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Price in a battle to balance the market 
● The oil price, not OPEC, will balance the market 

For some time it has been clear that the oil price, and not OPEC, will have to 
balance the oil market. Therefore, it is up to the price to force supply in line with 
demand. Although not at full capacity, onshore storage is becoming increasingly 
stressed as crude stocks are at record highs. We expect a further strong increase 
in global oil inventories during H1 2016, with potentially increasing inventory stress. 

● Conventional non-OPEC supply the main outlier risk for 2016 and beyond 
We have looked at how “Big Oil’s” future production guidance has changed and 
found that the six largest supermajors and majors have cut their 2017 production 
guidance by 1.6m boe/d in total since 2013. By making certain assumptions about 
the oil/gas split, we find that supermajors and majors have cut their 2017 oil 
production estimate by 0.8m bl/d versus their 2013 estimates. Although there is no 
scientific formula, we estimate non-Opec, non-US production to decline by 1.3% in 
2016 and by 1.6% in 2017. 

● 2016 oil price forecast cut to USD 50/bl, while 2017 reiterated at USD 60/bl 
We have cut our 2016 oil price estimate by USD 5/bl to USD 50/bl. We reiterate our 
oil price estimate of USD 60/bl for 2017 and USD 70/bl for 2018 and beyond. 
Overall, we expect OPEC to continue to choose volume over price and increase 
production. However, we expect healthy growth in demand, together with a 
negative supply-side impact on the US and non-Opec, non-US production from the 
ongoing large capex cuts. 
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Summary 
We have made marginal changes to our supply/demand balance since our previous report. 
However, as we believe the impact of further and sizeable stock building in H1 2016 is 
greater than before, we have cut our 2016 oil price forecast by USD 5/bl to USD 50/bl. We 
reiterate our slightly more positive oil price forecast of USD 60/bl for 2017 and USD 70/bl 
for 2018 and beyond. 

Oil price forecast (USD/bl)  

 Q1/16E Q2/16E Q3/16E Q4/16E 2015E 2016E 2017E 2018E+ 
         

Old 50 50 60 60 54 55 60 70 
New 45 45 55 55 53 50 60 70 
Source: SEB 

The main headlines in this report are: 

● Opec: continued production growth. We see no reason for Opec to cut production as 
the choice of volume over price is reasonable.  

● US supply: apparently resilient US production, but due to US GoM, we assume a 
0.5m bl/d decline for 2016. 

● Supply effects on capex cuts: we expect impact in 2016 and 2017. 

● Demand: lower price triggers demand and we estimate growth at 1.5% (2016) and 
1.7% (2017). 

Overall, we expect Opec and Saudi Arabia to continue their choice of volume over price 
and increase production in the years to come. However, we continue to expect healthy 
growth in demand, along with a negative impact on the US and non-Opec, non-US 
production from the ongoing large capex cuts. 

As a result, we expect the supply/demand balance to move from significantly oversupplied 
in 2015 by 1.9m bl/d to 0.6m bl/d in 2016 and a balanced market in 2017.  

SEB supply/demand estimates (m bl/d)  

 2013 2014 2015E 2016E 2017E 
Demand      
OECD 46.0 45.7 46.2 46.3 46.3 
of this:      
US 19.0 19.1 19.6 19.7 19.7 
Europe 14.3 14.1 14.2 14.2 14.2 

      
Non-OECD 45.9 47.1 48.4 49.7 51.3 
of this:      
China 10.3 10.6 11.2 11.6 12.0 
Total demand 91.9 92.8 94.6 96.0 97.6 
Growth  0.9 2.0 1.5 1.7 

      
Supply      
OPEC 30.5 30.3 31.7 32.5 33.4 
OPEC NGL 6.2 6.4 6.6 6.9 7.1 
Non-OPEC 54.7 57.0 58.3 57.5 57.1 
of this:      
Non-OPEC & non-US liquids 44.4 45.1 45.5 44.9 44.2 
US crude oil production 7.5 8.7 9.3 8.8 8.9 
US NGL & other 2.8 3.2 3.5 3.8 4.0 
Total supply 91.4 93.8 96.6 96.9 97.7 
Growth  2.6 3.0 0.2 0.8 

      
Supply/Demand-balance -0.6 1.0 2.0 0.9 0.1 
Global stock change (m bl) -204.4 369.8 733.6 310.4 26.1 
Call-on-OPEC 31.1 29.3 29.7 31.6 33.4 
Call-on-US crude oil 8.0 7.7 7.3 7.9 8.8 
Source: SEB 

Our demand estimates are based on our global GDP forecast from the latest Nordic 
Outlook report (November): 
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Estimated global GDP growth (%)  

Global GDP Growth 2014 2015E 2016E 2017E      
United States 2.4 2.5 2.9 2.6 
Japan -0.1 0.6 1.1 0.8 
Germany 1.6 1.5 2 2.1 
China 7.3 6.9 6.5 6.3 
United Kingdom 2.9 2.4 2.5 2.6 
Eurozone 0.9 1.5 2 2.1 
Nordic countries 1.6 2.1 2.3 2.2 
Baltic countries 2.8 2 2.7 3.3 
OECD 1.9 2.1 2.4 2.4 
Emerging markets 4.7 4 4.5 5 
World, PPP 3.4 3.1 3.6 4 
Source: SEB 

Oil market balance (m bl/d)  

 
Source: SEB, IEA  

Changes to supply/demand balance 
We have only made smaller changes to our supply and demand estimates, where the main 
changes are a slight shuffling of Opec volumes from 2016 to 2017 and revising non-Opec, 
non-US production slightly down for 2017. In sum, the marginal changes net out so the 
overall balance is unchanged since our previous report. 

Changes to our supply-demand estimates (m bl/d)  

 
Source: SEB  
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Key highlights 
● The impact on supply from capex cuts: Identifying the impact on production from 

the large capex cuts is not easy. However, we have shed some light on this issue by 
looking at how “Big Oil’s” future production guidance has changed over the previous 
couple of years. We found that the six largest supermajors and majors have cut their 
2017 production guidance by an aggregate 0.8m bl/d compared with their 2013 
estimates. 

● Borrowing base redetermination – fewer cuts than expected: Ahead of the 
redetermination process for US onshore players, large cuts to borrowing bases were 
expected, with some surveys forecasting a 39% cut to borrowing bases on average. 
Many of the redetermination processes have been completed, and we have conducted 
a survey and tracked 22 US onshore companies with a total of USD 26.2bn in 
borrowing base ahead of the redetermination. In our survey, we find that borrowing 
bases were cut on average by 9%, much less than expected, but fairly large. 

● Resilient US production due to US GoM: Despite a dramatic cut in activity with the 
oil rig count down more than 60% over the last year and onshore capex down by more 
than 40% in 2015, production has proven to be resilient, with September production at 
9,326k bl/d compared with an April peak of 9,585k bl/d. However, the growth in recent 
months has increasingly come from the US Gulf of Mexico and more than 70% of the 
September crude production growth of 376k bl/d was sourced from growth in the Gulf 
of Mexico production.  

● Opec production expected to increase: Overall, we expect OPEC members to 
increase exports over the years to come. All members will need higher volumes if they 
were to compensate for lost revenue due to lower oil price. However, Saudi Arabia is 
progressing to make more room for OPEC oil as capacity is taken out of the market 
(e.g. 25% capex cut in 2015 and 15% in 2016). We expect Opec volumes to increase 
by 1.4m bl/d in 2015, 0.5m bl/d in 2016 and 1.2m bl/d in 2017. 

● Iran floating storage – less need to worry: Since the Iran nuclear deal was signed in 
July, the size and the potential release of barrels held in floating storage have been a 
disturbing element in the oil market. However, we believe that there are limited 
reasons to be concerned about Iran’s floating storage as the amount of oil held in 
floating storage in 2011 (prior to sanctions implemented in January 2012) varied 
between 19m bl and 34m bl, with an average of 26.3m bl compared with the current 
volume of 38m bl. 

● Demand: Only marginal changes to our demand estimates. Growth in oil demand 
received a significant boost this year due to a steep fall in the oil price, pent-up 
demand after several years of depressed OECD demand in the wake of the global 
financial crisis and a colder than normal northern hemisphere winter. Demand in 2016 
is unlikely to receive the same magnitude of support and, therefore, we estimate 1.5% 
demand growth next year. However, for 2017 we estimate the growth in demand to 
increase to 1.7%, along with stronger global growth.  
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Price dynamics and reflections 
During the previous few months, the oil price has declined while US crude oil production 
has moved sideways since the end of August. While this partly reflects higher production in 
the US Gulf and in Alaska, it also reflects continuously lower US shale oil break-even 
levels. US shale oil productivity continues to rise, drilling speeds continue to increase and 
the shale oil cost curve is constantly shifting lower. US shale oil production is holding up 
better than we had expected at lower prices than we had expected. 

For the coming half year, we expect longer dated oil contracts to be under some bearish 
pressure, meaning limited upside potential. A sideways to stronger US dollar is likely to be 
bearish for both front-end and longer dated prices. A dynamic US shale oil cost curve, as 
well as declining costs in conventional oil production, is likely to impact longer dated crude 
oil prices. In addition, producers are more eager to sell on the price curve at higher prices 
rather than the spot price in the current strong contango market. However, oil consumers 
increasingly prefer to purchase oil at spot prices rather than fixing prices at higher levels 
out on the curve. This creates a bearish balance on the forward curve, helping to push it 
lower. 

H1 2016 inventory build to put pressure on prices 
We have lowered our Brent crude oil price outlook for H1 2016 from USD 50/bl to 
USD 45/bl as a consequence of the overall picture for H1 2016 of rising stocks and deep 
contango, in combination with a price discovery process (which has revealed lower break-
even levels for US shale oil production). The global oil market has been running a constant 
surplus since early 2014. As plenty of storage capacity has been available, the market has 
accepted storing the surplus and not to quickly force supply to be equal to demand. 
However, while onshore storage capacity is available, storage levels now stand at record 
highs and capacity is potentially starting to be stressed. H1 is seasonally a stock building 
period and stocks are likely to increase more than normal during H1 2016 as the market is 
running a surplus. Therefore, it is increasingly imperative for supply and demand to 
become aligned or for the contango in the market to become so large that the discount in 
spot prices versus forward prices can finance offshore storage if onshore storage capacity 
becomes stressed. A risk could be periods of low prices during H1 2016, if storage capacity 
diminishes. If this occurs, the prices may be low enough to slow US shale oil production so 
that the market becomes balanced. 

From surplus to balance in H2 2016 
We expect the forward month Brent crude oil price to recover to USD 55/bl and the 
comparable WTI contract to recover to USD 52/bl on average in H2 2016. As the oil market 
moves from surplus to balance, the oil price can move from where it enforces a significant 
decline (greater than we have estimated) in US shale oil production during H1 2016 to a 
level where US shale oil production is at steady production. Admittedly, it is difficult to 
identify the price for the “steady state production” with the rapid development in technology, 
costs and profitability in the US shale oil sector. The contango is likely to be deep as global 
oil inventories will be higher than today. Therefore, a WTI forward month price of USD 52/bl 
(USD 3/bl spread to Brent) with deep contango implies that the 15-month WTI forward 
contract should price at about USD 60/b at that point in time. This is important as we 
believe the 15-month WTI contract is a good proxy for what the oil from a new shale oil well 
can actually be sold and hedged at. Therefore, this price is an important deciding factor for 
a shale oil producer’s investment decision. Although a WTI 15-month price of USD 60/bl 
could stimulate new US shale oil production, we believe there are a few elements that 
could hamper an immediate and strong recovery in US shale oil activity. Strained cash flow 
and the need to pay down debt are likely to be the most important dimensions. 
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A balanced market in 2017 
Barring a rapid decline in conventional non-OPEC crude oil production, our main scenario 
is for a close to balanced market in 2017 with global oil inventories starting to decline in H2 
2017. From there onwards, the oil market needs to draw down some 350mbl in surplus 
OECD oil inventories to bring it back to normal. There are likely to be elevated oil 
inventories outside of the OECD region and maybe a higher than normal number of drilled, 
but uncompleted (DUCs) wells in the US. If the oil market starts to run a full 1mbpd deficit 
by mid-2017, then global oil inventories may be back to normal at the earliest by mid-2018. 

2016 forecast revised down, while long-term estimates are unchanged 
We have adjusted our price outlook for 2016 from USD 55/bl to USD 50/bl. We maintain 
our 2017 price outlook of USD 60/bl. 

Shale oil dynamics – big, fast and flexible 
Through its rapid growth and magnitude, US shale oil was an important factor of the oil 
price decline in 2014 and 2015. While now in decline, US shale oil is likely to be a major, 
important factor for years to come if not least through its flexibility. This cycle is potentially 
different with US shale oil. If the oil price rises too much, too soon, then US shale oil supply 
will quickly respond. A partial price rise will be needed in order to bring US shale oil 
production from a slow down to steady state. 

Contango in the forward crude oil curve is blurring the price picture 
In discussing US shale production, we can simplify and state that it is “controlled” by two 
parameters: 

● The rational that NPV is the controlling factor of profitability and can be expressed by, 
e.g. the 15-month forward contract. 

● The cash flow available, which controls the ability to invest and the spot price is most 
important. 

Shale oil producers are impacted by the oil curve in two different ways. The forward month 
contract or the spot crude oil price impacts the cash flow of US shale oil producers, but is 
highly dependent on price hedges in place when the existing production was started. New 
investments are currently scaled to match the running cash flow and this cash flow is 
slowing. However, the profitability for a new well is decided by the volume weighted forward 
prices for the next two to five years. Although the forward month WTI contract is 
USD 35.3/bl at the time of writing, the 15-month WTI forward price is USD 45.5/bl. 
Therefore, more potential shale oil wells are profitable than what the forward month price of 
USD 35.3/bl may indicate. We have used the 15-month WTI price as an approximate 
measure and indication for the profitability of a new shale oil well as it is an approximation 
of the volume weighted price of the first two years of crude oil volume streaming from a 
new shale oil well starting to produce four months from now. 

Forward WTI prices vs. shale oil volume weighted price   Possible forward WTI price curve in H2 2016  

 

 

 
Source: SEB, Bloomberg   Source: SEB, Bloomberg  
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As we expect global oil inventories to be higher in H2 2016 than they are today, we expect 
the contango in the forward price curve to be more or less as deep as it is today, unless the 
market experiences a rapid and substantial deficit in H2 2016, in which case the contango 
may be less deep. Available cash among US shale oil players may be scarce in H2 2016 
and hold back investments in new supply. However, profitability for new shale oil 
investments may be high if the WTI forward month contract is USD 52/bl, in combination 
with a deep contango placing the forward 15-month WTI price at USD 60/bl or higher. 
Therefore, there may be incentive to invest, even though it could be hampered by limited 
cash flow and availability of capital. The previous time the WTI month price was above 
USD 60/bl was during May and June 2015, when it averaged USD 63.2/bl. Thereafter the 
implied US shale oil rig count increased by 47 to a total of 470 or 100 rigs more than the 
current 369. 

Implied US shale oil rig count versus 1-month and 15-month WTI prices  

 
Source: SEB, Bloomberg  

Shale oil sensitivity and magnitude 
Assuming that an average rig drills two wells per month and that each well yields 500bl/d in 
the first month, each rig produces some 1,000bl/d in the first month. Furthermore, if we 
assume that the monthly decline of the current production base is 7-10%, this implies some 
350,000bl/d per month. Therefore, it would take some 350 shale oil rigs to keep US shale 
oil production steady today. Potential 10% p.a. well production productivity for the next 
three years will bring this towards 250. The fact that US shale oil production today is in 
decline indicates to us that maybe 100 of today’s shale oil rigs currently drill wells that are 
drilled, but uncompleted (DUCs). Over the last year, up to 50 shale oil rigs easily moved in 
and out of the market during a four week period, with declines above 200 amid the most 
intense lay-off period. Our estimate is that 50 added rigs will lead to an additional 
50,000bl/d some four months later and in the ballpark of 400,000bl/d added production 15 
months later if the rigs are kept drilling through the period. Therefore, +/-50 US shale oil 
rigs cover oil demand growth uncertainty, even though if it is somewhat delayed. An added 
125 US shale oil wells will be enough to cover a loss of around 1m bl/d after 15 months, 
compared with a potential loss of supply by 1m bl/d from the Middle East. 

Oil price forecast (USD/bl)  

 Q1/16E Q2/16E Q3/16E Q4/16E 2015E 2016E 2017E 2018E+ 
         
Old 50 50 60 60 54 55 60 70 
New 45 45 55 55 53 50 60 70 
Source: SEB 
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Supply 
The impact on supply from capex cuts 
Understanding the full impact on the supply from the ongoing capital discipline and capex 
cuts is not an easy task. However, we have shed some light on this issue by using different 
sets of approaches (e.g. adjustments to production guidance, investigating pace of FIDs, 
etc.) and find that the current extreme capex cuts and activity slowdown will dent non-
Opec, non-US production. As a result, although there is no scientific formula, we estimate 
45.5m bl/d in 2015 with a decline of 1.3% in 2016 and a further decline of 1.6% in 2017 to 
44.2m bl/d –we have revised down 2017 by 0.3m bl/d since our previous report (Surplus in 
decline). 

Non-Opec, non-US oil production and y-o-y change (m bl/d)   

 
Source: SEB  

In our annual E&P Survey issued in August (Pitch dark before any shimmer of light) we 
estimated global upstream spending to drop 25% in 2015 and an additional 15% in 2016. 
The survey covers 39 of the world’s largest oil companies, constituting 60-70% of global 
spending and combined oil production of 39m bl/d, or 45% of global production. 

Annual change in global upstream spending   

 
Source: SEB  
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As an approach to determine how this extreme drop in activity impacts future supply, we 
have looked at how “Big Oil’s” future production guidance has changed over the last couple 
of years. By investigating how the 2017 production guidance has changed from the one 
provided in 2013 and the current guidance for the six largest supermajors and majors (BP 
and Shell excluded because of lack of production guidance), we find that a total of 
1.6m boe/d have “disappeared” from the 2017 oil and gas supply. By assuming the split 
between oil and gas is the same as their current production split (except for Exxon where 
we have the detailed split), we find that in aggregate they have cut 2017 oil production by 
0.8m bl/d compared with their 2013 estimates. We understand that this is not a perfect 
exercise as: 

● Some of the drop is inorganic, meaning it does not account for asset sales. 

● The oil and gas share is approximated based on current split (except for Exxon). 

● Project scheduling and delays. 

● Quota and concessions could have been amended in the period. 

However, we find the large decline in production guidance is interesting in relation to the 
large spending drop. In addition, it illustrates the changed focus and strategy in the industry 
from growth-centric to cash flow neutrality-focused.  

2017 production guidance provided in 2013 and current (m boe/d)  

 
Source: SEB, Company filings  
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Change to 2017 production guidance from 2013 to date (m boe/d)  

 
Source: SEB, Company filings  

Change to 2017 total production guidance from 2013 to date (m boe/d)  

 
Source: SEB, Company filings  

The reduced activity is clearly visible in the significantly reduced pace of project sanctions 
and final investment decisions (FIDs). From 2010 to 2013 a total of 340 projects were 
sanctioned (globally excluding US onshore), corresponding to some 85 projects per year 
on average. This “FID count” dropped to only 20 in 2014 and so far this year is only 12 
projects sanctioned. This will eventually impact (i) the reserve replacement ratios and (ii) 
the supply side of the equation as fewer hydrocarbons are brought on stream to the 
market.  
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Number of FIDs taken per year   

 
Source: SEB, WoodMac  

Other industry data on the effect of lower investments and changed focus to cash flow-
neutrality is found in, for instance, participation in licensing rounds. For instance, 
participation in the central US GoM licensing round has dropped significantly in recent 
years from 70-80 companies before 2010 to 35 companies in the March 2015 licensing 
round. Furthermore, the share of blocks receiving bids has decreased significantly to only 
2% in the last central GoM licensing round.  

US Central GoM licensing rounds – number of companies   US Central GoM licensing rounds – blocks offered and bid ratio 
 

 

 

 

 
Source: SEB   Source: SEB  

Furthermore, in our annual E&P Survey issued in August (Pitch dark before any shimmer of 
light), we sought to add colour to the correlation between upstream activity and reserve 
replacement as logically activity determines the amount of oil and gas found/sanctioned. By 
using nominal E&P upstream budgets adjusted for inflation/deflation through the IHS CERA 
indexes, and using this as a proxy for underlying change in activity, we found reasonable 
correlation between replacement ratios and changes in activity. Based on our expected 
drop of 25% to 2015 budgets, and average deflation of 10% according to IHS, this 
suggests that activity will fall 15% this year. This activity drop will be followed by further 
drop in 2016. This, in turn, will impact RRRs as less oil and gas is found and sanctioned, 
and therefore impact oil supply down the road. 
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Organic RRR and proxy upstream E&P activity*  

 
*Change in E&P activity defined as nominal budget changes less price inflation/deflation 
Source: SEB, IHS   
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The source of US production growth  
Despite a dramatic cut in activity with oil rig count down more than 60% over the last year 
and onshore capex down by more than 40% in 2015, production has proved to be resilient. 
YTD (Jan-Sep), the US crude production growth is 957,000bl/d with peak production in 
April of 9,585,000bl/d. However, production is clearly slowing and September (last actual 
data) production of 9,326,000bl/d puts the y-o-y growth at 376,000bl/d (while weekly figures 
indicate current growth at 160,000bl/d).  

US crude production and growth (m bl/d)  

 
Source: SEB, Bloomberg  

However, the growth in recent months has increasingly come from the US Gulf of Mexico. 
More than 70% of the September crude production growth of 376,000bl/d was sourced 
from growth in Gulf of Mexico production. “Other US” production growth in September 
slowed to 110,000bl/d. 

The source of US production growth   

 
Source: SEB, Bloomberg  
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Growth in US crude production (YoY, 1,000 bl/d)  

 
Source: SEB, Bloomberg  

Our production estimates for the US are largely unchanged, but we have increased our US 
exit-rate (December) production forecast from 8.8m bl/d to 9-9.1m bl/d.  

However, due to revisions of prior months’ numbers for US production, our 2015 production 
estimate is unchanged at 9.3m bl/d – a growth of 0.6m b/d (down from 1.3m bl/d in 2014). 
For 2016, we expect US production of 8.8m bl/d, down 0.5m bl/d from 2015, and 8.9m bl/d 
in 2017, up 0.1m bl/d from 2016. 

US crude production and growth estimates (m bl/d)  

 
Source: SEB  
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Redeterminations – smaller cuts than expected 
Many of the US onshore players have revolving credit facilities restricted to the borrowing 
base, which is reserve-based, meaning the value the banks place on the reserves (debt 
capacity is based on the discounted future cash flows of the contemplated assets). 

The borrowing base is subject to redeterminations by the banks (annual or semi-annual) 
and for the companies with semi-annual redeterminations the “autumn season” has 
recently ended. 

Before the recent redetermination process, large cuts to borrowing bases were expected 
with some surveys forecasting a 39% cut to borrowing bases on average. Many of the 
redetermination processes have been completed and we have carried out a survey and 
tracked 22 US onshore companies with a total of USD 26.2bn in borrowing base ahead of 
the redetermination. In our survey, we find that borrowing bases were cut on average by 
9%, much less than expected, but fairly large. The reasons for the smaller than expected 
cuts are: 

● Additional collateral: Banks have taken a tighter grip by moving unsecured credit 
facilities to secured credit facilities (e.g. Chesapeake’s USD 4bn facility that was kept 
intact, but moved to a secured credit facility). 

● Equity raises: Some companies have recently raised equity (e.g. Diamondback 
Energy). 

● Stricter covenants: Banks have imposed stricter covenants on some debt facilities. 

● Additional hedge positions by the companies. 

● Banks have been supportive to avoid a domino effect of liquidity shortfall.  

Therefore, the redeterminations were maybe more gentle than expected and not a catalyst 
for steeper capex cuts or additional activity reductions. 

Change in borrowing base in redeterminations* (USDm)   

 
* list not exhaustive 

Source: SEB, company filings  
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Change in borrowing base in redeterminations* (USDm)  

Borrowing Base Old New Change Change 
Company (USDm) (USDm) (USDm) (%) 
     
Whiting 4,500 4,000 -500 -11 
Linn 4,050 3,600 -450 -11 
Chesapeake 4,000 4,000 0 0 
SM Energy 2,400 2,000 -400 -17 
Oasis 1,700 1,525 -175 -10 
Energen O&G 1,600 1,400 -200 -13 
Laredo 1,250 1,150 -100 -8 
Legacy Res. 950 900 -50 -5 
Lightstream Resources 750 550 -200 -27 
Diamondback 725 750 25 3 
Northern O&G 550 550 0 0 
Sanchez 550 500 -50 -9 
Chaparral Energy 550 550 0 0 
Approach 525 450 -75 -14 
Sandridge 500 500 0 0 
Clayton Williams 500 450 -50 -10 
Penn Virginia 395 275 -120 -30 
Emerald 200 120 -80 -40 
Lonestar Res. 180 180 0 0 
Abraxas 165 165 0 0 
Goodrich 105 75 -30 -29 
Nighthawk En. 32 27 -5 -16 
Sum 26,177 23,717 -2,460 -9 
Source: SEB, company filings, * list not exhaustive 
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Opec – no cuts expected 
In dire need for income, most of Opec’s members are presumably opting for higher export 
volumes in order to compensate for lost revenue due to the lower price, both in the short-
term and further down the line. Overall, we expect Opec members to increase exports over 
the years to come to reflect a need for higher revenue and export volumes. Saudi Arabia’s 
choice of volume over price is reasonable as it would need 10m bl/d in crude oil exports at 
USD 70/bl to be indifferent compared with 7m bl/d exports with a USD 100/bl oil price. 
Saudi Arabia’s capital buffer is sufficient to hold it floating for the nearest years, but 
something needs to be done in order to maintain a future sustainable economic situation. 

So far, the number of oil rigs in operation in Saudi Arabia has increased 16% y-o-y and 
50% since 2011. In addition, we expect Iran to soon increase exports as sanctions are 
lifted in Q1 2016 and thereafter raise production and exports towards 2020. We believe 
Iraq is on an expanding path, rapidly increasing exports in 2015, but more slowly in 2016. 
We believe Libya will eventually move back to operation with more than 1m bl/d offline due 
to a civil war which is disrupting oil supply. 

Saudi Arabia oil rig count (LHS) and production (m bl/d, RHS)   Change in Saudi Arabia oil rig count and production   

 

 

 
Source: SEB, OPEC, Bloomberg     

We have made minor changes to our Opec supply estimates and mainly shuffled some 
smaller volumes from 2016 to 2017 and increased our 2017 estimate somewhat. Our 
forecast 2017 Opec production is revised up by 0.3m bl/d by assuming further ramp-up in 
Iran together with a continued increase in Saudi Arabian production. 

Overall, we expect Opec volumes up 1.4m bl/d in 2015, 0.7m bl/d in 2016 and 1.0m bl/d in 
2017. 

OPEC production and changes to estimates (m bl/d)  

 
Source: SEB  
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Estimated Opec production (m bl/d)  

 2015E 2016E 2017E 
    
Algeria 1.1 1.1 1.2 
Angola 1.8 1.9 1.9 
Ecuador 0.5 0.6 0.6 
Iran 2.8 3.2 3.6 
Iraq 4.0 4.0 4.2 
Kuwait 2.8 2.8 2.8 
Libya 0.4 0.4 0.5 
Nigeria 2.0 2.0 2.0 
Qatar 0.7 0.7 0.6 
Saudi Arabia 10.3 10.5 10.7 
UAE 2.9 3.0 3.1 
Venezuela 2.5 2.3 2.3 
Total 31.7 32.5 33.4 
Growth 1.4 0.7 1.0 

    
NGL 6.6 6.9 7.1 
Source: SEB 

OPEC upstream investment plans (USDbn)*  

 
* approximated from chart 
Source: OPEC, SEB  

Iranian floating storage – less worries 
Iran and the P5+1 signed the Joint Comprehensive Plan of Action (JCPOA) in July and a 
roadmap for lifting sanctions against Iran was then in sight. Since then, the size and the 
potential release of barrels held in floating storage have been a disturbing element in the oil 
market. However, we believe that there are limited reasons to be concerned about Iran’s 
floating storage. By looking at the amount of oil held in floating storage in 2011, ahead of 
the sanctions implemented in January 2012, we see that the current level of 38m bl is not 
alarming compared with the 2011 period (average of 26.3m bl). As a result, in our 
estimates we have assumed a gradual decrease of Iranian floating storage, but not a total 
withdrawal to zero as there is always some oil in floating storage. 
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Iranian floating storage 2011 and current (m bl)  

 
Source: SEB, IEA  
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Demand 
We have made minor changes to our oil demand outlook (2016 demand cut by 0.1m bl/d). 
Our global GDP growth outlook for 2015 and 2016 was revised marginally lower in our 
Nordic Outlook in November while it was revised slightly higher for 2017.  

Changes to global GDP growth estimates in our Nordic Outlook (%)  

Global GDP Growth 2015E 2016E 2017E 
    

August 2015    
OECD 2.2 2.6 2.4 
Non-OECD 4 4.8 5.1 
World 3.2 3.8 3.9 

    
November 2015    
OECD 2.1 2.4 2.4 
Non-OECD 3.9 4.6 5.3 
World 3.1 3.6 4 

    
Change    
OECD -0.1 -0.2 0 
Non-OECD -0.1 -0.2 0.2 
World -0.1 -0.2 0.1 
Source: SEB 

While this has a marginal bearish impact on demand along the 2015, 2016 and 2017 time-
line, it has been countered by a revision of 2014 with a higher oil demand base line. Here 
we use IEA’s oil demand estimate for 2014 as our base-line and IEA has revised this up by 
120,000bl/d since August. 

Oil demand growth received a significant boost this year due to a steep fall in the oil price, 
pent-up demand after several years of depressed OECD demand in the wake of the global 
financial crisis, as well as a colder than normal northern hemisphere winter. Demand in 
2016 is unlikely to receive the same magnitude of support and we estimate 1.5% growth in 
demand next year. However, for 2017 we expect the demand growth to pick up to 1.7% 
along with stronger global growth. Current contracting demand in Russia and Brazil is likely 
to turn sideways to higher respectively in 2017. 

Demand growth (m bl/d)  

 
Source: SEB, IEA  
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Mild weather could pose a risk to 2016 demand 
We believe there some downside risk to oil demand in 2016. Winter temperatures for the 
Northern Hemisphere are forecasted to be warmer than normal. While this is highly 
uncertain, it is worth noting that there is likely to be the second strongest El-Nino on record 
during the coming six months, with a potentially strong impact on normal weather patterns. 
For 2015, there has been an unusual 1.2% expansion in OECD oil demand. We have some 
concerns that OECD demand could revert to its pattern of declining demand, which has 
been in place since 2005 as the drive for energy efficiency has been a stronger factor than 
economic growth. However, this pattern has been highly impacted by the global financial 
crisis and therefore difficult to quantify. 

Demand growth to range between 1% and 2% 
In total, we expect global oil demand next year to increase by 1.4 mbpd on average, which 
is equal to 1.5%. We assume that the fair uncertainty range for demand next year is 
between 1% and 2%, barring some kind of hard landing in China, which would bring it 
lower. Therefore, we estimate oil demand growth of 1.4 mbpd +/- 0.5 mbpd. An interesting 
perspective here is that +/-50 US shale oil rigs will approximately increase or decrease US 
crude oil production by 0.4 mbpd after 12 months in operation. So far this year, 50 shale oil 
rigs can move in and out of activity within a month following changes in prices and 
circumstances. Therefore, US shale oil flexibility and responsiveness is highly capable to 
respond to changes in demand.  

Non-OECD oil demand and the GDP growth outlook for this group of countries are 
becoming increasingly important due to the fact that its oil demand has been higher than 
the OECD countries since 2013. We estimate non-OECD GDP growth to accelerate to 
5.3% in 2017 with oil demand growth of 3% pa that year. 

Non-OECD and OECD demand (m bl/d)  

 
Source: SEB, IEA  
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Risks 
There are risk factors to our base case and we have identified some of the downside and 
upside risks. 

Downside risks 
Although we expect the Brent crude oil price to average USD 50/bl in 2016 and USD 60/bl 
in 2017, there are downside risks to this assumption.  

● Storage capacity: Our projection of USD 50/bl for 2016 is based on the assumption 
that there is sufficient storage capacity available to store the running surplus in the oil 
market. However, if this is not the case, a steeper contango could be needed (to 
enable e.g. floating storage) and an even more depressed spot oil price.  

● Iran comeback: Iranian officials have commented that Iran could return to almost pre-
sanction level production some three to six months after sanctions are lifted. Although 
far from our base case, if this is the case it would depress an already oversupplied 
market. 

● US dollar: As the Fed is likely to increase interest rates soon (Fed meeting 16 
December), it could lead to further strengthening of the dollar with potentially negative 
effects on the oil price. 

Upside risks 
Some of the upside risks we identify are: 

● Impact from capex cuts: Several oil projects have been postponed and our E&P 
Spending survey shows that capex is cut by 25% in 2015 and further by 15% in 2016. 
As a result, this has the potential to have a greater effect on the depletion rate in 
conventional oil from 2017/18 and onwards than we have estimated. This is the classic 
recipe for a bust and boom cycle, which has been witnessed many times before in 
commodities in general and oil specifically.  

● OPEC capability and willingness: While US shale oil has and will become 
increasingly competitive and cost efficient over the coming years, it is unlikely that it 
will be able to ramp up to fill a potential gap of 2.5-3.5 mbl/d/year alone. For this it will 
need increasing supply from Opec in order to balance the market. As the MENA region 
is far from stable and supply from Opec cannot be taken for granted, this represents a 
clear risk. As we have seen over the last few years, declining production from Opec 
may just as easily be on the agenda as increasing production. In addition, it is far from 
certain that Opec wants to plug the deficit widening in 2018 and may instead choose to 
ride out the potential boom in oil prices. 

● US production: Although US production has proved resilient so far, the low prices in 
the market have made major inroads on the activity. Given the nature of US 
production, the activity halt could have an even greater impact on US production than 
estimated.  

 

 



 

 
 

 SEB Equity Research 
 

Sector Comment  Oil Market update 

24 16 December 2015 

Target prices and risks 
Target price definition and associated risks 
Our target price is the analyst's assessment of what total return an investor should expect 
over the coming six to 12 months. The target is based on fundamental equity research and 
other factors at the analyst's discretion. Please refer to published reports on the individual 
companies for a detailed description of the target price methodology. 

Risk levels 
The risk level is the analyst’s view of the uncertainty in the earnings forecasts based on an 
assessment of the company’s business model, operating risk as well as financial risk. We 
use two risk levels with the following explanations: 

● Normal risk: All forecasts involve uncertainty and we view companies in this risk level 
to have normal forecast risks 

● High risk: The earnings forecasts are more uncertain than for an average listed 
company due to business model, operating risk, financial risk or any other reason at 
the analyst’s discretion. All companies with shorter track record than 12 months as a 
listed company are by definition classified as high risk according to SEB. 
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Authors' statement of independence (Analyst Certification) 
We, the authors of this report, hereby confirm that notwithstanding the existence of any potential conflicts of interest referred to herein, the 
views expressed in this report accurately reflect our personal views about the companies and securities covered. We further confirm that we 
have not been, nor are or will be, receiving direct or indirect compensation in exchange for expressing any of the views or the specific 
recommendation contained in the report. We are not registered or qualified as research analysts, representatives or associated persons 
under the rules of any US exchange, regulatory organization or State. 

This statement affects your rights  
This report is confidential and may not be reproduced, redistributed or republished by any recipient for any purpose or to any person. 

Recipients 
SEB Research is approved and issued by Skandinaviska Enskilda Banken AB (publ) (“SEB”), a bank organized under the laws of the 
Kingdom of Sweden, on behalf of itself and its affiliates for institutional investors. SEB is not a registered Broker-Dealer under the US 
Securities and Exchange Act of 1934. This report must not be distributed to retail clients except those of SEB Oslo Branch and, in case of 
research distributed via SEB Helsinki Branch, to its retail clients located in Finland. 

Use 
This research report is produced for the private information of recipients - if you are not a client of ours, you are not entitled to this research 
report, and should destroy it. The document is not, and should not be construed as, an offer to sell or solicitation of an offer to buy any 
securities. Opinions contained in the report represent the author's present opinion only and may be subject to change. In the event that the 
author's opinion should change or a new analyst with a different opinion becomes responsible for our coverage of the company concerned, 
we shall endeavour (but do not undertake) to disseminate any such change, within the constraints of any regulations, applicable laws, 
internal procedures within SEB, or other circumstances. If you are in doubt as to the meaning of the recommendation system used by SEB 
in its research, please refer to the "Disclaimer" section of SEB Research Online, to which our clients are granted access.  

Good faith and limitations 
All information, including statements of fact, contained in this research report have been obtained and compiled in good faith from sources 
believed to be reliable. However, no representation or warranty, express or implied, is made by SEB with respect to the completeness or 
accuracy of its contents, and it is not to be relied upon as authoritative and should not be taken in substitution for the exercise of reasoned, 
independent judgement by you. Recipients are urged to base their investment decisions upon such investigations as they deem necessary. 
To the extent permitted by applicable law, no liability whatsoever is accepted by SEB for any direct or consequential loss arising from the 
use of this document or its contents. 

Distribution 
This research report has been prepared by SEB or its affiliates and is being distributed by SEB offices in Stockholm, Copenhagen, 
Oslo, Helsinki, Frankfurt, London, Tallinn, Vilnius and Hong Kong. Research reports are prepared and distributed in Lithuania by AB SEB 
bankas and in Estonia by AS SEB Pank in accordance with the requirements of the local laws and Financial Supervision Authority’s conduct 
of business rules. It is being distributed in the United States by SEB Securities Inc. ('SEBSI'), a wholly owned subsidiary of SEB organized 
under the laws of the State of Delaware, USA. Any United States institutional investor receiving the report, who wishes to obtain further 
information or to effect a transaction in any security discussed in the report, should do so only through SEBSI and not its affiliates. 
Addresses and Phone numbers for each office can be found at the end of the report. 

The SEB Group: members, memberships and regulators 
SEB is a member of, inter alia, Nasdaq OMX Nordic, Oslo Stock Exchange, the London Stock Exchange, NYSE Euronext, Frankfurt Stock 
Exchange, Tallinn Stock Exchange as well as certain European MTF’s such as BATS-Chi-X, Turquoise, Burgundy, XUBS, POSIT and 
Sigma-X. SEB is regulated by Finansinspektionen in Sweden and, for the conduct of investment services business, in (i) Denmark by 
Finanstilsynet, (ii) Norway by Finanstilsynet, (iii) Finland by Finanssivalvonta, (iv) Germany by Bundesanstalt für 
Finanzdienstleistungsaufsicht, (v) the UK by the Financial Conduct Authority and Prudential Regulation Authority (details about the extent of 
our regulation by the Financial Conduct Authority and Prudential Regulation Authority are available from us on request), (vi) Estonia by the 
Estonian Financial Supervision Authority, (vii) Lithuania by the Bank of Lithuania, and (viii) Hong Kong by Securities and Futures 
Commission. SEBSI is a U.S. broker-dealer, registered with the Financial Industry Regulatory Authority (FINRA). SEBSI is a subsidiary of 
SEB. SEBSI is authorized to engage in the underwriting of securities but does not make markets or otherwise engage in any proprietary 
trading in any securities.  

SEB’s research reports are prepared in accordance with the industry standards and codes of conduct applicable to financial analysts in the 
countries where they are based. In Denmark, Finland, Norway and Sweden, analysts act in accordance with the rules of ethics of each 
country’s Society of Financial Analysts. Analysts comply with the recommendations and industry standards of the Danish, Norwegian and 
the Swedish Securities Dealers Associations and with those of the Federation of Finnish Financial Services. Analysts certified by the CFA 
Institute also comply with the Code of Ethics of the CFA Institute. 
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Prevention and avoidance of conflicts of interest 
All research reports are produced by SEB’s Research department, which is separated from the rest of its activities by an Information Barrier; 
as such, research reports are independent and based solely on publicly available information. Following standard practice, 
recommendations and target share prices are removed from research on companies which are the subject of public offers on which SEB is 
advising. The remuneration of staff within the Research department is determined exclusively by research management and senior 
management and may include discretionary awards based on the firm’s total earnings, including investment banking income; however, no 
such staff receive remuneration based upon specific investment banking transactions. SEB’s Compliance department monitors the 
production of research and the observance of the group's procedures designed to prevent any potential conflicts of interest from affecting the 
content of research; the latter are described in greater detail in the "Statement of Policies for dealing with potential conflicts of interest 
surrounding our Research activities" which is available on our Research Online website. 

Your attention is also drawn to the fact that: 
The current market price of the securities shown in this report is the price prevailing at the close of the business day preceding the date of 
publication, save where such price was more than 5% different from the price prevailing as at the time of publication, in which case it is the 
latter. 

Unless explicitly stated otherwise in this report, SEB expects (but does not undertake) to issue updates to this report following the publication 
of new figures or forecasts by the company covered, or upon the occurrence of other events which could potentially have a material effect on 
it. 

The securities discussed in this research report may not be eligible for sale in all countries, and such securities may not be suitable for all 
types of investors.  Offers and sales of securities discussed in this research report, and the distribution of this report, may be made only in 
countries where such securities are exempt from registration or qualification or have been so registered or qualified for offer and sale, and in 
accordance with applicable broker-dealer and agent/salesman registration or licensing requirements. 

Any valuations, projections and forecasts contained in this report are based on a number of assumptions and estimates and are subject to 
contingencies and uncertainties, and their inclusion in this report should not be regarded as a representation or warranty by or on behalf of 
the Group or any person or entity within the Group that they or their underlying assumptions and estimates will be met or realized.  Different 
assumptions could result in materially different results.  Past performance is not a reliable indicator of future performance.  Foreign currency 
rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this report.  In addition, 
investors in securities, such as ADRs, whose values are influenced by the currency of the underlying security, effectively assume currency 
risk. 

Company specific disclosures and potential conflicts of interest 
A member of, or an entity associated with, SEB or its affiliates, officers, directors, employees or shareholders of such members (a)  has 
never been represented on the board of or similar supervisory entity of the companies mentioned in the report, (b) has from time to time 
bought or sold the securities issued by the companies referred to in this report or options relating to these companies, (c) SEB or its affiliates 
beneficially own less than 1 % of a class of common equity securities of the remaining companies mentioned in the report, as of 14 Dec 
2015, and (d) SEB or its affiliates beneficially do not own debt securities in any of the companies mentioned in this report, as of 14 Dec 
2015. 
 
The analysts responsible for this report (jointly with their closely related persons) may hold shares or other instruments related to the 
companies mentioned in this report. Please refer to published reports on the individual companies for details. The information can also be 
found on our website, at the following address: www.sebenskilda.se. 
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SEB’s standardised recommendation structure  

  Consolidated distribution Investment banking  
  as per 30 Sep 2015 (%) clients last 12M 
 
Buy Attractive risk/reward - at least 10% upside to target price. 52.1 9.7 
Hold Fairly valued - the shares are trading close to target price. 34.4 2.7 
Sell Unattractive risk/reward - the shares are trading above target price. 13.5 1.2 
Unrated Company not covered, or we are not allowed to have a recommendation for compliance reasons   
Source: SEB 
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