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Crude oil prices dancing on a high wire 

 Crude oil prices higher on ST supply glitches 

 U.S. shale resurgence on the cusp with rising prices 

 Supply-demand rebalancing could be prolonged 

 

Supply-demand rebalancing threatened by higher oil price 

Recent increase in crude oil prices could prolong the rebalancing of supply-
demand beyond 3Q17 expectations. We see successful easing of the 
current supply glut conditional on three criteria’s: 1) No resurgence in U.S. 
shale production, 2) OPEC production remaining at current levels, and 3) 
oil demand remaining strong. Crude oil prices ranging between US$50-
60/bbl could undermine any of these three. 

Recent price increase is reminiscent of mid-1980’s rebound 

Crude oil prices’ roller coaster ride over the past 6months, looks 
reminiscent of a mid-1980’s rebound, whereby WTI crude’s price first dived 
67% then rebounded 115% within a 20month time span. It’s premature to 
assume that the recent upward movement in crude’s price as consistent 
with a ‘V-shape’ rebound. We see crude oil prices trading side-ways with a 
downward bias over the next 12-months as some shut-in production 
restarts now with oil at US$50/bbl. 

DUC wells remains an overhang for crude oil markets  

At the current trajectory, U.S. crude oil production could fall to below 
8million barrels per day (mmbd) by the end of 2016, given shale’s natural 
decline. However, with over 3,800 drilled-but-uncomplete (DUC) wells 
across multiple U.S. shale plays, crude oil at US$50-60/bbl could reverse 
the downward spiral in U.S. oil production thus delaying the production 
drop until 2H17. 

Macro/Seasonal headwinds to increase during 2H16 

2016 economic growth looks mainly front-loaded with 2H16E GPD growth 
in the U.S., China, and India slightly lower than 1H16. China and U.S. May 
macro data also failed to build upon earlier month’s momentum. 
Headwinds also to increase during 2H16 as seasonal demand wanes in 
both China and the U.S. 
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Absolute return 
(%) 

1m 6m 12m 

WTI Crude 13.0  34.6  (13.2) 

Brent Crude  13.5  28.0  (17.8) 
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Front Contract Close Prev 
Change 

High Low 
Range 

(US$) (%) (US$) (%) 

WTI 50.43 49.71 0.72 1.45% 50.53 49.44 1.09 2.16% 

Brent 51.49 50.48 1.01 2.00% 51.54 50.28 1.26 2.45% 

Natural Gas 1.5897 1.5895 0.0002 0.01% 1.6128 1.5767 0.0361 2.27% 

RBOB Gasoline 1.5407 1.5045 0.0362 2.41% 1.5435 1.5001 0.0434 2.82% 

IPE LS Gasoil 457 445.25 11.75 2.64% 458 444.25 13.75 3.01% 

EURUSD 2.485 2.444 0.041 1.68% 2.491 2.408 0.083 3.34% 

Dollar Index (Spot) 93.828 93.902 -0.074 -0.08% 94.094 93.754 0.34 0.36% 
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Focus charts 

Figure 1: 2015 vs. 2016E WTI crude futures price  Figure 2: 2015 vs. 2016E Brent crude futures price 

 

 

 

Source: Bloomberg, CMF (HK)  Source: Bloomberg, CMF (HK) 

 

Figure 3: World liquids supply-demand  Figure 4: Crude oil demand – China & OECD 
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Figure 5: 2Q16E-1Q17E Crude oil price estimates  Figure 6: Brent-WTI futures spread 
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Recent price increase is reminiscent of mid-1980’s rebound 

 Crude oil prices’ roller coaster ride over the past 6months looks reminiscent of a mid-1980’s rebound, whereby 

WTI crude prices first dived 67% from a high of US$31.7/bbl (Nov 21, 1985), hitting a bottom at US$10.40/bbl 

(Mar 28, 1986), then rebounded 115% from its trough to US$22.39/bbl (July 17, 1987) only to trend lower for 

most of the remaining 1980’s. 

 What took about 20months then is reshaped in the current environment where there is a greater proportion of 

‘smart money’ in the market. Hence, it has taken less than 12months for WTI prices to drop from US$61.43/bbl 

(June 10,
 
2015) to a trough of US$26.21 (Feb 11, 2016) and then recover to current price level of US$50.40/bbl 

(June 7, 2016). 

 It would be premature, in our view, to assume that the recent upward movement in crude’s price as consistent 

with a ‘V-shape’ rebound. More likely, we see crude oil prices generally trading side-ways with a downward 

bias over the next 12-months as some shut-in production beginning to be profitable with oil near US$50/bbl. 

Figure 7: WTI Crude Oil Spot Price (2015-Present)  Figure 8: WTI Crude Oil Spot Price (1985-1989) 

 

 

 

Source: Bloomberg, CMF (HK)  Source: Bloomberg, CMF (HK) 

US$51/bbl is WTI’s ‘boom’ or ‘bust’ line 

 Based on over 30yrs of real (Dec 2015) crude oil prices, the mean price of US$51/bbl is a critical threshold for 

crude oil prices. Breaking above the US$51/bbl threshold normally signals a ‘bull market’ for crude oil with 

prices rising to US$60-US$100/bbl, while breaking below this normally signifies a multi-year down-cycle. 

Figure 9: Real & nominal crude oil price (1968-2016E)  Figure 10: Crude oil price regime changes 

 

 

 

Source: EIA, CMF (HK)  Source: EIA, CMF (HK) 
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Crude oil above US$50/bbl will cause resurgence in U.S. shale production 

 U.S. crude oil production has noticeably decreased during the 1Q16, as crude oil prices reached a trough of 

US$26/bbl. On average, U.S. crude oil production has a weekly decline rate of approximately 23,000barrels-

per-day (bd) year-to-date. At the current trajectory, production could fall to below 8million barrels per day 

(mmbd) by the end of 2016, the lowest since November 2013, given shale oil wells’ natural decline rate. 

 U.S. shale producers’ cash breakeven cost was an elusive determinant in forecasting how low crude oil price 

could go during its plummet over the past 24months. Production, which normally lags futures price by 2-

6months, saw a rebound in June 2015 after initially beginning to fall in March 2015. This rebound in production 

echoed a rebound in crude oil futures two months earlier with prices reaching c.US$60/bbl. 

 This showed that at US$50-60/bbl, a large number of U.S. shale producers chose to resume production, which 

further implies that shale oil production is profitable around the US$50-60/bbl range. 

Figure 11: U.S. crude oil production vs. WTI futures  Figure 12: U.S. crude oil production + Net imports 

 

 

 

Source: EIA, CMF (HK)  Source: IEA, CMF (HK) 

 More recently, we have witnessed a surge in producer short contracts as crude oil prices rebounded from 

February lows. CFTC data shows that oil producers had shorted between 472k-493k WTI futures contracts 

(the highest since 2007) as crude oil prices ranged between US$44-US$49/bbl. 

 Furthermore, last week’s Baker Hughes rig count showed that U.S. energy firms added 9 oil rigs bringing the 

total number of North American rotary rigs to 325. This was the second increase during 2016 and coincides 

with crude oil prices fluctuating around the US$50/bbl mark. 

 Given the evidence at hand, our view is that U.S. shale production will only keep declining if crude oil futures 

price stays below US$50/bbl. Any incremental price gains above US$50/bbl will be shadowed by an increase in 

drilling rigs, which will result in an eventual price decline as market participants interpret oil rig increases as a 

precursor to an increase in U.S. oil production. 

 Hence, crude oil prices should be capped at c.US$50/bbl until either more traditional supplies of oil production 

leaves the market, or until demand rises to a level that can absorb additional production from shale. 
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Figure 13:NYMEX Crude Oil Futures – Producer Shorts  Figure 14: BH Rig Count vs. WTI Spot Price 

 

 

 

Source: CFTC, CMF (HK)  Source: Baker Hughes, CMF (HK) 

Over 3,800 DUC wells remains an overhang for crude oil markets 

 U.S. shale producers did not immediately stop drilling wells as crude oil prices declined over the last 24months. 

Crude oil’s contango structure allowed many shale producers to hedge their production out over a 6-month 

period even as prices fell below US$50/bbl. 

 As prices fell further during 2H15, producers simply did not hydraulic frack horizontal wells that were previously 

drilled. These drill-but-uncompleted (DUC) wells, which totalled over 3,800 in May 2016, are scattered 

throughout several U.S. shale plays and should be a reminder that U.S. producers can capitalize on any short- 

term price rebound by completing these wells within a very short time (within one month) and increasing 

production if economical. 

 We estimate that for every 100 DUCs completed, an additional 15,000bd of potential supply could be brought 

online. This would translate into at least 580,000bd of new capacity that could flood the market in a relatively 

short period (i.e. 1-3months). Hence, the overhang from DUCs will further put a cap on crude oil prices over 

the medium term. 

Figure 15: U.S. drilled but uncompleted horizontal wells (DUCs) 

Play Count Play Count Play Count 

Eagle Ford 775 Wolfcamp 112 Granite Wash – TX 17 

Bakken – ND 491 Strawn/Atoka 74 Wolffork 12 

Other 354 Anadarko Woodford 74 Bakken – MT 7 

Marcellus – PN 407 Fayetteville 68 Woodford Arkoma 16 

Niobrara 381 Haynesville LS – Non Core 39 Barnett – Non Core 9 

Marcellus – WV 249 Barnett – Core 41 Uinta 6 

Wolfberry 184 Haynesville LS – Core 27 Utica – PN 5 

Bone Spring/Avalon 157 Ardmore Woodford 22 Green River Basin 4 

Utica – OH 181 Granite Wash – OK 24 Clearfork 3 

Mississippian Oil Play 102 Haynesville East Texas 24 Piceance 5 

      

U.S. Total : 3,870 

Source: Bloomberg 
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OPEC could still add to supply glut 

 What first began as OPEC vs. non-OPEC production (particularly against U.S. shale production) has mutated 

into OPEC in-fighting as members have been unable to reach a consensus on production levels and instead 

compete against each other for market share. 

 OPEC’s production has increased since the cartel instigated a strategy of grabbing market share at the 

expense of falling crude oil prices with production reaching over 33mmbd of late, the highest in over a decade, 

and equivalent to 35% of total global crude oil production. 

 The lion’s share of the production came from Saudi Arabia, which still has an ample 2mmbd of spare capacity 

to raise production. Other OPEC producers that could significantly influence prices include Iraq, Iran, and even 

Nigeria (if it were to successfully negotiate with militants), who each could break away from any production 

freeze or cut, leading to negative ramifications for crude oil prices. Other OPEC producers, who are all profit-

making, should be producing at full capacity with prices now elevated. 

 Iran is particularly determined to increase production to pre-embargo levels before it will consider participating 

in any form of production discipline and has an estimated 700kbd of spare capacity it needs to bring back 

online before reaching its goal. 

Figure 16: OPEC production growth  Figure 17: Iran production near pre-embargo levels 

 

 

 

Source: IEA, CMF (HK)  Source: IEA, CMF (HK) 

Figure 18: OPEC production details by country 

OPEC 
(mmbd) 

Crude Production 

Avg. 1Q2016 

Change 

mmbd / %YoY 

Est. Prod. 

Capacity 
Spare Capacity 

Est. Prod. Cost* 

(US$/bbl) 

Algeria 1.10 -0.010 -0.90% 1.12 0.02 20.40 

Angola 1.77 Nil Nil 1.81 0.04 35.40 

Ecuador 0.54 -0.010 -1.82% 0.55 0.01 Unknown 

Indonesia  0.71 N/A N/A 0.74 0.03 Unknown 

Iran 3.15 +0.324 +11.45% 3.85 0.70 12.60 

Iraq* 4.28 +0.584 +15.78% 4.40 0.12 10.70 

Kuwait 2.83 +0.052 +1.87% 2.83 0.00 8.50 

Libya 0.36 -0.060 -14.29% 0.40 0.04 23.80 

Nigeria 1.76 -0.050 -2.76% 1.90 0.14 31.60 

Qatar 0.66 -0.010 -1.49% 0.67 0.01 Unknown 

Saudi Arabia 10.21 +0.144 +1.43% 12.20 1.99 9.90 

UAE 2.81 -0.048 -1.68% 2.93 0.12 12.30 

Venezuela 2.36 -0.060 -2.48% 2.46 0.10 23.50 

Total OPEC 32.56 +1.566 +5.05% 35.86 3.30  

*Production cost includes all of the costs from project site plan development to lifting oil from well 
Source: IEA, CMF (HK), Market Realist, Rystad Energy, CNN 
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Macro/Seasonal headwinds to increase during 2H16 

 After recent macro-data, economic outlook for 2016 paints growth as mainly front-loaded with 2H16 GPD 

growth in the U.S., China, and India slightly lower than during 1H16 (refer to Figure 19). 

 Specifically, our China macro team sees China economic data published in May as somewhat disappointing 

market expectations. Although overall data was not too weak compared to the start of the year, it did fail to 

build upon the strong momentum from the earlier month. 

 Furthermore, U.S. regional evidence in May suggests that the brief resurgence in manufacturing a few months 

ago has already faded. May payroll numbers and persistent delays in the Fed’s raising of interest rates also 

points to weakness emerging in the U.S. economy. 

 Chinese crude oil imports have been a bright spot as stockpiling has accelerated due to lower prices and 

production cuts. But even China’s insatiable demand for foreign crude might be diminished as the country’s 

economy further weakens with 4Q16E GDP expected to be the lowest in 25yrs and as storage facilities fill up. 

 U.S. crude oil inventories, which have dipped after reaching historical highs, might again begin to rise during 

3Q16 as refiners take out production for seasonal maintenance ahead of the winter heating season. 

 

Figure 19: Quarterly GDP growth – Real %YoY  Figure 20: U.S. & China PMI 

 

 

 

Source: Bloomberg CMF (HK)  Source: Bloomberg, CMF (HK) 

 

Figure 21: China crude oil imports  Figure 22: U.S. commercial crude oil inventory 

 

 

 

Source: China C&E, CMF (HK)  Source: EIA, CMF (HK) 
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