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Crude Oil Prices Rebound On Hopes Of
Healthier Demand

KEY TAKEAWAYS
The healthier global
economic growth trends
are expected to boost
energy consumption,
especially in Asia where
early signs of a demand
recovery are visible. If this
trend continues, a large
part of the still expanding
supplies could be
absorbed.

Crude oil prices have rebounded recently, reflecting the renewed optimism about healthier demand in
the coming quarters. Brent crude prices, the international benchmark, have moved past $60 per barrel
for the first time in more than two years. The healthier global economic growth trends are expected to
boost energy consumption, especially in Asia where early signs of a demand recovery are visible. If this
trend continues, a large part of the still expanding supplies could be absorbed. In addition, members
of the oil exporter’s organization OPEC have so far maintained the production discipline announced
last year. Though the continuing shift to alternate energy sources and the growing popularity of electric
vehicles could dampen demand growth in the long run, the healthy global economy could support
current crude oil prices.
The remarkable growth in U.S. shale oil production and tepid global energy demand were the two
main reasons for the oil price collapse in 2014. After dipping to around $35 per barrel in early 2016, the
Brent crude oil benchmark started recovering on expectations that bulk of the shale oil production
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was unviable at low prices. Nevertheless, the decline in shale oil output was not as precipitous, as
producers used technology and efficient processes to drive down costs. Oil prices softened during the
first half of this year as crude inventories remained high and demand recovery seemed elusive.
Doubts about energy demand have started easing more recently, as several Asian countries led
by China are seeing stronger economic growth. This has led to upward revisions in energy demand
forecasts for the short to medium term. The International Energy Agency (IEA) now expects demand to
expand 1.6 million barrels per day this year, and 1.4 million barrels per day in 2018. If growth strengthens
in the major economies, it is possible that demand growth in 2018 could exceed current estimates.

Global supplies are also
increasing and could limit
the upside to crude oil
prices, unless there is a large
enough disruption in one
of the producing countries.
The IEA estimates that global
supplies will increase by
1.5 million barrels per day
next year, more than the
average increase for the
current year.

Global supplies are also increasing and could limit the upside to crude oil prices, unless there is a large
enough disruption in one of the producing countries. The IEA estimates that global supplies will increase
by 1.5 million barrels per day next year, more than the average increase for the current year. It is widely
expected that OPEC will maintain its production limits at its meeting later this year. Crude oil inventories
remain above long-term averages, though they are well below the record highs seen earlier this year.
As well, output by U.S. shale oil producers is expected to increase from 9.2 million barrels per day this
year to nearly 10 million barrels per day in 2018, according to the most recent forecasts by the U.S.
government’s Energy Information Administration (EIA).
Natural gas prices have also trended higher this year as more utilities now prefer the fuel over coal, for
the relatively lower emissions. The EIA expects U.S. natural gas production to increase slightly this year,
compared to last year. Production growth is anticipated to be higher in 2018, but the EIA forecasts
higher prices as well on growing demand.
In the long run, conventional energy demand growth is expected to remain restricted as supplies from
non-conventional sources continue to expand. Cost of production from non-conventional sources such
as wind and solar continue to drop. As storage technology matures and becomes more affordable,
these sources could turn more attractive. The pace of electrification in the automobile industry has
picked up dramatically as most major automakers have announced ambitious plans. Some of them
now expect electric cars to account for 25% or more of volume sales by the year 2025. If achieved, this
could be a major structural change in conventional energy demand dynamics.
Though energy prices have trended higher, stocks of oil producers and service providers have lagged
the broader markets this year. It is likely that investors want to see more capital investment discipline
from the sector and return of a larger share of incremental cash flows to shareholders.
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Are You Positioned for a World of Opportunities?
THE THOMAS WHITE DIFFERENCE
Thomas White International manages $1.6 billion in assets across multiple global, international and
domestic equity mandates. The diverse client base spans public, corporate, endowment, TaftHartley, and separately managed account platforms.

“Our strategy is to
seek smoother, more
consistent returns by
stressing excellent
local stock selection as
opposed to betting on
major country and
sector moves.
To succeed in this
approach, we have
built an exceptional
global research team
that uses our proprietary
techniques to identify
the most attractive
stocks in each of the
major regions of the
world. This in effect is
our trump card.”
—Thomas S. White, Jr.,
Portfolio Manager

We use Proprietary Research. At Thomas White, we value international stocks within distinct valuation
groups based on region, industry, sector, or country, which provide us with an extensive range of
investment opportunities.
Our investment process differs from the crowd. Our approach to valuing common stocks combines
the execution of thorough historical studies, with the application of in-depth fundamental securities
analysis. Valuing global stocks in nearly 50 countries, this industry-based stock selection process
employs tailor-made valuation frameworks refined and tested over the 40-year history of the Thomas
White organization and its predecessors.
Our veteran analysts on average have more than seventeen years of experience working together
as a team. Our research and analysis is generated by our professionals, both in Chicago and in our
Asia office in Bangalore, India, most of whom have spent their entire careers at Thomas White.
Our investment approach seeks to benefit from buying undervalued stocks and selling them when
they return to fair value. Our analysts find that investors tend to overvalue a company against its
industry peers when the intermediate business environment is favorable, producing strong earnings
growth and then undervalue a company when the environment depresses its business outlook. This
pattern is a reflection of human behavior — it occurs in every industry and country around the world.
It is this phenomenon that explains a stock’s wide price swings above and below its intrinsic value
as a business.
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