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ENERGY COMPLEX 

Overview 

In the month of June crude oil prices plunged 

sharply lower as the global supply glut and bounce 

back in dollar index kept the prices downbeat. But 

prices witnessed some recovery from lower levels 

during last week of the month. In the month of June 

it managed to hover in range of $42.05-49.17 in 

NYMEX and 2832-3175 in MCX. Crude oil has been 

under pressure as global crude glut has persisted 

despite OPEC-led output cuts. Crude has dropped 

around 20 percent since late February; erasing gains 

after OPEC and other countries agreed to cut crude 

output 1.8 million barrels per day (bpd) for the first 

six months of 2017. Oil stocks in Europe's 

Amsterdam-Rotterdam-Antwerp hub hit 64.2 

million barrels in the week to June 16, the highest in 

a year, and some 24 percent above the January low. 

Recently, the Organization of the Petroleum 

Exporting Countries and other producers extended 

the output cut deal for nine months. But the global 

crude glut has persisted, with output rising in Libya 

and Nigeria. Crude output is still increasing in the 

United States, where some shale producers can 

profit even if oil prices drop below $40 a barrel

Outlook

Crude oil futures are expected to trade on sideways 

path in the month of July. Overall crude oil can 

move in range of 2750-3400 in the month of 

July. Global oil supplies remain ample despite 

output cuts of 1.8 million bpd by the Organization of 

the Petroleum Exporting Countries and other 

producers since January. Meanwhile weaker U.S. 

dollar can also provide support to the crude oil 

prices. OPEC has exempted Nigeria and Libya from 

the curbs, leaving them free to ramp up output 

following local unrest, with Libyan oil production 

nearing 1 million bpd. Inventory data was not very 

supportive as crude oil inventories increased by 0.1 

million barrels while gasoline inventories decreased by 

just 0.9 million barrels. Gasoline demand also 

disappointed as product supplied averaged 9.5 mbpd, 

down by 2.4%. Libyan oil production is also fluctuating 

between 950,000 bpd which will cap upside.

Relationship between oil rig count and oil 

prices

In the last ten years, the peaks and bottoms in oil prices 

were succeeded by the highs and lows in US oil rig count 

with a usual space of 3–6 months. In such an instance in 

December 2008, US crude oil active futures recorded a 

multiyear low. Afer about five and a half months, the US 

oil rig count also fell to a multiyear low. Again in 

February 2016, oil prices made a new 12-year low. 

Consequently, the US crude oil rig count fell to a 

multiyear low of 316 in the week ended May 27, 2016. 

Since its multiyear low closing price in February 2016 to 

date, US crude oil active futures rose 68.8%.

U.S. oil rig count 

Last week first decline in the number of active U.S. oil 

rigs in 24 weeks was witnessed on fed expectations for 

further reductions in crude production. Data Friday 

from Baker Hughes   showed that the number of active 

U.S. rigs drilling for oil declined by two to 756 rigs this 

week. That marked only the second time the weekly oil-

rig count fell this year. Oil-rig numbers had climbed for 

23 weeks in a row.
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Rise in Oil production

US oil production continues to edge up and is likely 

to surpass its peak later this year as oil rigs are back 

near April 2015 levels. On the whole, we believe that 

rising US output and elevated global inventories will 

continue to cap prices and markets will require 

credible evidence of rebalancing to find a 

sustainable floor for oil prices.

Brent WTI Spread

Analysis: Brent WTI crude oil spread can hover in 

range of $2-3.2 in the month of July.

Some key points from EIA estimates

EIA now forecasts OPEC crude oil production to 

average 32.3 million b/d in 2017 and 32.8

million b/d in 2018, about 0.2 million b/d and 0.4 

million b/d, respectively, lower than previously 

forecast. With lower forecast OPEC production, EIA 

expects global oil inventories to decline by an 

average of almost 0.2 million b/d in 2017. The 

largest draws are expected during the third quarter 

of 2017, when global oil inventories are forecast to 

fall by an average of 0.4 million b/d.

The expectation of supply growth in 2018 could 

contribute to oil price weakness in late 2017 and 

early 2018. The current forecast assumes OPEC’s 

cuts are extended beyond next March, but that non-

compliance, which begins to grow in late-2017, 

increases somewhat in the second half of 2018. Without 

a further extension of the OPEC agreement, EIA would 

expect larger inventory builds in 2018 than are included 

in this forecast.

EIA expects that supply growth from the United States, 

Brazil, and OPEC in 2018 will contribute to global oil 

inventories increasing by 0.1 million b/d in 2018, with 

the largest builds expected in the second quarter of 

2018. The possibility of a return to modest oversupply in 

global oil markets contributes to the Brent spot price 

forecast averaging $56/b in 2018, $1/b lower than in the 

May. However, some upward price pressures could 

emerge in the second half of 2018

EIA forecasts U.S. crude oil production to average 9.3 

million b/d in 2017 and 10.0 million b/d in 2018. 

Growth in U.S. production has been the largest 

contributor to the 0.8 million b/d of non- OPEC liquids 

supply growth from January through May 2017. 

Continued increases in drilling activity in U.S. shale 

basins, particularly a recent resumption in production 

growth from the Eagle Ford region in Texas, support 

production growth throughout the forecast.

Crude oil may trade on volatile path on mixed 

f u n d a m e n t a l s .  G l o b a l  m a c r o e c o n o m i c 

numbers along with weekly inventory data in US 

will also affect the overall sentiments.

Range 

Crude Oil

MCX  Rs 2750-3400 per barrel

NYMEX $41-52 per barrel

Source: Reuters
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Natural Gas

Overview

Natural gas moved on volatile path in the month of 

June on mixed fundamentals. Overall it traded in 

range of $3.10-3.50 in NYMEX and 184.30-202.50 

in MCX in the month of June. 

Gas use typically hits a seasonal low with spring's 

mild temperatures, before warmer weather 

increases demand for gas-fired electricity 

generation to power air conditioning.

Outlook

Natural gas may trade on volatile path as it 

can move in range of 180-220 in the month of 

July. 

According to a recent three-month outlook from the 

National Weather Service gas demand from 

generators is expected to average just 30.1 Bcf/d 

from June through September. According to 

natgasweather.com, overall natural gas demand 

will be moderate; however, demand will increase 

further in near term.

Natural gas prices have closely tracked weather 

forecasts in recent weeks, as traders try to gauge the 

impact of shifting outlooks on summer heating 

demand. Gas use typically hits a seasonal low with 

spring's mild temperatures, before warmer weather 

increases demand for gas-fired electricity 

generation to power air conditioning. Nearly 50% of 

all U.S. households use gas for heating. Total 

natural gas in storage currently stands at 2.770 

trillion cubic feet, according to the U.S. Energy 

Information Administration, 10.4% lower than 

levels at this time a year ago but 7.4% above the five-

year average for this time of year.

Upcoming forecast of Weather

The catalyst behind the rally is a change in the 

weather forecasting models. Temperatures are now 

expected to return to the upper 80s to 90s late in the 

week in key demand areas in the southern and 

eastern United States. Furthermore, the longer-

term models are now indicating that the western, 

central and southern U.S. will experience the return 

of warm to hot temperatures through July 9. The 

current rally is as good as the weather forecast so 

continue to look for strength as long as the move 

remains underpinned by the return of warm to hot 

temperatures.

EIA estimates of Natural gas

Capital expenditures for 22 U.S. natural gas 

producers increased year-over-year in the first

quarter of 2017 after almost two years of annual 

declines. With natural gas prices projected to rise by 

the fourth quarter of 2017, producers are 

continuing to add drilling rigs. For the week ending 

June 2, natural gas-directed drilling rig count was 

100 rigs higher than this time last year. Increases in 

rig counts and drilling efficiencies are contributing 

to EIA’s forecast of dry natural gas production 

rising to an average of 76.6 Bcf/d in 2018, up from 

an expected 73.3 Bcf/d in 2017.

Natural gas may trade on volatile path in the 

month of July as rig count data along with 

weather conditions in US and inventory data 

is likely to give further direction to the 

prices.
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Natural gas        

NYMEX  $2.90- $3.40 per mmBtu

MCX Rs 180-220 per mmBtu 
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