Is oil patch influence swinging toward the US?
As OPEC fails to align on production policy, the US
is poised to take a larger role in dictating global
energy supply
July 2016

After five decades of influencing global oil prices, the Organization of the Petroleum Exporting
Countries (OPEC) has lost its ability to act in a coordinated manner, in my view. This sets the
stage for the US to become the world’s “swing producer” — the region that can most easily
loosen or tighten its flow of oil in response to changing global demand.
Let’s take a look at how the industry got here, and what I expect to see going forward.
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OPEC was formed in 1960 to coordinate oil policies among its members. Today, there are 14
members: Algeria, Angola, Ecuador, Gabon, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Qatar,
Saudi Arabia, United Arab Emirates and Venezuela.
Historically, OPEC has banded together to keep oil prices in its desired range — high enough to
generate profits, but just low enough to keep out higher-cost producers in the US, Canada and
elsewhere. In essence, OPEC set oil prices, and everyone else simply accepted them. But in
recent years, two forces have worked together to disrupt OPEC’s modus operandi:

1. Saudi Arabia wants to keep production flowing.
Saudi Arabia — OPEC’s largest producer — has outlined a long-term agenda for economic
growth. The Kingdom recently released a long-term plan to diversify its petroleum-focused
economy into areas such as mining and tourism. In 2015, oil represented more than 70% of
the government’s revenue, and leaders want to more than triple their economy’s nonoil
revenue by 2020.1
But kick-starting new industries will take investment. Most likely, Saudi Arabia will need to
generate as much oil revenue as possible today and direct that money into the development of
these new industries - regardless of what that means for the rest of OPEC. From November
2014 to December 2015, while the price of oil fell by about 50%, OPEC’s production increased
by 1.5 million barrels — fueled in large part by Saudi Arabia.2 The Kingdom’s desire to keep its
wells flowing was reflected in OPEC’s recent failure to cap oil production during its June
meeting in Vienna.

2. US shale plays have become competitive with OPEC
Technology has lowered the cost of US shale production to the point where it’s a viable
competitor to OPEC, even at lower prices. The chart below shows how US shale compares with
other major sources of oil. The width of the boxes measures the size of the estimated resource
base, and the height illustrates the break-even oil price range needed to fund these projects.
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As illustrated, onshore OPEC fields in the Middle East have the lowest break-even costs at $10
to $40 per barrel. US shale remains competitive in the higher part of that band, requiring an oil
price of $30 to $80 per barrel to break even, depending on the project. Non-Middle Eastern
OPEC projects actually have a higher break-even price than US shale, requiring $40 to $100
per barrel.

US shale projects are cost-competitive with most OPEC production
The horizontal axis represents the total estimated resource base (millions of barrels). The
vertical axis represents the break-even oil price range ($).

Sources: Invesco Real Estate and Barclays Research as of September 2015. Total estimated resource base includes estimates for
discovered and undiscovered resources.

The evolving role of the US
As an investor in global infrastructure and master limited partnerships, I see a lot to be excited
about in the US energy space. Permits to drill in the Rockies have risen in early 2016, the
Bakken shale play enjoyed relatively steady production throughout 2015, and production in the
Permian Basin has actually increased dramatically since 2014.
Beyond the oil patch, the US has become a major exporter of propane and ethane and is
poised to become a global force in liquefied natural gas (LNG), with 14 export terminals under
construction and 11 more that have been proposed. Additionally, I expect the US to triple its
natural gas exports to Mexico over the next 10 years via new pipelines.
Even with the recent commodity price correction, the US remains on the path of being a
dominant global energy exporter, thanks in part to its relatively recent ability to stay costcompetitive with OPEC. I believe this trend should continue to provide investors with many
opportunities across the energy and infrastructure spectrum.
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Source: The Wall Street Journal, June 6, 2016, “Saudi Arabia approves plan to diversify
economy”
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Source: US Energy Information Administration as of January 2016
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Important Information
Businesses in the energy sector may be adversely affected by foreign, federal or state regulations governing energy
production, distribution and sale as well as supply-and-demand for energy resources. Short-term volatility in energy prices
may cause share price fluctuations.
This document has been prepared only for those persons to whom Invesco has provided it for informational purposes only.
This document is not an offering of a financial product and is not intended for and should not be distributed to, or relied
upon, by members of the public. Circulation, disclosure, or dissemination of all or any part of this document to any person
without the consent of Invesco is prohibited.
This document may contain statements that are not purely historical in nature but are "forward-looking statements," which
are based on certain assumptions of future events. Forward-looking statements are based on information available on the
date hereof, and Invesco does not assume any duty to update any forward-looking statement. Actual events may differ
from those assumed. There can be no assurance that forward-looking statements, including any projected returns, will
materialize or that actual market conditions and/or performance results will not be materially different or worse than those
presented.
The information in this document has been prepared without taking into account any investor’s investment objectives,
financial situation or particular needs. Before acting on the information the investor should consider its appropriateness
having regard to their investment objectives, financial situation and needs.
You should note that this information:
 may contain references to amounts which are not in local currencies;
 may contain financial information which is not prepared in accordance with the laws or practices of your country of
residence;
 may not address risks associated with investment in foreign currency denominated investments; and
 does not address local tax issues.
All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed.
Investment involves risk. Please review all financial material carefully before investing. The opinions expressed are based
on current market conditions and are subject to change without notice. These opinions may differ from those of other
Invesco investment professionals.
The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose
possession this marketing material may come are required to inform themselves about and to comply with any relevant
restrictions. This does not constitute an offer or solicitation by anyone in any jurisdiction in which such an offer is not
authorised or to any person to whom it is unlawful to make such an offer or solicitation.
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