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Key Oil Market DevelopmentsKey Oil Market Developments
 Short Term Factors
 Geopolitics 
 Weather, demand elasticities
 Non-Opec’s Recovery
 Opec holding action

 Medium Term Influences
 Non-OECD demand growth and mix
 Opec upstream capacity additions
 New and better refineries



Oil Market Force DiamondOil Market Force Diamond
Geopolitics, Weather

Past, Present and Future

“Demand Destruction”
vs. Price Elasticity

“Peak Oil”
vs. Non-Opec Plateau

“China Thesis”

Q: What’s This Diamond Worth?
A: $55-$65 per barrel



Geopolitics Stay in the ForefrontGeopolitics Stay in the Forefront
 Nigeria

 history is for sporadic not major outages
 this disruption better organized, conditions 

ripe for generalized strife
 Shell’s Bonga helps

 Iran
 leadership less pragmatic, threat could last
 impact on oil market probably slow to come

 Others
Russia, Venezuela, West Africa



Weather: Past, Present & FutureWeather: Past, Present & Future
 Past

Recovering from Katrina and Rita
Mild autumn, late winter

 Present
 Late harsh winter? (beyond Russia, Japan)
 North Sea storms

 Future
 Severe storms again this year?
 Global warming responses



Hurricane ImpactsHurricane Impacts

 Easy part of recovery may be over
 destroyed platforms, processing plants not coming back
 delayed new field start-ups
 rig retrofits

Comparative Hurricane Gas Impact
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Comparative Hurricane Oil Impact
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ShortShort--Term Demand Term Demand 
 “Demand destruction” argument about over
 US rebound part downstream restocking

 hurricane impacts on pipes, plant = downstream stockdraws

 Reconstruction boom likely in 2006, strong economy
 GDP = C + I + G; this year US big help from “G”

 Price-related demand erosion softens non-OECD rise
 removal of price caps/subsidies in developing countries in Asia
 less help from weak dollar

 A few demand wild cards
 unexpectedly late cold Northern Hemisphere weather
 bird flu effects in Asia and elsewhere



OECD a Bit Better, Still SluggishOECD a Bit Better, Still Sluggish



NonNon--OECD Back on the High RoadOECD Back on the High Road



ShortShort--Term Supply Term Supply 
 2005 special factors inhibited supply
 Hurricanes Katrina & Rita plus 5 smaller others
 leaks at offshore fields in No. Sea, Canada, Mars
 fire at Suncor oil sands plant

 2006 non-Opec supply spurt,  last hurrah
Opec capacity additions under way
 Saudi Arabia, Nigeria, Kuwait, Libya, Algeria



The 2006 NonThe 2006 Non--Opec Surge Opec Surge 
 What it is not:
 not a price responses
 not policy driven – by governments or companies
 not the beginning of a trend

 What it is:
 primarily undoing 2004-05 impacts

 hurricanes, North Sea problems & field delays
 bunching up of new field start-ups

 US Gulf, Brazil, West Africa, Caspian (BTC line)
 limiting the Yukos damage in Russia



2006 Bounce, A Last Hurrah?2006 Bounce, A Last Hurrah?



Short Term BalancesShort Term Balances
 Short-term, Q4 looks “oversupplied”
 Oct., Nov. global supply > demand by 1.8 

mil. b/d, 0.8 mil. b/d, respectively 
 Dec. demand still only 0.6 mil. b/d higher

 Still some concerns about Q1 cold snaps
 US market most susceptible, refinery storm 

outages, diesel standards, need for imports
 Europe structurally long gasoline but not 

diesel capacity



2005 Supply2005 Supply--Demand BalancesDemand Balances
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““Observed” Stock ChangesObserved” Stock Changes
 Out of whack with S-D balances
 Q4 ’04 S>D by 0.9 mb/d; no draw
Q1 ’05 S=D with -0.6 mb/d observed 
 Q2 ’05 close; +2.3 mb/d & +2.1 mb/d
 Q3 ’05 S>D by 1.1 mb/d, but only 0.3 mb/d build

 Worse last quarter
 S>D by 0.6 mb/d against 0.8 mb/d draw
 large upward revision in October OECD
 could reverse Nov. build, soften big Dec. draw



2005 Global Stock Changes2005 Global Stock Changes
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2006 Supply2006 Supply--Demand BalancesDemand Balances



Opec’s DilemmaOpec’s Dilemma

 Maintaining long term markets
 Adding sufficient capacity to 

handle chronic geopolitical risks
 Making reserve estimates credible
 Dealing with global quality issues
 Counting the money



Impacts on Oil MarketsImpacts on Oil Markets

 Fickle market, high volatility
 Higher prices with bigger swings
 Likely overreactions both up & down
 Unusual demand-driven sellers’ market
 Changing players, shifting geography
 Resetting priorities for countries and 

companies



The New Sellers’ Markets The New Sellers’ Markets 

 Past dominated by buyers’ markets

 Previous sellers’ markets: ’20s, ’40s, ’70s

 Tended to be brief, unstable

 Current demand-led, emerged gradually 

 Looks more durable

 Supply surge not apt to come to the rescue
 Non-Opec unable

 Opec unwilling



ConclusionsConclusions
 “Peak oil” and “demand destruction” 

are more myth than reality
 Demand erosion and non-Opec plateau 

are real
China thesis has legs
 Seller’s market looks durable
Opec is likely to opt for slower capacity 

growth at higher prices



SUPPLEMENT DETAILS
on

2006 Non-Opec Oil Supply



2006 North American Oil Supply2006 North American Oil Supply

 recovery in US Gulf, return, delayed start-ups new fields

 Canada synthetics, East Coast and in site bitumen growth

 Mexico’s Cantarell struggling



2006 North Sea Oil Supply2006 North Sea Oil Supply

 accelerating decline rates in older fields

 few generally small satellite fields



2006 Other OECD Oil Supply2006 Other OECD Oil Supply

 a few new Northwest Shelf fields not enough to stem Aussie decline



2006 FSU Oil Supply2006 FSU Oil Supply

 increased Russian upstream spending; growth of Rosneft & Russneft 

 filling the Azerbaijan’s BTC pipeline

 better performance at Kazakh’s Karachaganak

 end of gas flaring restriction in Kazakhstan, growing China presence

 undoing Yukos damage in  Russia; Sakhalin 1 start; full-year Sakhalin 2



2006 Non2006 Non--Opec Africa Oil SupplyOpec Africa Oil Supply

 Angola adds BBLT to growth at Kizomba

 Sudan’s delayed pipeline expansion to 500,000 b/d H2 2006

 start of Mauritania’s Chinguetti, expanding Baobab in Cote d’Ivoire

 small gains in Chad and Equatorial Guinea



2006 S. & C. America* Oil Supply2006 S. & C. America* Oil Supply

* Excluding Venezuela* Excluding Venezuela

 Brazil belatedly growing Campos Basin
 Ecuador steal dealing with protest to using new pipeline capacity
 Trinidad’s Angostura consolidating initial plateau
 Colombia, Argentina past their peaks



2006 Asian* Oil Supply2006 Asian* Oil Supply

* excluding Indonesia and OECD Asia (Australia, Japan, New Zealandexcluding Indonesia and OECD Asia (Australia, Japan, New Zealand

 small increases in Thailand, Vietnam, Brunei and Malaysia

 mostly offset by China drop after surprise offshore boost in 2005

 India declines continue



2006 Non2006 Non--Opec Mideast Oil SupplyOpec Mideast Oil Supply

 Oman and Syria seeing accelerating declines

 some help from new fields in Yemen


