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A	Return	To	Higher	Oil	Prices	Is	Not	Straight-Forward	
	•  We	are	in	the	third	oil-price	rally	since	prices	collapsed	in	2014.	
•  This	rally	is	similar	to	the	previous	two	but	may	end	differently	because	of	growing	

concern	about	supply	from	under-investment.	
•  The	failure	of	the	Doha	produc4on-freeze	accord	may	signal	that	Saudi	Arabia	expects	

higher	oil	prices	and	is	not	willing	to	relent	on	its	plan	to	keep	prices	low	for	as	long	as	
possible.	

•  The	weak	global	economy	may	not	be	able	to	sustain	much	higher	oil	prices.	
•  Everyone’s	break-even	price	is	higher	than	current	prices	including	OPEC	members.		
•  Because	of	a	profoundly	changed	economy	and	associated	monetary	policies,	we	have	

crossed	a	boundary	and	a	return	to	higher	oil	prices	is	not	straight-forward.	
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The	Big	Picture	On	Oil	Prices	

•  Average	oil	price	1950-Present:	$45	per	barrel.	
•  Modal	oil	price:	$25	per	barrel.	
•  Present	price:		$40.99	per	barrel.	
•  1986-1999:	$33	per	barrel.	
•  The	end	of	cheap	oil	in	the	21st	century	led	to	financial	disloca4ons	and	

ul4mately,	the	Financial	Collapse	of	2008.	
	

$0

$20

$40

$60

$80

$100

$120

$140

$160

Ja
n-
50

Ja
n-
51

Ja
n-
52

Ja
n-
53

Ja
n-
54

Ja
n-
55

Ja
n-
56

Ja
n-
57

Ja
n-
58

Ja
n-
59

Ja
n-
60

Ja
n-
61

Ja
n-
62

Ja
n-
63

Ja
n-
64

Ja
n-
65

Ja
n-
66

Ja
n-
67

Ja
n-
68

Ja
n-
69

Ja
n-
70

Ja
n-
71

Ja
n-
72

Ja
n-
73

Ja
n-
74

Ja
n-
75

Ja
n-
76

Ja
n-
77

Ja
n-
78

Ja
n-
79

Ja
n-
80

Ja
n-
81

Ja
n-
82

Ja
n-
83

Ja
n-
84

Ja
n-
85

Ja
n-
86

Ja
n-
87

Ja
n-
88

Ja
n-
89

Ja
n-
90

Ja
n-
91

Ja
n-
92

Ja
n-
93

Ja
n-
94

Ja
n-
95

Ja
n-
96

Ja
n-
97

Ja
n-
98

Ja
n-
99

Ja
n-
00

Ja
n-
01

Ja
n-
02

Ja
n-
03

Ja
n-
04

Ja
n-
05

Ja
n-
06

Ja
n-
07

Ja
n-
08

Ja
n-
09

Ja
n-
10

Ja
n-
11

Ja
n-
12

Ja
n-
13

Ja
n-
14

Ja
n-
15

W
TI
	C
ru
de
	O
Il	
Pr
ice

	(M
ar
ch
	2
01
6	
Do

lla
rs
	P
er
	B
ar
re
l)

Oil	Prices	in	2016	Dollars,	1950-2016
Oil	Prices	 Above	$90 Oil	Prices

Arab	
Oil	Embargo

Iran-Iraq
War

1st Gulf
War

Asian Financial
Crisis

2008
Financial
Crisis
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Average Price	$45

Sept	1979-Sept	1981:
26	months	 >$90

Sept	2007-
Sept	2008:

13	months	 >$90	

Nov	2010-
Sept	2014:
44	months	

>$90

$16.49	Dec	1998

Modal Price	$25

Today's Price	$40.99	
(NYMEX)

1986-1999
Avg Price	$33
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The	Big	Picture	On	Oil	Prices:		Monetary	Policy	

•  Interest	rates	have	been	almost	zero	since	the	Financial	Collapse.	
•  8	years	of	zero-interest	rate	policy	has	distorted	investments	and	the	

economy.	
•  Investors	seek	yield	because	tradi4onal	investments	have	almost	none.	
•  U.S.	E&P	companies	became	the	target.	
	

$0

$20

$40

$60

$80

$100

$120

$140

$160

0%

1%

2%

3%

4%

5%

6%

7%

Ja
n-
00

Ju
l-0
0

Ja
n-
01

Ju
l-0
1

Ja
n-
02

Ju
l-0
2

Ja
n-
03

Ju
l-0
3

Ja
n-
04

Ju
l-0
4

Ja
n-
05

Ju
l-0
5

Ja
n-
06

Ju
l-0
6

Ja
n-
07

Ju
l-0
7

Ja
n-
08

Ju
l-0
8

Ja
n-
09

Ju
l-0
9

Ja
n-
10

Ju
l-1
0

Ja
n-
11

Ju
l-1
1

Ja
n-
12

Ju
l-1
2

Ja
n-
13

Ju
l-1
3

Ja
n-
14

Ju
l-1
4

Ja
n-
15

Ju
l-1
5

Ja
n-
16

W
TI
	O
il	
Pr
ice

	M
ar
ch
	2
01
6	
U
S	
Do

lla
rs

Fe
de
ra
l	F
un
ds
	In

te
re
st
	R
at
e

Federal	Funds	Interest	Rates	January	2000-March	2016

Source:		EIA,	Federal	Reserve	Bank	&	Labyrinth	 Consulting	 Services,	Inc.

WTI	Price	(RHS)

Interest	Rates	
(LHS)



Slide	5	Labyrinth	Consul4ng	Services,	Inc.	 artberman.com	

The	Big	Picture	On	Oil	Prices:		E&P	Debt	

•  Secondary	share	offerings	in	U.S.	E&P	
companies	are	already	higher	YTD	
2016	than	in	2015.	

•  Pioneer	$1.4	billion,	Devon	$1.3	
billion.	

•  Investors	are	looking	for	the	bo`om.	
•  ~$140	billion	in	junk	bond	debt	coming	

due	over	next	7	years.	
•  But	companies	are	spending	more	

than	they	earn	from	opera4ons.	
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•  Large	reduc4on	in	E&P	investment	in	2015	and	probably	even	greater	in	2016.	
•  Deferred	investments	in	2015	equivalent	to	20	billion	barrels	of	reserves.	
•  Global	E&P	es4mated	capex	for	2016	is	44%	(-$412	billion)	of	2014.	
•  A	substan4al	supply	deficit	will	result	in	the	not-too-distant	future.	
•  A	price	spike	seems	unavoidable.	

4

OUTLOOK | 2016: A Year of  Transition. Global Oil and Gas Industry Outlook

E&P: Retrenching to the core

The rapid collapse in commodity prices in 2014 triggered a 
near immediate response from industry participants, which 
continues to reverberate in early 2016. Starting in late 2014 and 
continuing throughout 2015, upstream companies reduced 
dividends, cut or eliminated share buybacks, implemented 
supplier rate reductions, reduced capital spending by 20 to 
40% (figure 2), and imposed staff reductions—or at least hiring 
and salary freezes. Drilling activity in the United States declined 
by more than 50% in the past 12 months.

Note: Does not include national or state-owned oil companies.
Sources: Bloomberg, AlixPartners

Global capex spending trends and estimates, public companies (USD billions)
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FIGURE 2: Capex cut by 20% in 2015, with more in store for 2016 

Early actions by companies across the value chain enabled 
those companies to lower break-even costs across active basins 
in the United States by 30% or more, which should make 2016 
an easier year for them. Those companies aggressively reset 
their cost structures with suppliers; took organizational actions 

to realign their general and administrative expenses (G&A),  
with new, lower levels of activity; and immediately began 
high-grading their drilling portfolios. Those actions enabled 
many companies to continue to operate selectively within the 
core areas of their acreage, where the development economics 
are still attractive. Those measures should serve as a roadmap 
for other players that face continuing challenges (figure 3).

In total, we estimate that overall capital spending by public 
companies worldwide declined by nearly 20% in 2015 from 
record 2014 levels, with the E&P sector declining by more than 
30%. Capital spending reductions by upstream producers are 
expected to continue this year, which will help rebalance 
supply and demand and eventually help boost commodity 
prices. In the short term, however, spending reductions will 
have a pronounced, negative impact on the oil field services 
and equipment sector and require even more aggressive  
cost reductions.

Meanwhile, oil and gas M&A activity in the first half of 2015 
dropped to a multiyear low (figure 4) as buyers and sellers 
struggled with asset valuations in a volatile pricing environment. 
However, US E&P operators with high debt and large 
impairments will likely have to resort to asset sales as access to 
capital recedes.

Looking to 2016, we expect the start of a slow and steady 
recovery in prices, driven by global supply-and-demand 
dynamics. Transportation fuel demand—particularly caused by 
growth in developing economies—is largely responsible for 
sustaining global oil demand and for generating only minimal 
growth in some markets.

Sources: Morgan Stanley, Rystad Energy, US Energy Information Administration, International Energy Agency, AlixPartners analysis

Unconventional oil plays Likely 2016 break-even estimates

Basin/Play Break-even Range (USD/bbl)

Low High

Niobrara $ 32.50 $ 48.45 

Anadarko $ 32.91 $ 69.19 

Marcellus $ 33.18 $ 41.80 

Eagle Ford $ 37.12 $ 70.24 

Bakken $ 37.12 $ 65.55 

Permian $ 37.82 $ 75.97 

Granite Wash $ 38.52 $ 81.70 

Mississippian $ 47.23 $ 61.75 

Utica $ 50.56 $ 68.22 

Barnett $ 52.11 $ 62.66 

Uinta $ 56.88 $ 68.40 

Tuscaloosa Marine $ 65.57 $ 78.85 

$50.00 to $64.99/bbl $65.00+ /bbl

Sources: Morgan Stanley, Rystad Energy, 
US Energy Information Administration, 
International Energy Agency, AlixPartners analysis

$30.00 to $49.99/bbl

FIGURE 3: Drilling down: North American break-even costs

11/9/2015 The New Oil Order: in charts - FT.com

http://www.ft.com/intl/cms/s/2/ccd5c56a-36ce-11e5-b05b-b01debd57852.html#axzz3qzrjTpCi 3/9

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
fully approved during 2015 could probably be counted “on one hand”.

Saudi Arabia

The	Big	Picture	On	Oil	Prices:		Under-Investment	
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Global	Market	Balance	and	Tight	Oil	Over-Produc4on	

•  Current	global	oil	market	is	over-supplied	by	~1.45	million	barrels	per	day.	
•  The	market	is	moving	slowly	toward	balance.		
•  Produc4on	surplus	increased	to	>	3	mmbpd	by	May	2015	&	has	declined	since	then.	
•  Supply	has	fla`ened	but	consump4on	has	fallen.	
•  The	origins	of	over-supply	of	oil	and	low	oil	prices	are	found,	ironically,	in	increased	scarcity	

of	petroleum	resources.		
•  Scarcer	resources	led	to	higher	prices	that	permi`ed	produc4on	of	unconven4onal	oil.	
•  Over-investment	because	of	high	prices	and	easy	credit	led	to	over-produc4on,	over-supply	

and	lower	oil	prices.	
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World Peak	Aug	2015	
96.9	mmbpd

Conventional
Peak	Jan	2011
86.2	mmbpd

4-year	production	plateau 2005-2009
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Source: EIA	STEO	April	2016	&	Labyrinth	 Consulting	 Services,	Inc.

Market	Balance

Brent	Price

Mar	2016
1.45 mmbpd	

surplus
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Price	Cycle	Trends	and	Price	Vola4lity	

•  Oil	prices	have	increased	from	$26	to	$42	per	barrel	during	the	current	January–April	price	rally.	
•  This	is	based	partly	on	hope	for	an	OPEC-plus-Russia	produc4on	freeze.	
•  There	were	two	major	price	cycles	in	2015:		March-August	($44-$60-$38	per	barrel)	and	August-January	($38-

$49-$27	per	barrel).	
•  The	first	was	based	on	plunging	U.S.	rig	counts	and	withdrawals	from	storage.	
•  The	second	was	based	on	good	economic	news	about	China	and	U.S.	storage	withdrawals.	
•  Both	of	these	cycles	lasted	approximately	150	days	(5	months).	
•  Oil-price	vola4lity	was	generally	high	at	the	beginnings	and	ends	of	the	cycles	and	generally	low	during	their	

peaks.	
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August - January
Cycle
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Source:		EIA,	CBOE,	Bloomberg	 &	Labyrinth	 Consulting	 Services,	Inc.
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The	Present	Price	Cycle	

•  Prices	increased	from	$26.55	to	$33.62	in	late	January	and	then	dropped	to	$26.21	on	February	11.		
•  This	“double-bo`om”	pa`ern	probably	tested	the	low-price	threshold	for	the	greater	oil-price	collapse	that	began	in	

June	2014.	
•  Prices	increased	to	$41.45	on	March	22	over	a	period	of	40	days,	then	fell	to	$35.70		over	the	next	12	days	before	

peaking	at	$41.97	on	April	13.		
•  The	$35.70	low	probably	tested	a	threshold.	
•  Prices	are	now	fluctua4ng	around	$40.		
•  Vola4lity	pa`erns	generally	are	consistent	with	earlier	cycles	but	it	is	too	early	to	say	how	these	are	developing.	
•  The	total	dura4on	of	this	cycle	is	67	days	so	far.	
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August - January
Cycle

$38-$49-$27

Source:		EIA,	CBOE,	Bloomberg	 &	Labyrinth	 Consulting	 Services,	Inc.
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U.S.	Produc4on	Decline	

•  March	produc4on	fell	to	9.04	million	barrels	per	day,	90,000	barrels	per	day	less	than	in	
February.	

•  660,000	barrels	per	day	less	than	peak	produc4on	in	April	2015.	
•  EIA	forecasts	that	produc4on	will	drop	another	920,000	barrels	per	day	by	September	2016	for	

a	total	decline	of	1.58	million	barrels	per	day	compared	to	April	2015.	
•  The	rate	of	decline	has	increased	from	~60,000	bpd/month	to	~80-90,0000	bpd/month.	
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Inventories	Remain	An	Obstacle	To	Price	Recovery	

•  U.S.	stocks	are	near	record	high	levels	of	78	million	barrels	more	than	at	this	4me	in	
2015	and	138	million	barrels	more	than	the	5-year	average.	

•  OECD	stocks	are	also	at	record	levels	of	3.13	billion	barrels	of	liquids.		
•  That	is	359	million	barrels	more	than	the	5-year	average	but	54%	of	those	volumes	

are	U.S.	stocks.	
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Cushing	 Comparative	Invntory	&	Futures-SpotPrice	 Spread

Futures	Spread Comparative	 Inventory WTI

Dec-June	2016	Futures	Price	Spread	(RHS)

Comparative	Inventory	(LHS)WTI	(RHS)

Compara4ve	Inventories	Are	Falling	

•  Compara4ve	inventory	is	determined	by	comparing	current	stocks	with	a	moving	
average	of	stocks	over	the	past	5	years.	

•  The	two	previous	price	cycles	in	2015	were	both	characterized	by	falling	compara4ve	
inventories.	When	C.I.	pa`erns	reversed,	prices	fell.	

•  The	current	price	cycle	shows	strong	C.I.	decrease	at	Cushing.	
•  Front-to-back	futures	spreads	typically	fall	with	decreasing	inventories	because	short-

dated	contracts	gain	value	compared	to	longer-dated	contracts.	
•  The	past	two	cycles	ended	because	producers	increased	drilling	and	produc4on	at	

higher	prices.	
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“Yield”	Curves	are	Another	Way	To	Understand	Price-C.I.	Trends	

•  A	“yield”	curve	is	a	cross-plot	of	compara4ve	inventory	and	spot	oil	price.	
•  This	curve	is	for	Cushing	plus	Gulf	Coast	inventories	(~70%	of	total	U.S.).	
•  The	pa`ern	is	inconclusive	but	hopeful.	
•  Prices	increased	despite	increasing	C.I.	and	now,	C.I.	is	falling.	
•  This	may	signal	longer-term	market	concern	about	supply.	
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Inventory	Growth	Includes	Imported	Oil	

•  U.S.	inventory	includes	imported	oil	bought	on	arbitrage.	
•  As	U.S.	produc4on	declined	aqer	peaking	in	April	2015,	net	crude	oil	imports	

increased.	U.S.	inventories	increased	at	the	same	4me.	
•  There	is	a	reasonable	correla4on	between	decreased	Brent-WTI	spreads	and	

increased	imports.	
•  Today’s	world	economy	is	a	casino.	
•  Crude	oil	is	the	most	widely-trade	commodity	in	the	world	and	WTI	is	the	most	ac4ve	

market	(2-3	4mes	Brent	in	weekly	volume).	
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Source:	EIA	April 2016	STEO	&	Labyrinth	Consulting	Services,	Inc.

Production	down	
0.66	mmbpd	(-7%)

Net	imports	up	0.80	
mmbpd	(+10%)

Crude oil	inventories	
up	47	mmbo	(+12%)
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Crude	Oil	Inventories,	Oil	Consump4on	and	WTI	Prices:	2016	Price	Rally	

•  In	the	current	price	rally,	consump4on	has	increased	following	record	low	prices	from	
December	2015	through	February	2016.	

•  Very	high	stock	levels	may	be	rolling	over.	
•  Consistent	produc4on	decline	of	~70,000	barrels	per	month	since	September	2015.	
•  90,000	barrel	per	day	decline	in	March	is	largest	monthly	drop	so	far.	
•  During	2015	price	rally,	$15	per	barrel	(41%)	price	increase	killed	consump4on.	
•  In	current	rally,	peak	price	was	almost	$16	above	baseline	with	greater	percent	increase	(60%)	

than	2015.	
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A	Perspec4ve	On	Break-Even	Prices	

•  There	has	been	a	lot	talk	about	low-	and	high-cost	producers	since	the	oil-price	collapse	of	
2014.	

•  IMF	published	fiscal	break-even	prices	for	OPEC	in	2015.	
•  We	have	determined	break-even	prices	for	the	core	4ght	oil	plays	in	the	U.S.	
•  Everyone	needs	prices	higher	than	today’s	to	break	even.	
•  Realis4cally,	$70	per	barrel	is	the	minimum	for	the	real	low-cost	producers.	
•  Most	OPEC	members	need	more	than	$80	to	break	even.	
•  U.S.	4ght	oil	plays	look	pre`y	good	in	this	company!	
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A	Return	to	Higher	Oil	Prices	Is	Not	Straight-Forward		

•  The	current	price	cycle	may	represent	the	beginning	of	an	oil-price	recovery.	
•  Compara4ve	inventories	are	falling	and	stocks	now	include	imported	oil.	
•  Chart	pa`erns	suggest	that	a	bo`om	may	have	been	established	at	$26-$27	per	barrel.	
•  A	more	recent	threshold	may	have	been	tested	at	$36	per	barrel.	The	fact	that	the	Doha	failure	did	not	affect	

prices	much	is	notable.	
•  Earlier	price	cycles	in	2015	ended	badly.	Higher	prices	resulted	in	increased	drilling	and	comple4on.	
•  Also,	demand	may	have	been	range-bound	because	of	a	weak	global	economy.	
•  What	may	be	different	is	concern	about	medium-term	supply	because	of	under-investment.	
•  There	has	been	more	progress	toward	market	balance	now	but	the	global	surplus	is	s4ll	1.5	mmbpd.	
•  The	likely	path	forward	will	be	more	price	cycles	but	this	4me,	with	higher	rather	than	lower	ending	prices.	
•  What	is	a	reasonable	price	recovery	level?	History	suggests	$45	per	barrel	but	everyone	needs	more	now	to	

break	even.	
•  A	weak	global	economy	and	weak	oil	demand	are	the	biggest	risks.	
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Oil	Prices	in	2016	Dollars,	1950-2016
Oil	Prices	 Above	$90 Oil	Prices

Arab	
Oil	Embargo

Iran-Iraq
War

1st Gulf
War

Asian Financial
Crisis

2008
Financial
Crisis

Source:		EIA	,Federal	Reserve	Bank of	St.	Louis	&	Labyrinth	 Consulting	 Services,	Inc.

Average Price	$45

Sept	1979-Sept	1981:
26	months	 >$90

Sept	2007-
Sept	2008:

13	months	 >$90	

Nov	2010-
Sept	2014:
44	months	

>$90

$16.49	Dec	1998

Modal Price	$25

Today's Price	$40.99	
(NYMEX)

1986-1999
Avg Price	$33


