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Summary & Conclusion 
 
“……The supply/demand outlook remains bearish. In particular: OPEC producers are 
likely to maintain high output levels (point 1); supply profiles elsewhere are resilient 
(point 2); US production risks are to the upside (particularly at/around current prices, 
see point 3); while US & Chinese demand growth is likely to soften (points 4 & 5)…  
 
…Given that backdrop, coupled with the SELL signals from our technical models, oil 
prices are likely to be at/close to the top of their trading range….” 
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Summary  
 
The oil price has rallied 50% in the past 10 weeks, having reached as low as $27.1 on Jan 20th. 
With that, the key question is whether the lows are in, and whether that strength marks the start 
of normalisation1 in the oil market? 
 
Technicals suggest that recent oil price strength is nothing more than a short squeeze/relief 
rally. Almost the entire rise in net speculative LONG positioning, which has been rapid since 
mid-Feb, has been driven by sharp fall in outstanding SHORTs (fig 6). In that respect this rally 
is similar to that of mid 2015 (fig 6). Other models suggest the oil price rally is tired and 
technically overextended – with oil likely to (continue to) fail at key technical levels (fig 7) and 
work its way lower in coming weeks/months (for details see forthcoming Macro Trade Recommendation). 
 
Fig 1: Iranian & Iraqi oil production (mbpd) 
 

 
1As well as low/lower volatility in other key risk barometers which are highly correlated with oil (most notably 
equities and credit). 
 
Fundamentals have a similar message: Despite a sharp oil price rally, underlying 
supply/demand dynamics have become more bearish in recent months – also suggesting that 
this rally is likely to be short lived. Inventories, for example, have trended higher (fig 13); actual 
US shale production data has been revised up (fig 14); and Chinese demand expectations (for 
2016) have been revised lower (albeit only modestly).  

Both Iran & Iraq 
have rapidly 
increased output 
this year… 
 
NB Iran has an 
additional 0.5 
mbpd of 
capacity (which 
can be brought 
online within the 
next 90 days)… 
Iraq is thought 
to be running at 
full capacity 
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Conclusion: The supply/demand outlook remains bearish. In particular: OPEC producers 
are likely to maintain high output levels (point 1); supply profiles elsewhere are resilient (point 
2); US production risks are to the upside (particularly at/around current prices, see point 3); 
while US & Chinese demand growth is likely to soften (points 4 & 5). This year’s supply surplus 
is therefore likely to be large2 (i.e. approx. 2 mbpd). Given that backdrop, coupled with the 
signals from our technical models, oil prices are likely to be at/close to the top of their trading 
range. 
 
Key points: 
 

1. Key producers are fighting for market share: With Saudi Arabia and Iran effectively 
at war, coordinated policy response remains unlikely (and, if it’s agreed, will lack 
credibility). Instead, the opposite is true: Saudi has increased exports to multi year 
highs (fig 2). Iran, free of sanctions, has increased output rapidly (up 240k bpd mbpd in 
just 2 months, see fig 1). That has encouraged other key producers to fight for market 
share. Iraq, for example, has stepped up production from its Southern fields3 (having 
originally been open to coordinated policies to limit production), fig 1. Russian oil 
production has also accelerated – and is back at all-time highs (fig 15). Other key 
Middle Eastern producers such as the UAE (3.2 mbpd) and Kuwait (3.0 mbpd) have 
increased production to multi-year highs (figs 16 – 17). Kuwait and Saudi Arabia 
announced this week that they will re-start one of their joint offshore oil fields (i.e. the 
Khafji field which, before it was closed, was producing 300k bpd).  

 
Fig 2: Saudi oil exports (mbpd) vs. Brent spot price (US$/barrel)  
 

 
2 i.e. in the absence of meaningful production cuts or a reacceleration of global growth (see point 6 for detail).  
3 Albeit, according to the IEA, Iraq is now running at full production capacity.  
 

2. Other key producers are maintaining high production, despite weak oil prices, e.g. 
in Nigeria (2.14 mbpd), Angola (1.77 mbpd) & Kazakhstan (1.40 mbpd). Canadian 

Saudi oil 
exports 
have risen 
back to 
multi year 
highs 
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output (4.4 mbpd) has also been surprisingly resilient (despite high production costs). 
At this juncture, it’s more expensive for Canadian producers to shut down production 
than it is to operate at a loss (NB the cost of shutting down an existing oil sands project 
is in the range of US$500 million to $1 billion). Oil sands projects typically have long 
time horizons (30 – 40 years) and have been designed to weather periods of lower oil 
prices. There are also a number of countries where production, despite trending lower 
in recent years, has begun to stabilise. Examples include the UK (0.85 mbpd); Qatar 
(0.85 mbpd); Algeria (1.1 mbpd); Indonesia (0.79 mbpd); Norway (1.65 mbpd); and 
Mexico (2.25 mbpd). Naturally, there are countries, particularly those under stress, 
where output has trended lower (e.g. Venezuela) or remains close to ZERO (e.g. in 
Yemen & Syria). Of note, pressure on Brazil’s economy/energy industry is rising and 
production is peaking/rolling over from high levels4 (of currently 2.35 mbpd). In 
aggregate, though, the change in production (outside of OPEC countries) this year is 
expected to be a fall of 0.5 mbpd. On consensus expectations, the fall in US production 
accounts for 92% of that decline (hence the importance of the US oil supply outlook – 
see point 3 below).   

 
Fig 3: Aggregate oil production by Nigeria, Kazakhstan, Angola, & Canada (mbpd) 
 

 
4Most notably as a result of capex cuts in mature oil-producing wells in the Campos Basin (where much of Brazil’s 
output comes from). NB these large fields have steep decline rates with losses starting to show up in the data.  
 

3. As the oil price moves back towards $40 – $50/barrel, risks to US shale production 
are skewed to the upside. The US has approximately 4,000 drilled but uncompleted 
wells (also known as ‘DUCs’) which are likely to start producing with oil back above 
$40/barrel. Those wells represent approximately 7 months of drilling activity. Recent 
company commentary is key in that respect: Whiting petroleum, for example, the 
largest shale producer in North Dakota, said last month that it would consider 
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completing wells if oil prices rose back to $40 – $45/barrel5. Last week, some 
producers announced that they are activating their DUC wells (including Oasis 
Petroleum & Pioneer). At around (and above) current prices, therefore, it’s likely that 
the production from new wells begins to fall more slowly (or even stabilise/increase). 
The ‘natural’ production decline rate from existing wells has begun to reverse (i.e. 
across each of the 6 major shale basins, see fig 10). That illustrates the success of re-
fracking (i.e. re-pumping wells that have already been drilled/completed). We estimate 
that, in the last 9 months, re-fracking has resulted in an uplift of 120k bpd of US shale 
production.   

 
4. US recession risks are growing: Corporate sector profits continue to contract while 

corporate cash flow deficits are high. With that, credit conditions are tightening, 
Leading Indicators are rolling over and inventories are high. A recession, or at best a 
slowdown in the US economy, is therefore likely (particularly in the absence of looser 
Fed policy) – for detail see Section 7 of the March ’15 Quarterly Global Asset Allocation “(Continue to) 
Reduce Risk in Strategic Portfolios”. In recessions, US oil consumption typically contracts by 
between 2.5% p.a. (e.g. 1990) and 7.5% p.a. (e.g. 1980). In our global supply/demand 
model (see point 6), we assume US consumption contracts by 1% (i.e. a relatively 
conservative assumption). If that plays out, it would equate to a reduction in global 
demand of ~300k bpd (i.e. compared to consensus expectations which assume US 
consumption rises by 110k). Key oil related indicators suggest that’s likely: Freight 
transport volumes, for example, are contracting Y-o-Y (and are highly correlated with 
diesel consumption – which is already falling sharply6). Of note, and consistent with 
that, US air freight and shipping volumes are also contracting (see fig 12), i.e. 
indicative of slowing US economic activity. 

 
Fig 4: US diesel consumption (Y-o-Y %) vs. Freight transport index (Y-o-Y %) 
 

 
5According to comments made by Jim Volker (Chairman & CEO) in a conference call. 

US diesel 
demand 
has been 
weak – 
given a 
slowdown in 
transport/ 
freight 
activity, 
amongst 
other 
factors (see 
footnote (6) 
below chart) 
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6Albeit, in addition to a general slowing of the US economy, this reflects a number of other factors. They include 
lower traffic from diesel powered railroads (due to reduced shipments of oil and other commodities) as well as the 
base effect from strong heating fuel use in early 2015. 

5. China’s economy continues to slow, with signs that weakness is relatively broad 
based (and deteriorating). In the absence of more aggressive PBoC policy 
measures/stimulus, China’s financial system is likely to tighten further and undermine 
economic activity (i.e. as credit growth slows). Historically, weaker credit growth has 
been consistent with weaker oil demand growth (for detail see Nov ’15 Commodity 
Fundamentals report No 61: “Oil: Lower Trading Range Expected in 2016)”. In addition it’s likely 
that Chinese ‘demand’ largely reflects stockpiling – rather than actual consumption (see 
forthcoming Longview research for detail). 

 
6. Supply/demand dynamics (as laid out in points 1 – 5) are bearish for oil prices. 

With prices at/around $40 – $50, a supply surplus of approx. 2.1 mbpd is likely (see fig 
5). That’s based on the following key assumptions: i) A modest contraction in US oil 
demand (see point 4 above); ii) A further slowing of Chinese demand (see fig 8 & point 
5); iii) a reasonably small cut to US production (of 0.5 mbpd); and iv) High (although 
not rising) output from Russia and the Middle East (see point 1). We lay out detailed 
country by country supply/demand assumptions in tables 1 – 3. As always, there are 
risks to those assumptions (in both directions). Two key risks are: i) Weaker US and 
Chinese demand compared to the forecast in our model (resulting in a larger supply 
surplus); and ii) A faster retrenching of US shale companies7 compared to our forecast 
(resulting in a smaller surplus). Both of those risks, though, if they materialise, are 
likely to cause, or be caused by, further oil price weakness. As such, we expect oil 
prices to remain in a low trading range (of between $20 and $50). Given that backdrop, 
and with SELL signals from a number of our key technical models, oil prices are likely 
to be at/close to major local highs (if they haven’t already been made last week). 

  
Fig 5: Global supply/demand balance (mbpd), actual & forecast 
 

 
Source: Longview Economics, IEA 
7For detail on how quickly shale companies may retrench, see Commodity Monthly No 62 “Oil: How Much Will US 
Shale Be Squeezed?”  
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Appendix 1: Key Charts 
 
Fig 6: Oil speculative LONG & SHORT positioning vs. Brent oil price (US$/barrel)  
 

 
 
Fig 7: Brent oil price candlestick – shown with key moving averages (US$/barrel) 
 

 

Brent oil 
prices, 
having rallied 
sharply since 
mid Jan, 
appear to be 
failing at a 
key technical 
resistance 
level (i.e. the 
August ’15 
intra-day 
lows)  

Recent oil 
price 
strength has 
been driven 
by a 
SHORT 
squeeze 
(i.e. a sharp 
fall in o/s 
SHORT 
positions – 
while LONG 
positions 
have been 
broadly 
stable in 
this rally) 
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Fig 8: Chinese oil demand growth (Y-o-Y %), actual vs. Longview 2016 forecast 
 

 
Source: Longview Economics 

 
Fig 9: Number of drilled but uncompleted (DUC) wells by basin 
 

 
Source: Rystad Energy 

 
 
  

The backlog of 
wells in the US 
(which are 
drilled and 
awaiting 
completion) is 
~4,000 

Last year, for 
the first time in 
5 years, 
Chinese oil 
demand growth 
picked up (while 
most measures 
of economic 
activity 
deteriorated 
sharply)… 
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Fig 10: Legacy production from existing fields (monthly change, barrels per day) 
 

 
Source: Longview Economics 

 
Fig 11: Total legacy production (monthly change) 
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as they age/ 
mature, have 
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Those decline 
rates, though, 
have been 
largely offset 
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Without re-
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Fig 12: US shipping & air freight transport (Y-o-Y %) 
 

 
 
Fig 13: OECD oil inventories (billion barrels, EIA data) 
 

 
Source: Longview Economics, EIA  
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Appendix 2: Supply/demand tables 
 
Table 1: Global oil supply/demand balance (mbpd) 
 

  2010 2011 2012 2013 2014 2015 2016 
Supply               
OPEC (mbpd) 34.82 35.66 37.60 36.71 36.66 38.03 39.11 
Change (mbpd) 1.29 0.84 1.94 -0.89 -0.05 1.37 1.08 
Non-OPEC (mbpd) 52.62 52.77 53.36 54.63 56.44 58.50 57.97 
Change (mbpd) 0.93 0.15 0.59 1.27 1.81 2.06 -0.53 
Total 87.44 88.43 90.96 91.34 93.10 96.53 97.08 
  2.22 0.99 2.53 0.38 1.76 3.43 0.55 
                
Demand               
BRICs 17.92 18.60 19.94 20.52 21.25 21.93 22.41 
Change (mbpd) 1.03 0.68 1.34 0.58 0.73 0.68 0.48 
US 19.18 18.95 18.51 18.96 19.11 19.38 19.20 
Japan  4.44 4.47 4.71 4.56 4.35 4.21 4.10 
Core Europe* 8.92 8.65 8.36 8.12 8.00 8.11 8.08 
Other 37.61 38.32 39.10 39.76 40.09 40.77 41.18 
Total 88.07 88.99 90.62 91.92 92.80 94.40 94.97 
Balance -0.63 -0.56 0.34 -0.58 0.30 2.13 2.11 

Source: Longview Economics, IEA 

 
Fig 14: EIA revisions to US shale production (bpd), made since Jan ‘16 
 

 
Source: Longview Economics, EIA  
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Table 2: Major oil consumers (actual & forecast) 
 

    2010 2011 2012 2013 2014 2015 2016 

India 
Demand (mbpd) 3.37 3.20 3.8 3.7 3.8 4.0 4.2 
Change (mbpd) 0.11 -0.17 0.55 -0.06 0.07 0.22 0.23 
Increase (%) 3.4% -5.0% 17.2% -1.6% 1.9% 5.9% 5.8% 

China 
Demand (mbpd) 8.80 9.32 9.8 10.3 10.6 11.2 11.5 
Change (mbpd) 0.74 0.52 0.50 0.44 0.35 0.57 0.33 
Increase (%) 9.2% 5.9% 5.4% 4.5% 3.4% 5.4% 3.0% 

Brazil 
Demand (mbpd) 2.77 2.87 3.0 3.1 3.2 3.2 3.1 
Change (mbpd) 0.23 0.10 0.10 0.14 0.11 -0.04 -0.05 
Increase (%) 9.1% 3.6% 3.5% 4.7% 3.5% -1.2% -1.6% 

Russia 
Demand (mbpd) 2.98 3.21 3.4 3.5 3.7 3.6 3.6 
Change (mbpd) -0.05 0.23 0.19 0.06 0.20 -0.07 -0.03 
Increase (%) -1.7% 7.7% 5.9% 1.8% 5.8% -1.9% -0.8% 

Total BRIC 
Demand (mbpd) 17.92 18.60 19.94 20.52 21.25 21.93 22.41 
Change (mbpd) 1.03 0.68 1.34 0.58 0.73 0.68 0.48 

                  

US 
Demand (mbpd) 19.18 18.95 18.5 19.0 19.1 19.4 19.2 
Change (mbpd) 0.41 -0.23 -0.44 0.45 0.15 0.27 -0.18 
Increase (%) 2.2% -1.2% -2.3% 2.4% 0.8% 1.4% -0.9% 

Core 
Europe* 

Demand (mbpd) 8.92 8.65 8.4 8.1 8.0 8.1 8.1 
Change (mbpd) -0.06 -0.27 -0.29 -0.24 -0.12 0.11 -0.03 
Increase (%) -0.7% -3.0% -3.4% -2.9% -1.5% 1.4% -0.4% 

                  

Japan 
Demand (mbpd) 4.44 4.47 4.7 4.6 4.4 4.2 4.1 
Change (mbpd) 0.05 0.03 0.24 -0.15 -0.21 -0.14 -0.11 
Increase (%) 1.1% 0.7% 5.4% -3.2% -4.6% -3.2% -2.6% 

                  
Other Demand (mbpd) 37.6 38.3 39.10 39.76 40.09 40.77 41.18 

                  
World total Demand (mbpd) 88.1 89.0 90.62 91.92 92.80 94.40 94.97 
Change (mbpd) 2.50 0.92 1.63 1.30 0.88 1.60 0.57 

Source: Longview Economics, IEA 
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Table 3: Global oil supply: Actual & Forecast 
 

OPEC 2010 2011 2012 2013 2014 2015 2016 
Saudi Arabia 8.40 9.34 9.78 9.66 9.72 10.17 10.17 
Iran 3.70 3.62 3.00 2.68 2.81 2.86 3.36 
Iraq 2.36 2.67 2.95 3.08 3.33 3.99 4.50 
UAE 2.31 2.50 2.65 2.76 2.76 2.88 3.25 
Kuwait 2.30 2.54 2.73 2.81 2.80 2.79 2.79 
Qatar 0.80 0.74 0.74 0.73 0.71 0.66 0.60 
Nigeria 2.08 2.18 2.10 1.95 1.90 1.80 1.80 
Libya 1.55 0.46 1.39 0.90 0.46 0.40 0.40 
Algeria 1.25 1.18 1.17 1.15 1.12 1.11 1.10 
Venezuela 2.53 2.50 2.50 2.50 2.46 2.40 2.35 
OPEC-10 crude 27.27 27.72 29.01 28.22 28.07 29.05 30.31 
Annual change in supply 0.79 0.45 1.29 -0.79 -0.15 0.98 1.26 
Ecuador (joined 2007) 0.47 0.50 0.50 0.51 0.55 0.54 0.54 
Angola (joined 2007) 1.73 1.66 1.78 1.72 1.66 1.76 1.76 
Total NGLs 5.35 5.78 6.31 6.26 6.38 6.68 6.50 
OPEC-12 total 34.82 35.66 37.60 36.71 36.66 38.03 39.11 
Annual change in supply 1.29 0.84 1.94 -0.89 -0.05 1.37 1.08 
                
Non-OPEC 2010 2011 2012 2013 2014 2015 2016 
United States 7.77 8.12 9.17 10.24 11.99 12.92 12.43 
Canada 3.37 3.51 3.76 4.00 4.28 4.36 4.46 
Mexico 2.96 2.94 2.92 2.89 2.18 2.60 2.54 
Russia 10.45 10.60 10.73 10.80 10.91 11.06 11.09 
UK 1.37 1.10 0.95 0.89 0.87 0.95 0.94 
Norway 2.14 2.04 1.91 1.84 1.89 1.94 1.88 
Sub total 28.06 28.31 29.44 30.66 32.12 33.83 33.34 
Others 24.56 24.46 23.92 23.97 24.32 24.67 24.63 
Total 52.62 52.77 53.36 54.63 56.44 58.50 57.97 
Annual change in 
supply 0.93 0.15 0.59 1.27 1.81 2.06 -0.53 
                
World oil supply 87.4 88.4 91.0 91.3 93.1 96.5 97.1 
Annual change in supply 2.22 0.99 2.53 0.38 1.76 3.43 0.55 

Source: Longview Economics, IEA 

 
 
 
  



Commodity Fundamentals Report 

 
   

Commodity Fundamentals Report No. 63, 31st Mar ‘16     14 
 
Copyright © 2004-2016 Longview Economics. All Rights Reserved  

Appendix 3: Oil production profiles – key countries  
 
Fig 15: Russian oil production (mbpd) 
 

 
 
Fig 16: UAE oil production (mbpd) 
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Fig 17: Kuwaiti oil production (mbpd) 
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distribution of this document.  This report is for distribution only under such circumstances as may be permitted by applicable law. 

This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or other 

specific product.  The analysis contained herein is based on numerous assumptions.  Different assumptions could result in materially 

different results.  Certain services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis 

and/or may not be eligible for all investors.  All information and opinions expressed in this document were obtained from sources believed 

to be reliable and in good faith, but no representation or warranty, express or implied, is made as to the accuracy or completeness.  All 

information and opinions as well as any prices indicated are current as of the date of this report, and are subject to change without notice.  

Some investments may not be readily realisable since the market in securities is illiquid and therefore valuing the investment and identifying 

the risk to which you are exposed may be difficult to quantify.  Futures and options trading is considered risky.  Past performance of an 

investment is no guarantee of its future performance.  Some investments may be subject to sudden and large falls in values and on 

realisation you may receive back less than you invested or may be required to pay more.  Changes in foreign exchange rates may have an 

adverse effect on the price, value or income of an investment.  We are of necessity unable to take into account the particular investment 

objectives, financial situation and needs of our individual clients and we would recommend that you take financial and/or tax advice as to 

the implications (including tax) of investing in any of the products mentioned herein. 

Longview Economics Ltd. is an appointed representative of Messels Limited. Messels Limited is authorised and regulated by the Financial 
Services Authority. 
 

If you have received this communication in error, please notify us immediately by electronic mail to info@longvieweconomics.com or by 

telephone at (0044) 0870 225 1388 


