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Important notice

The following market benchmarking exercise has been performed as of 30 June 
2016. 

Due care should be taken when using our conclusions and the market data points as 
some of our data points are more dated than others (i.e. data points spread between 
the beginning of June 2016 and beginning of July 2016). Given the rapidly evolving 
views by market participants, certain views can become quickly outdated.

Our market benchmarking data and conclusions should thus not be applied 
mechanistically. Instead, careful consideration should be given to the purpose of the 
valuation and to the price forecasts and sensitivity analysis used.
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Brent Oil – Market commentary 
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Brent Oil – increased volatility and downward revisions in 
forecasts to be more aligned with the futures curve

Price performance

Brent oil prices fell by 66% from $112/bbl in 30th June 2014 to $38/bbl as of 31st December 
2015. Since then, 2016 has witnessed a recovery of the oil price of c.31% to 30 June 2016, 
albeit with increased volatility over the period, including an easing off of prices.

As measured by the annualised standard deviation (rolling 10 day average), we estimate that 
the volatility in oil price returns has increased significantly from 21% in the 6 months ended 
31 Dec 2014 and 36% during 2015 to c.39% in the 6 months ended 30 June 2016.

Market expectations

Although the oil price has recovered somewhat over the past 6 months, given the continued 
uncertainty (given the large range of long term broker views) and volatility around future 
pricing and market drivers (refer to subsequent slides), we have observed market participants 
extending out their views on the Brent oil price recovery and revising their medium and long-
term expectations downwards. 

According to Consensus Economics forecasts and the futures curve as at June 2016 versus 
December 2015, the market now expects Brent oil prices to be c.$5-$8/bbl lower in each of 
the years between 2017 and 2018. In the longer-term (e.g. 2019 and 2020), consensus 
Economics forecasts have fallen by c.$10/bbl.

Brent Oil – Market commentary 
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Source: Capital IQ, PwC analysis
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Brent Oil – fundamental drivers of price declines in 2014 and 
2015

Key drivers – 18 months to 31 December 2015

During 2014 and 2015, the Brent Oil price declined by up to c.66%, with increased volatility. 
The market was oversupplied against weak demand which led to oil forecasts being revised 
downward by market participants:

• Trends in supply: US crude production increased by 1.2 mb/d during 2014 and remained 
strong in 2015 due to increased efficiency of US shale producers (refer to the graph 
opposite). In addition, the increase in supply was attributed to faster than expected 
recovery of Libyan oil production in September 2014 and markets such as Russia 
experiencing record production levels, whilst OPEC remaining committed to producing at 
least 30 mb/d.

• Trends in demand: Future expectations of global oil demand were revised downwards on 
many occasions in 2014 and 2015 as global economic growth in Europe and Emerging 
Markets disappointed.

• “China shock”: The extent of China’s economic slowdown and manufacturing contraction 
took the market by surprise in 2015, with China’s growth rate slowing to a six-year low of 
c.6.5%. In April 2015, China surpassed the US as the largest importer of oil in the world 
with imports of c.7.4 mb/d. As such, the slowdown in the Chinese economy had a material 
impact on long-term demand expectations.

• Changes in OPEC objectives: Many market commentators regarded OPEC’s November 
2014 and December 2015 decisions to maintain production at 30 mb/d as pivotal in 
cementing price declines. Traditionally seen as the ‘swing’ producer with the ability to 
stabilise prices, the decision not to reduce supply to maintain market share contributed to 
a perceived ‘glut’ in oil supply.

• USD appreciation: The US dollar appreciated by c.10% during 2014 and 2015 as 
expectations of a Federal Reserve interest rate hike materialised during the period, 
reflecting the US economy’s relative strength and position in the economic cycle. At the 
same time, emerging market currencies depreciated. As oil is priced in USD, this caused 
the relative purchasing power of oil importers to fall, thus contributing to lower demand 
for oil. 

• The combined effect of the above demand and supply factors led to materially lower short 
and long-term oil forecasts in both 2014 and 2015.

Source: Energy Information Administration
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Brent Oil – Market commentary 



Oil and gas market benchmarking • December 2015 PwC • 6

Brent Oil – fundamental drivers of price rise in H1 2016

Key drivers – YTD June 2016

Brent Oil prices have recovered by 31% during the 6 months to 30 June 2016, hovering at just 
below US$50/bbl, although this has subsequently since weakened. The market has started to 
see a rebalance between the supply and demand for oil products as well as a weakening dollar 
during the first half of 2016: 

• Supply disruption: During the first half of 2016 there was major oil supply disruption due to 
war, economic instability and natural disasters in large oil-producing territories. Within 
OPEC countries, militant action in Nigeria resulted in 800k bbls/d being turned offline, 
civil war in Libya continued to weaken production and the instability of Venezuela’s 
economy caused total production to collapse to around 2.3m bbls/d. In addition, outside of 
OPEC countries, wildfires in Canada reduced shale oil output by 1.2m bbls/d. 

• US crude-oil production expectation: In the US, overproduction is tapering off. According 
to the Energy Information Administration, US crude oil production is forecasted to fall 
from 9.4m bbls/d to 8.2m bbls/d by 2017. As a result of the fall in the oil price over the past 
2 years, companies have been cutting production costs, which has lead to an overall 
decrease in production. In addition, investment into new drilling sites has begun to dry up. 
This has led to a decrease in the overall number of drilling sites in the US as well as a 
reduction in the number of old wells being replaced or maintained.

• OPEC output expectation: OPEC did not manage to set a ceiling for its production in the 
June 2016 meeting. Nonetheless, Saudi’s new Energy Minister Khalid al-Falih instead 
promised the Kingdom would not flood the market with extra oil. His remarks suggested a 
softening of the Kingdom’s previous stance, where it pumped more oil into the market to 
defend its market share. In addition, there were no signs that other member countries 
wanted to boost output steeply.

• Foreign currency movements: The US dollar depreciated against both the Euro (which has 
since weakened after the EU Referendum) and Australian Dollar in the first half of 2016 
due to a more cautious approach adopted by the Federal Reserve to keep interest rates 
steady. As oil is priced in USD, this has caused the relative purchasing power of oil 
importers to rise, thus contributing to a higher demand for oil. 

-0.8 -0.4 0.0 0.4 0.8 1.2 1.6 2.0 2.4 2.8 3.2

Source: IEA Oil Market Report June 2016; EIA; PwC analysis
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Brent Oil – what else has changed in 2016?

Risks to oil price - YTD June 2016

• Macro-economic environment: Global economic growth is forecasted to slow slightly 
from 2.6% in 2015 to 2.3% in 2016, in particular, China’s economy is expected to decline 
to 6.5% in 2016. China’s transformation continues to be a major force in shaping the 
global economy, and hence the demand for oil, as it rebalances from exports and public 
investment to consumption, and from manufacturing to services. In addition, the 
Eurozone is forecasted to decline further in 2017 with Brexit likely having a negative 
impact on growth. 

• “BREXIT”: On the 23 June 2016, the UK held the European Union Referendum to decide 
if the UK should remain in the EU. The decision of the referendum was to leave the EU. 
The impact of the vote sent shockwaves through both the UK and European markets, with 
the FTSE 100 and the DAX dropping by c.6% and c.10% respectively over the following 4 
days after the referendum. The oil & gas market saw a similar trend with the oil price 
dropping by c.8.0% to under $48/bbl over the same timeframe. 

Since then, both the markets and the oil price have rallied to return to levels seen before 
the referendum with a more recent easing off. However, there is still much uncertainty 
over how the referendum will impact both the UK/European economy and the oil & gas 
industry. It is expected that it will take up to 2 years for the UK to exit from the EU and 
possibly longer to agree post-exit arrangements. Therefore during this period, it is like 
that there will be greater volatility in the capital and commodity markets and fluctuations 
in both foreign exchange and interest rates, which could have knock-on effects on the 
demand for oil and its price.

However, given the global nature of the sector the impact of the referendum is likely to be 
limited and broader supply and demand dynamics will impact the oil price more 
significantly.

0

1

2

3

4

5

6

7

8

ChinaEurozoneUSWorld

%

Selected GDP Forecast 2014 - 2019 

201920182017201620152014

Difference in share price evolution Pre / Post Brexit

-15% -10% -5% 0% 5% 10% 15%

Premier

Tullow

Amec

Petrofac

Wood group

Cairn Energy

Shell

BP

Change as of 28/06/16 Change as of 30/06/16

More global portfolios may 
suggest these companies are 
better diversified to navigated 
Brexit turbulence

Source: Bloomberg, PwC Analysis

Source: Oxford Economics; Strategy& research

Brent Oil – Market commentary 



Oil and gas market benchmarking • December 2015 PwC • 8

Brent Oil – longer-term considerations

Long-term considerations

Recent spot prices for oil at the c.$45/bbl level are considered to be unsustainable in the 
longer-term, when compared to the marginal cost of production. The graph on the right shows 
the approximate marginal cost curve for oil by region of production. The figure suggests that 
more than half of current production is unprofitable at current prices which will likely result in 
a cut-back in future supply.

Key factors to consider

The outlook for future oil prices will depend on the following demand and supply 
considerations which could cause price expectations to increase: 

• The resilience of US shale oil production to the current low pricing environment

• Spillover effects of conflicts in the Middle East affecting key supply routes

• Increase in geo-political risk due to the escalating conflict between Iran and Saudi Arabia

• Potential change in Russian output following negotiations with OPEC/non-OPEC members

• Current account/fiscal position of OPEC countries

• A faster than expected recovery in emerging market growth, specifically demand from 
China and India

• A faster than expected recovery in developed market growth, specifically Europe and USA

• The outlook for the US dollar versus currencies of key importing nations

• The introduction of new technologies and approaches (e.g. hydraulic fracturing, enhanced 
oil recovery techniques etc.) 

• The impact of the EU Referendum on supply and demand forecasts 

Note: Unless otherwise indicated, all material in figures and tables derives from IEA data and 
analysis. “Other conventional oil” includes deepwater. No carbon pricing included. Synfuel 
resources are difficult to assess due to competition with other natural gas and coal uses. Biofuels 
are renewable and, in theory, not resource constrained

Source: IEA Resources to Reserves 2013 

Long Term Oil Supply Cost Curve 2013 IEA Update

Is the Brent oil price flatlining?

Whilst we have observed an improvement in the spot oil price over the past 6 months 
(with a more recent easing off), market participants have continued to revise their 
medium and longer term forecasts downwards. This has resulted in greater 
convergence between the Brent oil price compared to the futures curve (noting that it 
is more illiquid in the longer term).

However, we feel it is too premature to assume that the forecasted Brent oil price is 
flatlining. Increasing economic uncertainty and a continued rebalance of supply and 
demand metrics will continue to drive an increasingly volatile commodity. The 
abovementioned factors indicate that there is likely to be a recovery in the Brent oil 
price (rather than a flatlining of the longer term price), albeit ‘lower and longer’ than 
was initially expected. It will be an interesting year ahead. 

Brent Oil – Market commentary 
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Brent Oil benchmarking
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Broker and consultant Brent oil price forecasts 
(30 June 2016)

Brent Oil benchmarking

Source: Various broker reports, Capital IQ

Benchmarking using broker/consultant forecasts

• We have collated 12 recent Brent crude oil price forecasts of a group of brokers and 
consultants. 

• The graph on the right illustrates the low, median, high and inter-quartile views against 
the Capital IQ Brent Crude (ICE) futures curve and the average Consensus Economics 
view as at 30 June 2016. The values shown are in nominal terms. 

• Market participant forecasts are generally higher than the liquid period of the futures 
curve in the long term (2018+).

• We have observed the long term consultant forecasts (which were later dated and after 
the EU Referendum) tended to be higher than the broker forecasts by up to $2/bbl by 
2022.
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Broker and consultant Brent oil price forecasts 
(30 June 2016)

Brent Oil benchmarking

Broker /Source Date 2016 2017 2018 2019 2020 2021 2022

Macquarie 22/06/2016 45 61 68 n/a n/a n/a n/a

Morgan Stanley 13/06/2016 46 52 67 80 82 83 85

JP Morgan 03/06/2016 45 55 56 n/a n/a n/a n/a

Deutsche Bank 17/06/2016 43 55 70 70 71 73 74

ING 15/06/2016 40 41 46 n/a n/a n/a n/a

Evercore 23/06/2016 40 50 51 n/a n/a n/a n/a

Credit Suisse 14/06/2016 36 54 68 68 70 71 73

Societe Generale 10/06/2016 50 56 65 70 75 77 78

Oxford Economics (Consultants) 04/07/2016 43 50 52 59 68 75 79

GLJ (Consultants) 01/07/2016 47 57 61 66 70 74 78

McDaniel (Consultants) 01/07/2016 45 55 61 67 72 76 80

Sproule (Consultants) 30/06/2016 46 60 70 80 81 82 84

High 50 61 70 80 82 83 85

Low 36 41 46 59 68 71 73

Average 44 54 61 70 74 76 79

Median 45 55 63 69 71 75 78

Consensus Economics

Moody's Analytics 20/06/2016 53 59 64 69 73 81 n/a

Econ Intelligence Unit 20/06/2016 45 56 68 63 62 n/a n/a

UBS 20/06/2016 48 55 67 72 75 n/a 65

Euromonitor International 20/06/2016 46 54 55 56 57 n/a n/a

GKI Research 20/06/2016 44 54 57 60 63 65 63

Investec 20/06/2016 44 52 55 55 55 55 49

Australia Dept of Industry 20/06/2016 49 52 54 60 64 n/a n/a

Liberum Capital 20/06/2016 45 54 53 55 55 n/a n/a

Commonwealth Bank 20/06/2016 45 52 54 48 53 63 57

Banco de Credito del Peru 20/06/2016 40 50 48 53 53 60 n/a

Average (market views including Consensus Economics) 45 54 59 64 67 72 72

CapIQ Forward curve 30/06/2016 52 55 57 59 60 61 63
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WTI benchmarking
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Broker and third party WTI oil price forecasts 
(30 June 2016)

WTI benchmarking

Benchmarking using market participant forecasts

• We have collated 9 recent WTI oil price forecasts of a group of brokers and consultants.

• The graph on the right illustrates the low, median, high and inter-quartile views against 
the Capital IQ WTI Oil (ICE) futures curve and average Consensus Economics views as at 
30 June 2016. The values shown are in nominal terms. 

• Market participant forecasts are generally higher than the liquid period of the futures 
curve in the long term (2018+).

• We have observed the long term consultant forecasts (which were later dated and after 
the EU Referendum) tended to be higher than the broker forecasts by up to $8/bbl by 
2022.

Source: Various broker forecasts, Capital IQ
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Broker and consultant WTI forecasts 
(30 June 2016)

WTI benchmarking

Broker /Source Date 2016 2017 2018 2019 2020 2021 2022

Deutsche Bank 17/06/2016 41 52 65 65 66 68 69

ING 16/06/2016 40 41 46 n/a n/a n/a n/a

Macquarie 22/06/2016 42 56 62 63 64 66 67

Morgan Stanley 13/06/2016 45 51 64 77 79 80 82

UBS 27/06/2016 40 52 67 72 75 74 66

National 29/06/2016 45 51 52 n/a n/a n/a n/a

GLJ (Consultants) 01/07/2016 45 55 58 63 67 71 75

McDaniel (Consultants) 01/07/2016 45 54 60 66 70 75 79

Sproule (Consultants) 30/06/2016 45 60 70 80 81 82 84

High 51 60 70 80 81 82 84

Low 40 41 46 56 57 66 66

Average 44 53 60 67 69 73 74

Median 45 52 60 65 67 73 72

Consensus Economics 20/06/2016 45 52 58 60 62 67 69

CapIQ Forward curve 30/06/2016 51 54 55 56 57 58 59
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Henry Hub benchmarking
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Broker and third party Henry Hub gas price forecasts 
(30 June 2016)

Henry Hub benchmarking

Benchmarking using market participant forecasts

• We have collated 11 recent Henry Hub gas price forecasts of a group of brokers and 
consultants.

• The graph on the right illustrates the low, median, high and inter-quartile views against 
the Capital IQ Henry Hub (NYMEX) futures curve and average Consensus Economics 
views as at 30 June 2016. The values shown are in nominal terms. 

• Market participant forecasts are generally higher than the liquid period of the futures 
curve in the long term (2018+).

Source:  Various broker forecasts, Capital IQ
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Broker and consultant Henry Hub price forecasts 
(30 June 2016)

Henry Hub benchmarking

Broker /Source Date 2016 2017 2018 2019 2020 2021 2022

Deutsche Bank 17/06/2016 2.25 2.75 3.30 3.30 3.37 3.43 3.50

ING 16/06/2016 2.03 2.13 2.33 n/a n/a n/a n/a

Morgan Stanley 13/06/2016 2.50 3.00 3.40 3.75 3.83 3.90 3.98

TD Securities 30/06/2016 2.45 3.25 3.25 3.50 3.57 3.64 3.72

Societe Generale 09/06/2016 2.57 3.49 3.49 3.49 3.49 3.56 3.63

UBS 01/07/2016 3.11 3.18 3.01 3.00 3.50 3.57 3.64

BMO 30/06/2016 2.56 3.25 3.25 3.25 3.50 3.64 3.72

Wells Fargo 29/06/2016 3.14 3.14 3.01 2.99 3.04 3.17 3.34

Sproule (consultants) 01/07/2016 2.43 3.00 3.50 4.00 4.25 4.31 4.38

McDaniel (consultants) 01/07/2016 2.53 3.05 3.15 3.45 3.65 3.85 4.10

GLJ (consultants) 01/07/2016 2.56 3.20 3.20 3.40 3.33 3.44 3.55

High 3.14 3.49 3.50 4.00 4.25 4.31 4.38

Low 2.03 2.13 2.33 2.99 3.04 3.17 3.34

Average 2.56 3.04 3.17 3.41 3.55 3.65 3.76

Median 2.53 3.14 3.25 3.43 3.50 3.61 3.68

Consensus Economics 20/06/2016 2.46 2.91 3.03 3.12 3.16 3.42 3.49

CapIQ Futures curve 30/06/2016 2.97 3.14 3.00 2.99 3.05 3.11 3.17
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