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«The problem of oil, it might be tersely said, is that 
there is always too much or too little»

Myron Watkins, Oil: Stabilization or Conservation?, New-York, 1937 
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. The essential cyclical nature of the industry. Key characteristics

. Supply shocks create big dislocations

. The complete cycle

. A full model of price behavior

. Where are we in the cycle?

. How to invest

Key message: the oil market presents today an opportunity similar to that of 2004 – 2014 (oil up 
by 470 %, E&Ps up by 600%)

Presentation plan
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Oil industry characteristics

. The oil industry has the following characteristics

. It’s huge (5% of world GDP, capex > US$ 1,000 bn)

. It enjoys a very stable demand

. Short-term supply and demand are highly inelastic

. It has very long lead-times for new capacity

. It has very high sunk costs
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Oil demand is very stable

Source: United States Energy Information Administration

Crude Oil Definition: A mixture of hydrocarbons that exists in liquid phase in natural underground reservoirs and remains liquid at
atmospheric pressure after passing through surface separating facilities. Depending upon the characteristics of the crude stream, it
may also include 1. Small amounts of hydrocarbons that exist in gaseous phase in natural underground reservoirs but are liquid at
atmospheric pressure after being recovered from oil well (casing head) gas in lease separators and are subsequently comingled with
the crude stream without being separately measured. Lease condensate recovered as a liquid from natural gas wells in lease or field
separation facilities and later mixed into the crude stream is also included; 2. Small amounts of nonhydrocarbons produced with the
oil, such as sulfur and various metals; 3. Drip gases, and liquid hydrocarbons produced from tar sands, oil sands, gilsonite, and oil
shale. Liquids produced at natural gas processing plants are excluded. Crude oil is refined to produce a wide array of petroleum
products, including heating oils; gasoline, diesel and jet fuels; lubricants; asphalt; ethane, propane, and butane; and many other
products used for their energy or chemical content.

year consumption change

1980 59,522.50 NA

1981 57,598.40 -3.23 %

1982 56,401.30 -2.08 %

1983 55,730.90 -1.19 %

1984 56,890.40 2.08 %

1985 57,104.80 0.38 %

1986 58,731.70 2.85 %

1987 60,085.80 2.31 %

1988 61,978.40 3.15 %

1989 63,160.50 1.91 %

1990 63,511.40 0.56 %

1991 66,566.50 4.81 %

1992 66,797.00 0.35 %

1993 67,244.50 0.67 %

1994 68,619.40 2.04 %

1995 69,867.50 1.82 %

1996 71,486.40 2.32 %

1997 73,181.20 2.37 %

1998 73,859.70 0.93 %

1999 75,552.30 2.29 %

2000 76,471.50 1.22 %
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oil, such as sulfur and various metals; 3. Drip gases, and liquid hydrocarbons produced from tar sands, oil sands, gilsonite, and oil
shale. Liquids produced at natural gas processing plants are excluded. Crude oil is refined to produce a wide array of petroleum
products, including heating oils; gasoline, diesel and jet fuels; lubricants; asphalt; ethane, propane, and butane; and many other
products used for their energy or chemical content.
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22/04/2018 BURGGRABEN HOLDING AGSource: BP,  201619

Global oil and liquids consumption

Global transport runs on oil, that is diesel, petrol and jet fuel which is refined from crude oil. 

The remaining 44% is used for feedstock in the petrochemical industry, fertilizer, housing, 

household products and electricity generation, among others.

Aviation; 
Marine

Because most of its uses are very stable

And the strongest source of additional demand 
is depletion

Source: United States Energy Information Administration 

Source: BP, 2016
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Short term, both supply and demand are very inelastic

. Most users are price-insensitive

. Most producers cannot change their output. Developing new fields takes up to 10 
years

. Sunk costs are much higher than operational costs: strong incentive to maintain 
production, even at a loss (especially if high debt demands cash flow)

DRDR
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Supply shocks create big price disruptions

. 70s: Middle East conflict

. 80s: Alaska’s North Slope and North Sea

. 2000’s: shale oil

Disruptions are persistent: both scarcity and overcapacity take years to correct
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. Excess production: inventories go up, prices go down, 
no new investment (prices go low enough to attempt to 
shut some wells – February 2016)

. Rebalancing comes through demand growth (1.5%) and 
depletion (4%), but there is inertia

. The process takes 4-5 years

. Eventually, inventories start going down, and prices up. 
One or two years later, investment restarts, take 3 to 
10 years 

. The role of shale: it has shortened the cycle somewhat, 
but only for part of the curve: 

. Growth: form 0 to 5 mbpd

. Limits: all areas except for Permian are mature

. Very fast turnaround (both up and down)

. Unprofitable

The complete cycle

Q1

Q2

Excess 
inventories
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. Short-term: price is determined by inventories (with some noise from financial players)

. Long-term: price is anchored by full cycle total costs for the future

. Do not take price curves as the market’s opinion on future prices

. Huge procyclical mentality (examples of new realities…)

A full model of price behavior
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Global supply cost curve
US$/bbl
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10 20 30 40 50 60 70 80 90 100

120

100

80

60

40

20

Demand, 2005

Onshore
Middle East

Offshore
Shelf

Extra
Heavy Oil

Deep
Water

Onshore
Russia

Onshore
ROW

Ultra
Deep
Water

Oil
Sands

Where are we

1. Shale generated the supply shock
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NAM
Shale

Global supply cost curve
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Where are we

2. Inventories started growing…

Yield Curve, Inventory and Spot Price

22/04/2018 BURGGRABEN HOLDING AGSource: Labyrinth Consulting Services, The Economist Feb 201840

Brent Price-Inventory Relationship: 2014 - today (in US$/bbl)

The historical spot price–inventory relationship, also known as the yield curve, points towards 

Brent between $70-85 in 2018, given inventory is likely to draw further in the coming months!

…(with the corresponding drop in 
prices)…
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Where are we

3. Capex disappeared

Lack of Industry Investment

22/04/2018 BURGGRABEN HOLDING AGSource: Energy Aspects, January 2018 63

The production of oil depletes existing reserves and thus requires constant re-investment to keep global 

supply from declining. But capital expenditures into future projects have collapsed by some 40% worldwide 

since 2014 when oil prices nose-dived from above $100 to below $30/bbl. This will be felt most in the year 

2022 with an absence of some 6 Mb/d of unsanctioned projects.

Global Capex Cuts (2017/2014, in %) Project Cancellation Impact (in Mb/d)

Source: Energy Aspects, January 2018
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Where are we

4. And inventories started going down

Inventory: Days Of Demand Cover Forecast

22/04/2018 BURGGRABEN HOLDING AGSource: Rystad Energy, April 2018 Webinar; Note: above days of demand cover exclude OECD product stocks39

Days Of Demand Cover: OECD Crude Oil Stock (in days)

Rystad Energy forecasts an OECD demand cover at the low end of the 5-year 

averages for 2018, which is a very bullish outlook for oil prices.

2018 
forecast

2015 
actual

Source: Rystad Energy, January 2018
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At the same time, demand continues very strong

Conclusion: five years of high prices

. Excess production: inventories go up, prices go down, no new investment (prices go low enough to attempt to shut some wells 
– February 2016)

. Rebalancing comes through demand growth (1.5%) and depletion (4%), but there is inertia

. The process takes 4-5 years

. Eventually, inventories start going down, and prices up. One or two years later, investment restarts, take 3 to 10 years  

Large Importers of Crude Oil

22/04/2018 BURGGRABEN HOLDING AGSource: IEA, March 2018 20

Importers of Crude Oil (in Mb/d)

While China and India become large net importers of oil, the US – for all the talk of 

energy independence - remains a net importer of some 4 Mb/d.

India is now getting to the curve 
point where demand explodes

Source, EIA
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Oil related companies don’t create much value over the cycle

Obviously, in 
a bad 5-year 
cycle…

…but also in 
cycles with 
excellent 
prices… 

…or over the 
very long time

Quality of Business

V
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Shipping
Salmon 
Farming

E&P Visa
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Yet good timing can yield outstanding results

Our preferred approach: a combination of cycle management and detailed fundamental 
analysis to obtain maximum return while minimizing risk and preserving a value bias.

Oil sands companies were almost unknown in 2002. With high costs and oil prices expected to 
hover around $20, they showed no value. They followed oil all the way to >$100.

Companies leveraged to do projects counting oil at $100 were deemed bankrupt (and priced 
as such) when oil dropped to $26. At oil >$70, they are worth 10 times more
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Back up slides

The Industry Challenge

• Upward of US$450 billion a year of 

upstream oil investment is needed to meet 

demand;

• Without further investment, liquids supply 

would decline steeply;

• Over 80% of new liquids supply needed to 

offset natural decline;

Liquids demand & supply (Mb/d) Exxon Mobil, March 2018

22/04/2018 BURGGRABEN HOLDING AGSource: Exxon Mobil, 2018 27

The IEA assumes 51 Mb/d of production to be in decline. At 6% annual decline, operators around the 

globe need to replace around 3.1 Mb/d with new projects each year just to stay still. Exxon Mobil 

assumes that this requires around $450 billion of replacement investment each year.

51 Mb/d
of global supply is 

assumed to be in 

decline by the 

IEA in 2017! 
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Back up slides

The Industry Challenge (continued)

22/04/2018 BURGGRABEN HOLDING AGSource: IEA, March 2018; Note: The North Sea (Norway, UK, Denmark) currently produce about 3 Mb/d of liquids (not including gas) 28

Worldwide Base Decline from Ageing Oil Fields (in Mb/d)

Again, in this decade the industry needed to replace one “North Sea” each year to 

keep production stable as ageing oil fields lost more than 3 Mb/d per year.
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Back up slides

Long-term: The Demand S-Curve

22/04/2018 BURGGRABEN HOLDING AGSource: Chevron March 2018, BGH analysis, Bloomberg, BP Statistical Review; Note: mmbtu = million British thermal units48

As more people’s income increases and they gain access to personal mobility, electricity and appliances, energy 

demand increases. This is also called the «Demand S-Curve». China and India have both reached a level of real per-

capita GDP of between $3,000 and $10,000 which makes them consume more crude oil per person each year. 

Demand S-Curve
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Back up slides

Long-term: Peak Demand?

22/04/2018 BURGGRABEN HOLDING AGSource: BP Energy Outlook 201649

Growth and mix of global car fleet for different scenarios 

The impact of Electric Vehicles (“EVs”) on oil consumption needs perspective: even at sky-high 

penetration by 2035 of 450 million (IEA 450 scenario) they would only make up 25% of the 

global fleet. 
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Back up slides

Accelerating Decline Rates

22/04/2018 BURGGRABEN HOLDING AGSource: Energy Aspects, March 2018 64

Brazilian liquids production (y/y change, Mb/d)

Outside the US, Brazil is expected to be the largest region of supply growth going forward. However, in Q4 2017 

accelerating decline rates and longer maintenance periods call into question Brazil’s ability to deliver on its promise. 

As importantly, accelerating decline rates in key offshore regions such as Brazil, the North Sea or Angola became visible 

in Q4 2017 and could be a harbinger of more “consensus disappointment”.

Selected base decline rate (Q4, in %)

1 to 3 Mb/d…
…of net production 

growth in Brazil 

expected from 

2018 until 2022.
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Back up slides

Legacy Project Pipeline Drying Up Quickly

22/04/2018 BURGGRABEN HOLDING AGSource: Energy Aspects, January 2018; Project addition excluding North American shale growth; Note: Mb/d = million barrels / day65

Meanwhile, the legacy pipeline of new projects coming onstream outside North America from the era of 

$100 a barrel is drying up quickly, pointing towards a huge imbalance already in 2019. Thus, barring an 

economic downturn, by early in the next decade the world economy will need but lack new oil production 

from longer-cycle conventional projects cancelled or delayed since the 2014 bust.

Existing Upstream Capacity Additions (Mb/d) Refining Capacity Additions (Mb/d)


