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Global oil demand in 2015 
is up at its fastest clip,
(over 2 %) since 2010. 

We project 1.5% for 2016 
and 1.2% for 2017.

Asia ex- China and North 
America both show 2015 
demand up about 0.5
million bbl/d, 3x their 
growth from 2014. 

Each of these regions 
comprises ~25% of 2015 
global demand growth, 
double their 2010 -2014 
average.









The world’s big energy 

groups have shelved $200bn 

of spending on new 

projects. Wood Mackenzie, 

the energy consultancy, says 

that companies have 

deferred 46 big oil and gas 

projects with 20bn barrels 

of oil equivalent in reserves, 

which is more than Mexico’s 

entire proven holdings. 

Wood Mac says that the 

number of major upstream 

projects expected to be 

approved during 2015 could 

be counted “on one hand”.
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OPEC Monthly Oil Market Report, October, 2015

World Oil Demand for 2014 through 2016





Since at least 2012, the group has out-

produced its quota -- 30 million barrels 

per day -- every quarter, barring one. 

The cartel, which is supposed to derive 

its power from limiting output, has 

cheaters.

It points to the fragility of the coalition 

that Saudi Arabia has strained to hold 

together, especially as global demand 

moderates and new oil supply has 

risen in the West. It suggests that in 

the new oil world, many members of 

the cartel are tempted to go it alone.

The other shoe has yet to drop. With 

OPEC refusing to prop up oil prices --

wanting the market to adjust to the 

price that lets it keep market share --

prices are now poised to fall.

Source Oilpro: Amy Myers Jaffe
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(Consuming more at home)





GCC countries such as Bahrain, Oman, and Saudi Arabia have medium-

term fiscal gaps of some 15–25 percentage points of non-oil GDP, while 

conflict-torn Libya has a gap of more than 50 percent of non-oil 

GDP. GCC countries are split between countries with large buffers 

(Kuwait, Qatar, and the United Arab Emirates—more than 20 years) and 

countries with small buffers (Bahrain, Oman, and Saudi Arabia—less 

than five years). In, contrast, CCA exporters have at least 15 years’ worth 

of financial savings                                                                  Source: Oil Price



The world has a 3 mm 

bbl/day surplus.

There are 8 OPEC members 

who produce approximately 

that amount of Crude.

The failure of any one of 

them would temporarily 

reduce the surplus, even 

with no growth in demand.

Venezuela/Nigeria/Algeria 

head the list.
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Key U.S. Metrics…

• Including multiplier effects, the oil industry produces $1.3 trillion in US GDP 
and represents about 7% of the US economy

• The industry is responsible for 9.3 million jobs.

• New jobs created by the industry were responsible for about 30% of the total 
increase in U.S. jobs since the bottom of the recession, or an add on of about 
.5% to the employment rate.

• Texas has seen the greatest absolute impact, both positive and negative.

• North Dakota has seen the most dramatic internal improvement with 100,000 
jobs added out of a total employment of 500,000 in the state.







The energy boom brought on by hydraulic 

fracturing helped to soften the blow from 

the Great Recession, a new study 

conducting by the National Bureau of 

Economic Research found. 

Between 2005 and 2012, 725,000 jobs 

were added to support the oil and gas 

industry as it rapidly expanded thanks to 

hydraulic fracturing.

Researchers conducting the study analyzed 

data from over 3,000 U.S. counties and 

determined that within 100 miles of new 

production, $1 million of extracted oil and 

gas generated $243,000 in wages, 

$117,000 in royalties and 2.49 jobs.

“Aggregating to the national level we 

conclude that aggregate employment rose 

by 725,000 jobs due to fracking, causing a 

reduction in the U.S. unemployment rate 

of 0.5 percent during the Great Recession.” 



U.S. production heading back toward levels seen on Thanksgiving 2014
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U.S. Shale vs. Offshore Deep and Ultra Deep WaterU.S. Shale vs. Offshore Deep and Ultra Deep WaterU.S. Shale vs. Offshore Deep and Ultra Deep WaterU.S. Shale vs. Offshore Deep and Ultra Deep Water
• Short term investment budgets are down ~20% with shale 

investments down 30% and offshore down 11%.

• Majors who are in both categories (Conoco Phillips, Noble Energy and 
Murphy Oil) are down 50% on shale but only down 10% on offshore.

• Shale and Ultra deep water  both have comparable breakeven prices 
of $61 and $64 respectively, but shale has a much better payback 
period, of 4 years vs. 11 years (ultra deep water at an oil price of $71).

• In terms of IRR at $70/bbl., shale wins at 24% vs 14% for ultra deep 
water.

• The lower investment threshold, the shorter project life, and the 
greater flexibility of shale E&P, vs. Offshore, are the driving forces 
behind greater shale oil reductions in short term investment. In short, 
companies with a choice appear to be cutting shale investment first 
because they can, not because it’s the best economic option.











Redeterminatons

• Devon reported a steep loss for the 3rd quarter due to the impact of a 
$5.9 billion impairment that outweighed gains from record oil 
production. This brings the total impairments for the year to date to 
$15.5 billion.

• Sabine Oil and Gas announced the reduction of its borrowing base 
from $ 1 billion to $750 mm. The result is a deficiency which must be 
repaid in six monthly installments of $41.54 million.

• US E&P companies sold $10.8 billion of shares in the first quarter of 
2015. That dropped to $3.7 billion in the second quarter and under 
$1 billion in July and August.

• Bankruptcies are increasing as are hostile takeover bids.



As the lower oil price 

begins to bite, US shale 

producers, particularly 

those with weak balance 

sheets, could become 

targets for larger 

companies. 

Goldman Sachs says that 

those vulnerable include 

Continental Resources, EP 

Energy and Halcón

Resources, whose leverage 

(net debt as a percentage 

of capital employed) is 

predicted to reach 61 %, 

49 % and 61 % respectively 

next year.















Event. At a recent management presentation, Shell disclosed a deep water activity 
plan that will see the company go to 6 active rigs by the end of 2017, with half of the 
rigs discounted to spot market rates. This compares to 19 rigs under contract at 
the end of 2014, the plan calls for 9 rigs to be working at end 2015, down from 14 
floaters currently under contract, with an additional 4 new builds to be deployed on 10 
yr. term contracts.
 
Impact. Very negative. We had previously seen a floater count ranging between 200-
230 in the medium term assuming a $70-75 crude oil price environment, which would 
constitute an onerous supply overhang in its own right. As Shell's disclosures illustrate, 
the realization of sustained crude price weakness represents meaningful risk to this 
more normalized view of the world.

Today's disclosures from Shell support the case for an exceedingly difficult market environment 

for subsea equipment providers, even in a better crude price environment.  
 

Macquarie Capital (USA) Inc.



Why Deepwater Development in the US Gulf continuesWhy Deepwater Development in the US Gulf continuesWhy Deepwater Development in the US Gulf continuesWhy Deepwater Development in the US Gulf continues

• Deep Gulf operators have discovered 5 billion boe in last 3 years

• Operators are expected to spend ~$15 billion in 2015

• Breakeven prices range from $50/bbl. for Miocene reservoirs to $100 for the 
deep, lower Tertiary fields.

• Just three Miocene developments make up 52% of reserves for projects currently 
in development with another 26% coming from the Pliocene and only 20% coming 
from the lower Tertiary trend.

• Later developments, between 2017 and 2023, will see a reversal with 75% 
represented by the more challenging lower Tertiary fields where break evens are 
in the $80/bbl. range.

• The costs are higher because the producing strata are  in deeper waters and at 
greater geologic depths, meaning higher temperatures and pressures.

• The Gulf of Mexico, especially for large companies, both operators and service 
companies, remains among the best places in the world for building and 
optimizing their reserve portfolios, but high costs could delay new developments



In North America whose Ox is being gored?
• Deep water oil will be moderately affected as long as the downturn doesn’t last more than 

two years. After that, capex cuts and delays on new field exploration and development will 
cause significant effects. The need will be for compressed execution times as well as for 
absolute reductions in capex. BP Mad Dog II is currently premised on an “all in” capex of $10 
billion vs. an estimate of $20 billion a year ago.

• Canadian Tar Sands will stop growing when ongoing projects are completed. This segment is 
a victim of both provincial and national policy, as well as US politics.

• Shallow water gas production was on life support before the price drop. This sub-segment 
faces a negative future. Expect a series of consolidations and bankruptcies in both the 
operator and services side of this business..

• Onshore shale production of natural gas will continue to grow, albeit at a slower pace, 
even as shale oil and wet gas drilling and completion stagnate. Expect to see dry gas 
substituting for reduced production of associated natural gas from wet gas and oil shales.

• Overall, expect heightened price volatility for oil if especially if onshore shale oil becomes 
the world’s “swing producer”. The mechanics of how swings will be managed is the issue of 
the decade. Do we replace a cartel with a cartel?



Did we mention Volatility?

Questions?

esmith11@tulane.edu

504-865-5031













Light

This has major implications for

US Exports, Jones Act rule 

modifications, and shale oil 

production plans
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One of the worst 

affected has been 

Alberta, home to 

Canada’s oil sands 

industry. Capex will 

total $C45bn    

(US$34.5bn) this year, 

40 per cent lower than 

in 2014.

The Canadian Assoc. of 

Petroleum Producers 

estimates that Canada 

will pump 5.3m barrels 

a day by 2030, a big 

drop from last year’s 

forecast of 6.4m b/d.








