
U.S. Research

September 2016

Please read disclosure/risk information and Analyst Certification beginning on slide 57.

Published by Raymond James & Associates

Raymond James Energy Group
(800) 945 -6275 

Raymond James Energy Group
(800) 945 -6275 

Energy Markets

We are at the Tail End of a Supply 

Driven Downturn 

PESA Oil and Gas 101

Marshall.Adkins@RaymondJames.com
Praveen.Narra@RaymondJames.com

© 2016 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved.

International Headquarters: The Raymond James Financial Center | 880 Carillon Parkway | St. Petersburg, Florida 33716 | 800-248-8863



© 2013 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved.

International Headquarters: The Raymond James Financial Center | 880 Carillon Parkway | St. Petersburg, Florida 33716 | 800-248-8863 2

We turned bearish on crude in mid-2012

ÁWorried about surging U.S. supply

Á Numbers said $65 was correct 

equilibrium oil price

ÁWe were wrong for two years as OPEC 

supply fell by 2.5 million bpd

Á Oil prices fell when outages stabilized
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RJ Energy Outlook: Historical Perspective
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Supply Interruptions Importanté
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ǅ OPEC flooding the market (Saudi, Iraq, Iran)

ǅ U.S. supply posting huge growth

- First time in 40 years

ǅ Supply was the problem
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Why Did Energy Prices Collapse in 2014/15?
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ÅVery bullish on oil prices relative to futures strip:               

Crude prices move much higher in 2017

ÅNatural gas rebounds in in 2017: N.E. gas keeps a 

lid long-term prices ïvolatile differentials 

ÅOilfield has overcorrected in 2015/16: Expect a 

sharp rebound in 2017/18

Current Energy Overview 
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§ No excess oil capacity ïfirst time in 40 years

§ U.S. has become lowest cost producer for oil & 

gas

ïMost underestimate the U.S. efficiency gains

ïExtraction cost falling rapidly

ïU.S. oil supply is cheap, resilient, and substantial

§ U.S. growth displaces offshore/international
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How has the Oil & Gas World Changed?
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Problem #1: Iraqôs Production Surge
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Up ~1 millionbpd!
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Problem #2: Iran Returns to Market
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EU embargo
is announced

Final nuclear 
agreement is 
announced

Up 720,000 bpd!
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Problem #3: Saudi Production Surged
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Up ~800,000 bpd!
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§If they have it, é

§Why havenôt we seen it?
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Does Saudi Really Have 2 MMbpd More?
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Why Are Saudi Oil
Inventories Falling?

§Why are Saudi 

inventories 

falling?
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The Oil Truck Has No Shock Absorbers
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16 MMBbls/d in '83 v.s. AlmostNone Today

15 Yr Bear MarketFor Oil
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Total OPEC and U.S. Production
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Efficiency Gains are Driving Growth
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Well Productivity Growth Should Slow in 2017/18
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Moving up the LearningCurve:
1. Shift from Verticals to Horizontals
2. LongerLaterals
3. More Stages

Accelerating Efficiencies:
1. Continued Trends from Previous 
Years
2. High-grading to Most Productive 
Portions of the Plays

Decelerating Efficiencies:
1. Previous Trends Contribute Less 
Growth
2. Low-grading  to Fringe Portions of the 
Plays
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U.S. Oil Growth Potential Still Staggering!
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U.S. Oil Supply Bottoms in Late-2016
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Estimates

* Assuming 500 Average 

U.S. Rigs in 2016
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What is U.S. Supply Sensitivity to Activity?
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U.S. Rigs U.S. Oil Supply Growth

U.S. Rig Count Forecast Y/Y

Change

Rig Count Assumption Y/Y % ҟ

0% -20% Base +20% Base

2014 1,858 6%

2015 976 -47%

2016E 406 507 608 -48%

2017E 640 800 960 58%

2018E 880 1,100 1,320 38%

Source: EIA, HPDI, Raymond James

U.S. Liquids Production Growth

(y/y growth in MBbl/d)

Impact from Rig Count Change

0% -20% Base +20%

2014 1,665

2015 966

2016E (426) (337) (234)

2017E (171) 222 631

2018E 767 1,127 1,490

Source: EIA, HPDI, Raymond James Research
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Rig Count Largest Driver of Production Changes
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Consensus?

Impossible Rig Count
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Source: RJ Estimates, EIA, Drilling Info
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U.S. Oil Service Industry is Dying at ñStripò Prices
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E&P Cash Flows Must Recover
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Assumes $80 Oil
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Non-U.S. Supply Assumptions Very Conservative
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Sources: IEA, Raymond James Research
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Global Capex Down 30+% Two Years in a Row ?
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Source: IEA, Raymond James Research
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Global Spending 
Down +/- 50%!
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Geopolitical Disruption

Nigeria Venezuela
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Structural Declines

China Colombia
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Structural Declines (Continued)

Angola Mexico
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OIL DEMAND HAS

NOT BEEN THE PROBLEM
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Oil Consumption Intensity - Select Developed Countries
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Japan

U.S.

UK

Germany

Long-Term Efficiency Trends Are Real, Buté
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Cheap Gasoline is Slowing U.S. Efficiency Trend
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Downwardtrend 
after oil price crash
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Driving Trends Are Changing

U.S. Research
Published by Raymond James & Associates

U.S. Research

© 2016 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved.

International Headquarters: The Raymond James Financial Center | 880 Carillon Parkway | St. Petersburg, Florida 33716 | 800-248-8863

175

200

225

250

275

V
e
h
ic

le
-m

ile
s
 (

in
 b

ill
io

n
s
)

U.S. Vehicle-Miles Traveled (Monthly Average)

Source: U.S. Department of Transportation

Vehicle milesdriven up
3.5% in 2015, and up 
3.3% YTD 2016!

Why the Stagnation?

- Urbanization?

- Demographics?

- Low Employment?

- High Gasoline Prices?

- Internet?
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2016 Gasoline Prices Lower Than 2015
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Down ~28% 

Down ~24% 



© 2013 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved.

International Headquarters: The Raymond James Financial Center | 880 Carillon Parkway | St. Petersburg, Florida 33716 | 800-248-8863

-0.18%

2.70%
2.57%

1.50%

2005-2014 Average 2015 Actual 2016 YTD Actual 2016 RJ Estimate

2016 U.S. Gasoline Demand (% Change)

Source:EIA

So, U.S. Gasoline Demand Is Responding!
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Too Low?
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Gasoline Now ñDrivingò Chinese Demand
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Diesel
36%

Fuel Oil
13%

Other (Naphtha, 
Heating Oil, LPG, 

Asphalt, 
Miscellaneous)

28%

2006 Chinese Oil Demand Breakdown 

Total average 
annual oil demand
was 7.2 MMBbls/d

Middle class 
transportation 
accounts for 
~23%

Source:Bloomberg,IEA, National Bureau of Statistics of China, Raymond 
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2015 Chinese Oil Demand Breakdown

Total average annual 
oil demand was 11.24 
MMBbls/d

Middle class
transportation 
accounts for 
~32%

Source:Bloomberg, IEA, NationalBureau of Statistics of China, Raymond 
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China Oil Demand Problem Overstated !
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