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Supply tight but major not spending  
 
SINGAPORE | OIL AND GAS | UPDATE 

 Oil prices rallied in the recent consecutive three quarters   
 The resumption of elevated output is confronting to several limits 
 Offshore drilling activities are recovering but day rates are soft  
 Oil market is embracing higher volatilities 
 
Oil prices rallied in the recent consecutive three quarters   
In 1H18, both of the WTI and Brent crude oil prices were riding on the tailwind of shrinking 
inventories, and Brent hit a more than 3-year highs of US$80/bbl in Jun-18. According to US 
Energy Information Administration (EIA) Short-term Energy Outlook in Jun-18, the excess 
US crude inventory has been depleting over the past three quarters, see Figure 2, 
indicating the supply glut had been gradually diminishing since Jul-17. Another positive is 
during the recovery period, oil market turned from contango to backwardation (current oil 
supply level is lower than expected). A reflection that spot demand is strong. The status will 
probably persist as stockpiles are moving downward, as shown in Figure 4. Meanwhile, EIA 
forecasted supply-demand dynamic will remain at a relatively balanced level in the next 
three quarters. Therefore, we believe oil prices will be supported at above US$70/bbl. 
 
The resumption of elevated output is confronting to several limits 
With the increased likelihood of sanctions on Iran, the global oil market is under the 
pressure of future supply shortfall. As of May-18, Iran’s production was 3.8mn bbl/d. 
Meanwhile, US has urged Saudi Arabia to increase output by 2mn bbl/d. This will be 
challenging as Saudi Arabia mentioned this spare capacity is expensive to turn on. See 
Figure 5, the OPEC capacity was below 3mn bbl/d as of May-18, indicating that there is 
little room for OPEC to pump more oil on a larger scale. For the US, it had been increasing 
production, reaching a new record of 10.9mn bbl/d as of Jun-18, as shown in Figure 6. 
However, the production could encounter bottlenecks such as a in pipeline capacity, 
obsolete infrastructure and lack of workforce. Hence, US production growth may slow 
down in the near term. In a nutshell, the resumption of lifting global oil supply could be 
outstripped by the stronger demand. 
 
Offshore drilling activities are recovering but day rates are soft  
Offshore drilling and production activity is bottoming out in 1H18. The average utilization 
rate of the facilities climbed back to 60%+ by Jun-18, shown in Figure 7 &8. However, day 
rates were still on the downtrend, and those operators subject to higher operating costs 
barely benefited from the market turnaround. We are encouraged that major oil players 
are reporting strong earnings since 4Q14, see Figure 9. But they were still cautious and 
prudent on the oil market outlook since the expected capex in 2018 is just slightly higher 
than that in 2016, shown in Figure 10. 
  
Oil market is embracing higher volatilities 
In the near term, we believe oil prices will fluctuate widely. On the one hand, the market 
will continue to price in geopolitical risks such as trade war tensions and output disputes. 
On the other hand, the proceeding of the Fed rate hike cycle and shrinkage of balance 
sheets in major central banks could slow the recovery of the global economy. Oil market is 
filled with much more noises moving forward.  
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 Sector charts  

Figure 1: Crude oil price more than 3-year high                                      Figure 2: World liquid fuels supply is returning 

             

Source: Bloomberg, PSR                                                                                                                   Source: STEO June, EIA                                                                                                      

 

Figure 3: Backwardation since Jul-17                                                          Figure 4: Weekly US crude oil stockpile is trending down  

        
Source: Bloomberg, PSR                                                                                                          Source: Bloomberg, PSR                                                                                                                  

 
Figure 5: OPEC spare capacity is tight                                                           Figure 6: Increasing US crude oil production 

         
Source: Bloomberg, PSR                                                                                                             Source: Bloomberg, PSR 
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Figure 7: Improving utilisation but depressed day rate                           Figure 8: Positive recovery of rig count and utilisation rate   

            
Source: Bloomberg, PSR                                                                                                              Source: Bloomberg, PSR                                                                                                                  
 
 
 

Figure 9: Turnaround of EBIT of oil majors                                               Figure 10: Capex of global integrated oil companies bottoms out 

              
 Source: Bloomberg, PSR                                                                                                                Source: Bloomberg, PSR 
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Important Information  

This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under the 
Financial Advisers Act, Chapter 110 in Singapore.  

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may 
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in part, 
for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.  

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from public 
sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or implied 
that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this report is 
subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to supply any 
corrections, updates or releases in connection therewith.  

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time without 
prior notice. Past performance of any product referred to in this report is not indicative of future results.  

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as 
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available 
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate for 
the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all 
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent 
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be 
considered to be a disclosure of all risks or a complete discussion of such risks.  

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this 
report should take into account existing public information, including any registered prospectus in respect of such product.  

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but 
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities. 
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and may 
have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip Securities 
Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or investment 
services to such companies and investments or related investments, as may be mentioned in this report.  

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons 
involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options, purchase 
or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing. 
Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars and 
Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the 
investment.  

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, 
directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise hold an 
interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly, information may 
be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, 
employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons associated with or 
connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may, to the 
extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or persons associated 
with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of this report, may have 
issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.  

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where 
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any 
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.  

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any 
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a 
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the specific 
investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.  

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities 
Research may determine in its absolute discretion. 
 
IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES 
Where the report contains research analyses or reports from a foreign research house, please note: 

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North Bridge 
Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection with, the 
analyses or reports; and 

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, 
expert investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports. 

 
 


