constrain production and export gains 
during the next couple years, in our view. In recent months, IOCs have revised their volume 
targets lower in agreement with the Ministry of Oil by 4 mb/d over the next 10-15 years, 
reducing the production target from about 11 mb/d to about 7 mb/d, reflecting some of 
these pressures (Figure 4). The fight against ISIS, which does not appear to be ending any 
time soon, has exacerbated the government’s inability to pay IOCs. This summer, protests 
have blocked access to work sites at Rumaila and West Qurna. Rumaila has had its output 
target for 2016 cut 150 kb/d due to capex being reduced from $3.5bn to $2.5bn. This 
means essentially flat output y/y next year. Net of declines, we expect oil production to 
increase by slightly more than 500 kb/d to 4.5 mb/d by 2020. This is 1.5 mb/d below the 
Ministry of Oil’s target of 6 mb/d and slightly below IEA estimates of 800 kb/d of growth 
(Figure 5).  

Fiscal adjustment prospects are highly uncertain 
The expected improvement in Iraq’s fiscal position stated in the IMF RFI agreement and 
endorsed by the authorities hinges on two critical factors: the ramp up in oil export volumes 
as of 2016; and continued fiscal adjustment leading to a surplus in 2019, according to the 
IMF’s RFI document. As discussed above, we have major concerns about the country’s 
ability to increase its production beyond 4.5 mb/d by 2020 in the current security 
environment, while the IMF and the authorities project a more ambitious path to production 
reaching 5.5 mb/d by 2020 up from their estimates of 3.4 mb/d in 2015. Accordingly, we 
expect a lower growth acceleration path beyond 2016 (Figure 6) predicated on slower oil 
output/export expansion, and more constrained non-oil sector growth given planned cuts 
to investment spending, continued political and security threats and tighter bank liquidity. 

 

This increase is unlikely to be 
sustained due to financial and 
infrastructural bottlenecks 
 
 
Oil companies’ targets were 
revised downwards by 4 mb/d 
 
 
 
We do not foresee oil 
production exceeding 4.5 
mb/d by 2020 
 

FIGURE 4 
Production targets revised down by 4 mb/d… 

 
FIGURE 5 
… leading to far less output by 2020 than originally hoped 

 

 

 
Source: Iraq Oil Report, Reuters, Platts, Barclays Research  Source: IEA (historical), Barclays Research (forecast) 

The IMF predicates fiscal 
improvements on rising oil 
exports and implementation of 
fiscal reforms 
 
 
 
We think the IMF’s oil export 
path is over optimistic 

Field Operator New 
Plateau

Was Finalized?

West Qurna-1 ExxonMobil 1.6 2.825 Yes

Zubair Eni 0.85 1.2 Yes

West Qurna-2 Lukoil 1.2 1.8 Yes

Rumaila BP 2.1 2.85 Yes (July ‘14)

Halfaya PetroChina 0.4 0.535 Yes (July ‘14)

Majnoun Shell 1-1.2 1.8 decision delayed to 
2017

Gharaf Petronas unknown 0.23 No

Total *7.15-7.35 11.24 0.0
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Iraqi rig count has halved and the government is 
facing serious fiscal pressures and security 
challenges 

Iraqi government has been forced to revise downwards it 
production target negotiating with oil companies new 
production plateaus  and reducing investment 
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The Demand Response in the Low Price Environment



Oil Demand Strong Has Been Strong

Global Oil Demand,  y/y change, kb/d

Oil demand has been stronger than initial expectations in 
2015 driven in part by cheaper oil prices
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Sources of demand growth have become more varied 
with China being an important but not the only engine 
of oil demand growth



Change in the Dynamics of Products Demand

China’s diesel/gasoline demand, mb/d

 

In China, gasoline demand has outperformed that of 
diesel as the economy continues to rebalance from 
investment towards consumption

 

Diesel exports, mb/d

China’s  diesel exports have jumped to a record level 
as demand growth for diesel slows down and topping 
refineries given licenses to import crude and export 
products   

22 Feb 2016 | Data review China oil data – Jan 2016 
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Fig 23: Actual jet demand, mb/d  Fig 24: Jet growth, y/y change, mb/d 
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Source:  China Customs, Energy Aspects  Source:  China Customs, Energy Aspects 

Fig 25: Gasoline vs. diesel demand, mb/d  Fig 26: Gasoline vs. diesel, y/y change, mb/d 
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Source:  China Customs, Energy Aspects  Source:  China Customs, Energy Aspects 

Fig 27:  Jet vs. diesel, y/y change, mb/d  Fig 28: Demand by product, y/y change, mb/d 
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Product imports and exports 
Fig 47: Net product imports, mb/d  Fig 48: Net product imports, y/y change, mb/d 
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Source:  China Customs, Energy Aspects  Source:  China Customs, Energy Aspects 

Fig 49: Diesel exports, mb/d  Fig 50: Net imports of gasoline, mb/d 
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Fig 51: LPG imports, mb/d  Fig 52: Net naphtha imports, mb/d 
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Indian Oil Demand

 In India, gasoline sales have seen a sharp rise almost 
doubling from the 2009 level and in 2015 India contributed 
to oil growth demand as much as China (0.3 mb/d)

India’s Oil Demand, y/y growth, mb/d Vehicle ownership and penetration (cars 
plus two-wheelers)

Personal vehicle ownership in India has been 
increasing especially for two wheelers 
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Oil & Oil Products 
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India oil data – Jan 2016  
Indian oil demand stayed near record highs at 3.95 mb/d in January, higher y/y by a huge 0.45 

mb/d, continuing with the momentum seen in 2015. The strength was broad-based. Gasoline 

demand was unchanged m/m at 0.5 mb/d, with y/y growth at 11.4%, supported by strong car 

sales and the growing size of the existing vehicle fleet. Naphtha demand stayed strong at 0.32 

mb/d, higher y/y by 59 thousand b/d (23%), despite a three-day unplanned outage at Reliance’s 
0.9 Mtpy Hazira cracker mid-month. Amidst a rapidly growing petrochemical sector, the high 

cost of landed natural gas prices is also incentivising some switching to naphtha at the margin, 

according to our recent conversations. LPG demand eased m/m to 0.64 mb/d, with y/y growth 

easing to 28 thousand b/d (4.5%). Diesel demand picked up m/m to 1.52 mb/d, with y/y growth 

rising to 0.11 mb/d (7.9%). We estimate the impact of the ban on large diesel cars and trucks in 

the National Capital Region (NCR) on overall Indian diesel demand was small (~10-20 thousand 

b/d) and so, was more than offset by higher diesel demand from a growing manufacturing 

sector. Meanwhile, state refiner HPCL is seeking to import a diesel cargo for the first time in 

years, and we may see more of this during the peak Indian refinery turnaround season in Q2 

16. Fuel oil demand jumped to 0.12 mb/d, an 11-month high, up y/y by 5 thousand b/d, the 

first increase since March 2015. Low prices are boosting fuel oil usage in power generation. 

January runs rose m/m by 0.11 mb/d to another record of 4.87 mb/d, as runs recovered by 88 

thousand b/d m/m at the Manali refinery to above 0.21 mb/d following flooding in December. 

But with crude imports rising to a record 4.25 mb/d, stocks rose by 0.1 mb/d. UAE will store 6 

mb of crude at India’s Mangalore facility (11 mb), following an agreement earlier this month. 

Fig 1: Rate of Indian stockpiling, mb/d  Fig 2: Oil demand, y/y change, mb/d 
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however, two-wheeler sales are much more reflective of the number of new consumers entering the 
market for personal transportation, on the back of the increased affordability of oil. The purchasing of 
two-wheelers is therefore a closer reflection of a step up on the energy ladder towards motorization. 
Figure 9 depicts the ownership and penetration of cars and two-wheelers combined for India, and 
shows the much higher figure of 144 per 1000 people. It can be expected that much of the two-
wheeler fleet will be replaced by cars, as consumers continue to climb the energy ladder on the back 
of rising economic growth and per capita income. 

Figure 9: India – Vehicle ownership and penetration (cars plus two-wheelers) 

 
Source: Authors’ analysis; Ministry of Road Transport and Highways, India. 
 
Figures 7 and 9 illustrate the fact that India’s vehicle ownership pattern mimics the rising trend of the 
Gompertz curve. Furthermore, while India’s per capita income in FY 2015 was estimated at 
Rs88,533,18 when this figure was converted on a purchasing power parity metric (US$1 = Rs17),19 it 
stood at US$5,208, falling just above the lower bound of the middle-income range of ‘peaking’ income 
elasticity of demand as postulated by Dargay et al. (2007). ‘Saturation’ levels for OECD countries 
such as the USA are estimated to be around 850 vehicles per 1000 people; India’s low-income 
curvature (estimated by Dargay et al. 2007 at 200 vehicles per 1000 people) is estimated to be 
reached at a per capita income level of US$6,500, while its saturation level is predicted to be roughly 
683 per 1000 people (Dargay et al., 2007). Figures 7 and 9 also depict a ‘jump’ in vehicle ownership 
and penetration having taken place around 2014. Figure 10 shows additions to India’s total vehicle 
fleet disaggregated by cars, two-wheelers, and all other vehicles; this shows that the ‘take-off’ has 
been driven mainly by additions of two-wheelers to the total vehicle fleet, further reinforcing the point 
that a combination of rising per capita income levels and the drop in the oil price have facilitated the 
affordability of oil to a wide range of lower and middle income consumers. 

India is now the world’s sixth largest car market, with 26 million units sold in 2014. From 2010 to 
2015, car sales have been increasing by around 2 million units annually. Percentage growth rates are 
misleading here. Even if the market slows down, the crucial factor for oil markets is that the vast 
majority of new car sales in India go to fleet expansion. That is to say, unlike developed markets 
(where the majority of new cars are replacing ageing vehicles that are being scrapped and overall 
fleet growth tends to track population growth) India, like other developing markets, is experiencing a 
rapid increase in the size of its vehicle fleet.  
                                                      
 
18 See ‘Per capita income rises to Rs88,533 in FY15’, Hindu Business Line, 26 February. Available at 
www.thehindubusinessline.com/economy/per-capita-income-rises-to-rs-88533-in-fy15/article6937042.ece  
19 Based on PPP conversion factor, GDP; from World Bank World Development Indicators 2014. 

Source:	Energy	Aspects,	OIES	



US Oil Demand

US Gasoline Demand, kb/d, 
Moving 12-month Average

Gasoline demand in the US has been rising benefiting 
from cheap gasoline at the pump and improvement in 
job prospects 
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Americans are also driving more and for longer 
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Oil  Prices:  Lower  for  Longer?  Or  Higher  Sooner  Than 
Later?



The Case for Lower Oil Prices For Longer

•  High level of crude and products stocks would put a cap on the oil price

•  Many sources of supply that could come back to the market (Libya, Iran)

•  Cooperation to cut or freeze production not feasible (OPEC no longer 
functional; on the contrary maxing production and competing for market 
share)

•  Cost deflation structural and efficiency measures would accelerate

•  Demand growth will ease (the world of lows + climate change concerns)
–  Short and long-term impacts

•  US shale responds fast in a higher oil price environment putting a cap on 
the oil price

 



(1) Demand Growth Expected to Weaken as Global Economy 
Slows Down
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Why Has the decline in Oil Price Failed To shock more?

Old	Price	 New	Price	
Percentage	
Increase	(%)	

Natural Gas ($/mmbtu) 0.75 1.25 67

Ethane ($/mmbtu) 0.75 1.75 133
Gasoline ($/Litre) (High 
Grade) 0.16 0.24 50
Gasoline ($/Litre) (Low 
Grade) 0.12 0.2 67
Diesel Transport ($/
Litre) 0.067 0.12 79
Diesel Industry ($/
Barrel) 9.11 14.1 55
Arab Light Crude ($/
Barrel) 4.24 6.35 50
Arab Heavy Crude ($/
Barrel) 2.67 4.4 65

Kerosene ($/barrel)
23 25.7 12

Increase in Domestic Energy Prices in SA 

Oil exporting countries cutting spending and 
introducing reforms to rationalize spending 

Oil exporting countries cutting spending and 
introducing reforms to rationalize spending 

Source:	World	Bank,	APICORP	



ST vs LT: The Income Effect Remains Strong Even After Accounting 
for Improvements in Efficiency

45International Monetary Fund |  April 2016 
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reaching 30 percent of global energy consumption, has been 
increasing since the early 2000s, mostly on account of rising 
demand from China, and recently also from India. In con-
trast with the case of oil, more coal per unit of global GDP 
is now burned relative to the early 2000s (Figure 1.SF.2). 
Natural gas consumption has increased steadily since the 
1970s, now accounting for nearly 25 percent of global pri-
mary energy consumption. Global demand for natural gas 
is projected to increase strongly over the medium term (IEA 
2015), with emerging market and developing economies 
accounting for the bulk of the growth. Th e outlook for oil 
and coal demand growth falls short of that for total energy 
demand, partly because advanced economies are expected to 
drastically reduce their demand for coal and oil, in contrast 
with emerging markets. According to the IEA, the shares of 
oil and coal are expected to drop from 36 percent and 19 
percent, respectively, in 2013 to 26 percent and 12 percent, 
respectively, in 2040.

Oil is used mostly to fuel transportation, whereas coal 
and natural gas are used mainly as inputs into the power 
sector, consisting of electricity and heat generation, which 
accounts for more than one-third of total primary energy 
consumption (Table 1.SF.1). For electricity generation 
alone, the biggest source of energy is coal, but renewables, 
including hydropower, are second, followed by natural gas.3 

3Th e share of natural gas in total primary energy demand is 
expected to rise, but it faces competition from substitutes for gas in 
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Figure 1.SF.2.  World Energy Intensity

Sources: U.S. Energy Information Administration; World Bank, World Development 
Indicators; and IMF staff calculations.
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reaching 30 percent of global energy consumption, has been 
increasing since the early 2000s, mostly on account of rising 
demand from China, and recently also from India. In con-
trast with the case of oil, more coal per unit of global GDP 
is now burned relative to the early 2000s (Figure 1.SF.2). 
Natural gas consumption has increased steadily since the 
1970s, now accounting for nearly 25 percent of global pri-
mary energy consumption. Global demand for natural gas 
is projected to increase strongly over the medium term (IEA 
2015), with emerging market and developing economies 
accounting for the bulk of the growth. Th e outlook for oil 
and coal demand growth falls short of that for total energy 
demand, partly because advanced economies are expected to 
drastically reduce their demand for coal and oil, in contrast 
with emerging markets. According to the IEA, the shares of 
oil and coal are expected to drop from 36 percent and 19 
percent, respectively, in 2013 to 26 percent and 12 percent, 
respectively, in 2040.

Oil is used mostly to fuel transportation, whereas coal 
and natural gas are used mainly as inputs into the power 
sector, consisting of electricity and heat generation, which 
accounts for more than one-third of total primary energy 
consumption (Table 1.SF.1). For electricity generation 
alone, the biggest source of energy is coal, but renewables, 
including hydropower, are second, followed by natural gas.3 

3Th e share of natural gas in total primary energy demand is 
expected to rise, but it faces competition from substitutes for gas in 
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Oil intensity has fallen sharply in recent years 
globally

But mitigated by income effects; car ownership is 
strongly linked to improvements in income



Climate Change Policy Responses and Energy Demand
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Alternative assumptions about energy intensity… 

2016 Energy Outlook 46 

World energy demand 
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Key issues: What drives energy demand? 
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Alternative assumptions about energy intensity… 

2016 Energy Outlook 46 

World energy demand 

Billion toe 

Decline in world energy intensity 

% per annum 

Key issues: What drives energy demand? 
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The period 1994-2014 has seen some of the 
biggest improvements in global energy intensity

Assuming even faster declines in the world’s 
energy intensity in the next two decades, energy 
demand will continue to increase (including oil 
demand)



In Most Base Cases, Oil Demand Will Continue to Rise 

© BP p.l.c. 2016 

But carbon emissions continue to rise… 
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Carbon emissions can be reduced both by 
improvements in energy intensity and carbon 
intensity (mainly changing the energy mix)

The Base Case included massive improvements in 
both;  to reach IEA’s 450 scenario, you need even 
further drastic improvements



The Case for Higher Oil Prices Sooner Rather Than Later

•  Demand will continue to grow at its historical trend in part encouraged by 
low oil prices

•  Cuts in investment are so deep that they will have big impact on future 
supplies both inside and outside the US

•  The ability of the US shale supply respond in a higher oil price 
environment is constrained

•  Geopolitical deterioration and unplanned outages will increase 

•  Decline rates in mature fields will accelerate

•  When activity picks up, cost of services will go up  

•  Should not exclude the possibility of producers’ agreement on output
 



Unplanned Upstream Outages Rising
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Oil 
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Needle in a haystack 

x For all the talk of brimming crude stocks overflowing into floating storage, our balances show 
global crude stocks drew in January, by around 12 mb. While US crude stocks built by a large 15 
mb, stocks drew heavily in OECD Asia. Even non-OECD crude stocks fell, led by China and Brazil.  

x Moreover, even crude being stored on water has been edging lower since peaking in late 
October 2015. On our estimates, ex-Iranian floating storage currently stands at no more than 35 
mb. And of that, around 30 mb is sitting off the USGC due to run cuts, unplanned refinery 
outages, and Houston Ship Channel issues. Only 3-4 mb of the 30 mb is WTI, being floated as 
the WTI contango makes it economic to do so, and this may rise towards 10 mb.  

x In contrast, the Brent and Dubai curves do not pay to hold crude on water, and tankers holding 
crude off Singapore when the Dubai contango had widened in December and January have in 
fact been offloaded. Asian crude demand is extremely robust as India and China fill their SPRs.  

x Tankers appearing off the coast of China are not crude being floated, rather there is rising port 
congestion (waiting times at Qingdao have risen towards 15 days) given record imports into the 
country in February. Moreover, given the teapots’ propensity to buy distressed cargos, smaller 
vessels are being incentivised to hover around ports—this will be the new norm going forward. 

x Product stocks, on the other hand, have risen by more than crude stockdraws in January and 
the market may be mistaking product tankers being floated off ARA as crude floating storage.   

x Commercial crude stocks (ex SPR) may fall again in February and March given unplanned crude 
output outages (led by Iraq and Nigeria) have risen to their highest since June 2014, at 2.2 mb/d.  

Fig 1: Ex-Iranian floating crude on VLCCs, mb  Fig 2: Unplanned upstream outages, mb/d 

 

 

 
Note: Does not include ships queueing due to congestion 
Source: Energy Aspects 

 Note: Does not include planned upstream maintenance 
Source: Energy Aspects 
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OPEC crude oil output (cont’d) 
Fig 13: Nigerian oil output, mb/d  Fig 14: Angolan output, mb/d 
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Source: IEA, EIA, RTS, BBG, Platts, Energy Aspects  Source: IEA, EIA, RTS, BBG, Platts, Energy Aspects 

Fig 15: Libyan oil output, mb/d  Fig 16: Algerian oil output, mb/d 
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Source: IEA, EIA, RTS, BBG, Platts, Energy Aspects  Source: IEA, EIA, RTS, BBG, Platts, Energy Aspects 

Fig 17: Qatari oil output, mb/d  Fig 18: Indonesian oil output, mb/d 
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Source: IEA, EIA, RTS, BBG, Platts, Energy Aspects  Note: Only IEA and EIA have released historic estimates 
Source: IEA, EIA, RTS, BBG, Platts, Energy Aspects 

Nigerian Oil Output, mb/d

Especially in weak states where 
dependency on oil revenues is very high 

Source:	Energy	Aspects,	IEA	


