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Don’t miss the forest for the trees!
 Crude oil prices remain highly volatile due to concerns about global growth and continuing high
production levels by OPEC and non‐OPEC producers.
 While we believe it will take more time for the global oil market to return to equilibrium,
evidence has started to emerge that low oil prices are beginning to impact U.S. oil production.
 On a day‐to‐day basis, oil prices are being whipsawed by U.S. data that show occasionally larger
than expected increases in oil inventories. Unfortunately, the market appears to be missing the
forest for the trees as overall U.S. oil inventories are now trending lower after peaking in April
(Exhibit 1).
 Low oil prices have resulted in a dramatic drop in capital spending by oil producers that is
finally starting to impact overall U.S. oil production, which has declined by almost 400,000
barrels/day since early June (Exhibit 2).
 A decline in refinery utilization coupled with increased oil imports to the U.S. has also
dampened weekly inventory data (Exhibit 3).
 We don’t expect oil prices to recover to mid‐2014 levels in the near‐ or medium‐term, but we
also don’t expect prices to languish for an extended period in the current mid‐US$40s either.
Should current industry trends prevail (i.e. lower spending, lower drilling activity), we believe
oil prices could recover to the US$55‐US$60 range over the next 12 months.
 Investors should review energy holdings within portfolios with an aim of focusing exposure on
high quality companies with low balance sheet leverage as a shallow oil price recovery could
overwhelm producers carrying high levels of debt.
Himalaya Jain, Director, Portfolio Manager
Portfolio Advisory Group, ScotiaMcLeod
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Exhibit 1: U.S. Oil Inventories Remain High, But Have Starter to Decline
Total U.S. Oil Inventories (000s barrels)
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Headlines pointing to high U.S. crude oil
inventories are accurate, but the bigger
picture is that the absolute inventory level
has started to decline and is now 7.2%
below the April peak. Some of the recent
spikes in weekly inventory data can be
attributed to planned and unplanned
refinery outages, namely BP's Whiting
Refinery in Indiana which restarted on
August 25. Meanwhile, YTD U.S. gasoline
demand is running 4.2% higher than the
same period in 2014.
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Exhibit 2: Decline in Drilling Activity Resulting in Lower Production
Total U.S. Oil Production (000s barrels)
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After an expected lag between drilling
activity and production, total U.S. oil
production has finally started to decline.
Since peaking in early June 2015 at 9.61
million barrels/day, U.S. production has
declined to 9.22 million barrels/day as of
Aug 28, a 4% decline. Should this trend
continue, OPEC could eventually achieve
its goal of recapturing market share that
was lost to rapid U.S. production growth.
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30%‐50% declines in capital spending by
North American oil producers has
translated into a 57% reduction in oil
drilling activity since Oct 2014 as low oil
prices deter producers. Drilling activity at
current levels is seen as insufficient to
replace natural declines in production,
suggesting that overall oil production
could moderate further in coming
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Exhibit 3: Refinery Utilization and Imports Also Weighing on Inventories
U.S. Refinery Utilization (%)
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Refinery utilization has dropped 3.3
percentage points in recent weeks as
refineries undergo planned and
unplanned maintenance outages. As
refineries are the primary users of crude
oil, declines in utilization tend to result in
increased inventory levels. With high
gasoline demand and wide refining
margins, refineries try to maintain high
utilization rates.

Recent increase in crude oil imports has
also exasperated short‐term inventory
levels.
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General Disclosures
The ScotiaMcLeod Portfolio Advisory Group prepares this report by aggregating information obtained from various sources as a resource for
ScotiaMcLeod Wealth Advisors and their clients. Information may be obtained from the Equity Research and Fixed Income Research departments
of the Global Banking and Markets division of Scotiabank. Information may be also obtained from the Foreign Exchange Research and Scotia
Economics departments within Scotiabank. In addition to information obtained from members of the Scotiabank group, information may be
obtained from the following third party sources: Standard & Poor’s, Valueline, Morningstar CPMS, Bank Credit Analyst and Bloomberg. The
information and opinions contained in this report have been compiled or arrived at from sources believed reliable but no representation or
warranty, express or implied, is made as to their accuracy or completeness.
While the information provided is believed to be accurate and reliable, neither Scotia Capital Inc., which includes the ScotiaMcLeod Portfolio
Advisory Group, nor any of its affiliates makes any representations or warranties, express or implied, as to the accuracy or completeness of such
information. Neither Scotia Capital Inc. nor its affiliates accepts any liability whatsoever for any direct or consequential loss arising from any use of
this report or its contents.
This report is provided to you for informational purposes only. This report is not intended to provide personal investment advice and it does not
take into account the specific investment objectives, financial situation or particular needs of any specific person. Investors should seek advice
regarding the appropriateness of investing in financial instruments and implementing investment strategies discussed or recommended in this
report and should understand that statements regarding future prospects may not be realized.
Nothing contained in this report is or should be relied upon as a promise or representation as to the future. The pro forma and estimated financial
information contained in this report, if any, is based on certain assumptions and management’s analysis of information available at the time that
this information was prepared, which assumptions and analysis may or may not be correct. There is no representation, warranty or other
assurance that any projections contained in this report will be realized
Opinions, estimates and projections contained in this report are our own as of the date hereof and are subject to change without notice.
Copyright 2012 Scotia GBM Inc. All rights reserved
® Registered trademark of The Bank of Nova Scotia, used by ScotiaMcLeod under license. ScotiaMcLeod is a division of Scotia Capital Inc. Scotia
Capital Inc. is a member of Canadian Investor Protection Fund.
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