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The current slump in oil prices is 
often portrayed as a straight 
fight between Saudi Arabia and 
the North American shale 
drillers but the real picture is 
more complicated. 

http://www.economist.com/news/leaders/21635472-economics-oil-have-changed-some-businesses-will-go-bust-market-will-be
http://www.economist.com/news/leaders/21635472-economics-oil-have-changed-some-businesses-will-go-bust-market-will-be
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Saudi driving the oil prices down is  not the reason 
for  the oil price decline but a consequence of :

• Demand growth model  being challenged due to 
increase cost of production & wages stagnation

• Massive capital misallocation due to Q.E & 
Chinese stimulus :

• ZIRP provided cheap financing to Shale 
Industry

• Investors chasing high returns invested  in 
Junk Energy Bonds giving returns     which A 
rated instruments  gave only few years ago.

• Geopolitical volcano remains  mainly dormant

• Currency War – Dollar  Power

http://www.garybarker.co.uk/opec-saudi-oil-fracking-al-naimi-cartoon.html
http://www.garybarker.co.uk/opec-saudi-oil-fracking-al-naimi-cartoon.html
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http://science.howstuffworks.com/environmental/earth/oceanography/wave-energy3.htm
http://science.howstuffworks.com/environmental/earth/oceanography/wave-energy3.htm
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Wages Stagnation Changed the Oil Price Dynamics

This demand growth view has been challenged lately due to a global 
economic slowdown along with the rise in the cost of production. 

For the listed oil majors while the CAPEX continues to rise the production is 
declining

For the listed oil majors according to Goldman Scahs costs have outpaced 
revenues by 2-3% per year. 

Profitability is down 10-20%. Barclays asserts that Profits have lagged 
because costs are rising faster than revenues. E&P CAPEX per barrel has 
been rising nearly 11% per year. 

Brent oil price has been largely flat. A number of projects have consequently 
been deferred, cancelled or returned for re-evaluation.  



A Collection of Thoughts Presentation

http://gailtheactuary.files.wordpress.com/2014/08/ave-wages-compared-to-us-oil-price-thousands-dec-2013.png
http://gailtheactuary.files.wordpress.com/2014/08/ave-wages-compared-to-us-oil-price-thousands-dec-2013.png
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Breaking Point for Energy Companies – $ Value of Projects at Risk
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http://www.globalresearch.ca/oil-and-gas-geopolitics-why-the-eu-has-no-leverage-over-russia-in-the-ukraine-stand-off/5372094
http://www.globalresearch.ca/oil-and-gas-geopolitics-why-the-eu-has-no-leverage-over-russia-in-the-ukraine-stand-off/5372094
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End of QE in US triggers oil price decline

http://theenergycollective.com/gail-tverberg/2168941/ten-reasons-why-severe-drop-oil-prices-problem
http://theenergycollective.com/gail-tverberg/2168941/ten-reasons-why-severe-drop-oil-prices-problem
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Boom in energy debts due to low interest 

http://www.bloomberg.com/news/2014-09-08/halcon-s-wilson-drills-more-debt-than-oil-in-shale-bet.html
http://www.bloomberg.com/news/2014-09-08/halcon-s-wilson-drills-more-debt-than-oil-in-shale-bet.html
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ZIRP Morphine explodes net debt per barrel

http://www.wsj.com/articles/heard-on-the-street-shales-big-spenders-neednt-fight-the-fed-1407173692
http://www.wsj.com/articles/heard-on-the-street-shales-big-spenders-neednt-fight-the-fed-1407173692
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Lower oil price increases the credit risk for shale 
energy companies

http://www.zerohedge.com/sites/default/files/images/user3303/imageroot/2015/01/20150108_res1.jpg
http://www.zerohedge.com/sites/default/files/images/user3303/imageroot/2015/01/20150108_res1.jpg
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Lower oil price increases the  credit risk  and  raises the 
cost of financing for shale energy companies

http://blog.jpmorganinstitutional.com/2015/01/energy-sector-high-yield-bond-market/
http://blog.jpmorganinstitutional.com/2015/01/energy-sector-high-yield-bond-market/
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Worsening Total Debts / EBITDA– How long can it last ? 



A Collection of Thoughts Presentation

Lower oil price & rising finance cost impacting production 
growth

http://www.zerohedge.com/sites/default/files/images/user3303/imageroot/2015/01/20150116_drill1.jpg
http://www.zerohedge.com/sites/default/files/images/user3303/imageroot/2015/01/20150116_drill1.jpg
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http://www.zerohedge.com/sites/default/files/images/user5/imageroot/2015/01/rig count.jpg
http://www.zerohedge.com/sites/default/files/images/user5/imageroot/2015/01/rig count.jpg
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http://www.zerohedge.com/sites/default/files/images/user3303/imageroot/2015/01/20150115_jobs.jpg
http://www.zerohedge.com/sites/default/files/images/user3303/imageroot/2015/01/20150115_jobs.jpg
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http://www.zerohedge.com/sites/default/files/images/user3303/imageroot/2015/01/20150112_shalewar.jpg
http://www.zerohedge.com/sites/default/files/images/user3303/imageroot/2015/01/20150112_shalewar.jpg
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1. U.S. oil rig count is projected to decline by  15% in the first quarter of 2015 alone. And when 
there are less rigs operating, less workers are needed.

2. Only Last week, 55 more rigs  were shut down. That was the largest single week decline in the 
United States in 24 years.

3. Oilfield services provider Baker Hughes has announced that it plans to lay off  7000 jobs
4. Schlumberger, a big player in the energy industry, has announced plans to get rid of 9000 

workers
5. Suncor Energy is eliminating 1000 jobs from their oil projects up in Canada.
6. Halliburton’s energy industry operations have slowed down dramatically, so they gave pink 

slips to 1000 employees last month.
7. Diamondback Energy just slashed their capital expenditure budget 40 %t to just $ 450 million
8. Elevation Resources plans to cut their capital expenditure budget from $227 million to $ 100 

million
9. Concho Resources says that it plans to reduce the number of rigs that it is operating from 35 to 

25
10. Tullow Oil has reduced their exploration budget from approximately a billion dollars to about $ 

200 million
11. Henry Resources President Danny Campbell has announced that his company is reducing 

activity by 40%
12. The Federal Reserve Bank of Dallas is projecting that  140,000 related to the energy industry 

will be lost in the state of Texas alone during 2015.

Recent cuts in Oil Industry due to low oil prices
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• “Texas is in danger of a recession”, CNN Money.

• “Texas Could Be Headed for an Oil-Fuelled Recession,” JP Morgan 
Economist 

• “Good Times”  from Texas to North Dakota May Turn Bad on Oil-Price 
Drop”, Bloomberg

• “Low Oil Prices in the New Year are stressing Petro states”, Vice News

• “Top US Oil States Are Taking A Hit From Plunging Crude Prices”, 
Business Insider

USA Economic Stress  – Media Talk
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Do lower energy prices lead to higher Personal  
Consumption. Is this the new mantra after  the QE !

http://www.counterpunch.org/wp-content/dropzone/2015/01/unnamed.png
http://www.counterpunch.org/wp-content/dropzone/2015/01/unnamed.png
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http://www.toledoblade.com/Editorial-Cartoons/2011/06/26/Kirk-Obama-oil-reserve.html
http://www.toledoblade.com/Editorial-Cartoons/2011/06/26/Kirk-Obama-oil-reserve.html


A Collection of Thoughts Presentation

Total tight oil reserves are 10 billion barrels (including condensate). The U.S. consumes 
about 5.5 billion barrels per year, so that's less than 2 years of supply. Almost all of it is 
from two players--the Bakken and Eagle Ford shales.

US shale oil reserves  - How long can they last
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Does it make sense for US to export oil in long run



A Collection of Thoughts Presentation

The U.S. is unlikely to be oil self-sufficient in long run. 
US is likely to continue to import 6 million barrels of oil per day.
U.S. total production appears to be peaking in a few years and imports will increase.
The U.S. is a relatively minor reserve holder in the world.

Reserves Strength
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http://www.thelastgreatstand.com/lgs/2014/03/25/the-petrodollar-wars-105-the-global-currency-of-reserve/
http://www.thelastgreatstand.com/lgs/2014/03/25/the-petrodollar-wars-105-the-global-currency-of-reserve/
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Impact of dollar power cant be more obvious 
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• Oil prices  stress started in 2013 with oil majors cutting 
CAPEX as they were simply not able to pass the high 
cost of production to consumers .

• Q.E and China stimulus  kept the party going for a while.

• Geopolitical volcano remained  mainly dormant

• Currency War strengthened  the dollar.

• Current low prices under the increasing cost of CAPEX 
shall be a deterrent to debts which is vital for future 
growth in oil production

• Population growth and automation requires more fossil 
fuel therefore price will have to rise  to ensure future 
growth in production.

• Shale Oil will act as CAP  and  Saudis will  be the COLLAR 
for the Oil Prices going forward.

http://questgarden.com/72/63/4/090923120618/conclusion.htm
http://questgarden.com/72/63/4/090923120618/conclusion.htm
http://questgarden.com/72/63/4/090923120618/conclusion.htm
http://questgarden.com/72/63/4/090923120618/conclusion.htm

