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Disclaimer

This material is private. It does not take into account any specific business objectives of the recipient. The
information herein does not constitute advice, nor an offer to buy or sell instruments, products or services.
Dealing in commodities, financial instruments, derivatives or other products involves risk. The recipient of this
material should not deal in these products unless it understands their nature and its exposure. It should seek
independent advice before making any investment or other decision. While every effort has been made to
ensure the information herein is accurate, its accuracy cannot be guaranteed. The author accepts no liability
for any damages (including, but not limited to, lost profits) arising from reliance upon this material.
Unauthorized copying of this material is strictly prohibited without the prior written consent of the author.



The new supply and demand realities
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In both cases the market overshot and then collapsed.
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Swing producer and recovery to a ‘New Normal’

US shale as Swing Producer ?
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Global Balance should calculate ‘Call on OECDAmM’, not ‘Call on OPEC Crude)
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a) Call on US, Canada, Mexico and Chile grows 3 Mn bpd by 2020.

b) But near term, production is 1 Mn bpd over Call.

c) Based on data from I[EA MTOMR of Feb 2015.

d) Assume OPEC crude 30.5 Mn bpd in 2015 rising to 32.5 in 2020 (UAE, Libya, Iran, Iraq).
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US as Swing Producer — rapid price response to price signals from the market ?
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Who pays if there is no Swing Producer, and how much?
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Long term scenarios from WOO/WEO — will stable markets require enhanced cooperation ?
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OPEC Ref

IEA New Policies

OPEC high GDP

OPEC low GDP

OPEC upside supply

OPEC + China adj

OPEC + China adj and hi supply
OPEC low GDP +China adj

OPEC low GDP + China adj +hi supply
OPEC + 450

OPEC low GDP + 450

OPEC low GDP + China adj +450
OPEC low GDP + China adj + 450 + hi supply



Conclusions :
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The market is at the tail end of the turbulent transition from the marginal cost of
North Sea to the marginal cost of shale.

OPEC has given up the role of swing producer.

US shale producers are unlikely to deliver on the 3 responsibilities of the swing
producer:

a) The market will decide the price — there will be no ‘fair value’.

b) Shale producers will not invest in spare capacity.

c) So there can be no rapid adjustment of supply to manage volatilty.

If the market remains volatile at a low level for an extended period there is a risk
that other large upstream projects will be delayed too long.

This increases the severity of any future supply risk.

If there is no spare capacity there is a risk that price will rise to ration demand, and
this will kill the economy.

Coordinated use of stocks may help replace the role of spare capacity.

But to avoid the consequences of a future shock, enhanced dialogue is advisable.



