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Oil Market Update 
Fundamentals are back and more 
 

• Oil market balance is expected to improve as OECD inventories continue to be 

steady around Jan’23 levels (shown in Fig. 2 below) and have not surged sharply 

despite the record high production from US shale oil producers. This resilience can 

largely be ascertained to the disciplined implementation of the voluntary output cut by 

OPEC+. Furthermore, it is worth noting that although OECD inventory levels have not 

declined in 2023 yet they are steady around pre-covid levels. Meanwhile, the total world 

consumption witnessed a gradual uptick to 101.08 mmbpd in 2023 vis-à-vis 99.16 

mmbpd in 2022 despite economic concerns. 

• Rise in non-OPEC oil supply has been apparent over the past one year. A large 

proportion of the incremental supply has come to the market from countries like US, 

Canada and other non-OECD countries. Moreover, the record high oil supply in the US 

has been steered by non-conventional sources rather than conventional means with 

the former contributing to about 70% of the incremental supply (Fig. 9). As per our 

analysis the cash breakeven oil price level for shale companies used in our report 

stands at US$52/bbl in 3Q2023 (Fig. 4). Given the connection between supply and 

healthy breakeven levels, 2024 will be a pivotal year in determining the non-OPEC oil 

supply. 

• The Permian basin is driving majority of the growth, but the pace of incremental 

supply is slowing down. The contribution of the Permian basin in the overall US 

non-conventional oil production remains high at 60% (vs. 1/3rd in 2015), but the y-o-y 

pace of growth is demonstrating slowdown from 500 kb/d in Dec’22 to 300kb/d in 

Dec’23 (Fig. 7). Owing to the uncertainties surrounding the rate of growth in supply, 

there exists room for potential upside in oil prices. 

• Overall, we expect oil prices to be relatively more stable in 2024 averaging in the band 

of US$75-85/bbl assuming disciplined growth in supply underpinned by OPEC’s 

proactive stance. We iterate that 2024 will be a real test for supply by shale oil 

producers.  

Demand-Supply Outlook- The OECD inventory levels inched up slightly in 2023 to 2,843 mbbls 

(versus 2,767 mbbls in 2022) albeit it remained stable around pre-covid levels. On the other hand, 

the average global demand witnessed a gradual recovery post-covid with consumption averaging 

at 101.08 mmbpd in 2023 as per EIA. Projected data from the EIA suggests global consumption 

to spur to the levels of 102.47 mmbpd in 2024 indicating a 1.3 mmbpd growth in consumption 

metrics. Countries like China, Japan and some Asian countries may be major drivers of the 

expected consumption uptick. 

Additionally, a back of the envelope calculation with the expected demand trajectory implies that 

if current inventory levels were to sustain (EIA expectations: 2820 mbbls for 2024), then the 

market may still not be oversupplied and move towards becoming more balanced in 2024. 

Accordingly, as per our calculations OECD inventory as a % of global demand may improve to 

7.5% in 2024. 

US Non-conventional Production Construct- The Permian basin’s dominance in US non-

conventional production is clearly evident with a steady rise in contribution from approximately 

one-third in Dec’15 to 62% in Dec’23. However, on a monthly basis, the pace of growth in absolute 

production is slowing down y-o-y. Delving deeper, in Dec’22 the Permian region produced 0.5 

mmbpd incremental oil as compared to Dec’21. The pace of incremental production has witnessed 

a significant slowdown as of Dec’23 with an y-o-y additional production of 0.3 mmbpd (Fig. 7). 

Moreover, production levels in the Bakken region are still lower than pre-covid levels despite 

witnessing a gradual recovery. In our view, the positive correlation with oil prices might narrow 

down for shale oil producers as we believe that the current production levels are non-sustainable.  

Recently, the Occidental CEO also emphasized that the oil market could potentially be heading 

towards a supply crunch from 2025 onwards.
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Global sentiments- With receding global concerns, demand sentiments may improve in the later half of 2024 

as monetary policies start to tilt towards an accommodative stance. Besides, the level of supply may be under 

check with regards to the OPEC+ decision to extend the voluntary output cut until 1Q2024. On the other hand, 

the decelerating growth in incremental oil production in US (especially, the Permian basin) also raises question 

on the supply levels going forward. However, the Global manufacturing PMI suggests cautiousness in demand 

at the current juncture. 

Conclusion- Taking cognizance of the probable supply-demand evolution, we expect the sanity in the oil 

market to prevail with oil prices averaging in the range of US$75-85/bbl in 2024. Nevertheless, economic 

outlook and stability outside the US and GCC countries continues to be uncertain. Overall, 2024 may see a 

relatively more balanced oil market as compared to 2023 as far as the OECD inventory levels are concerned. 

 

Figure 1 OECD inventory levels as a % of average global demand (2018-2024E) 

 
Source: EIA, Al Rajhi Capital; 

 

Figure 2 OECD Inventory levels 

 
Source: EIA, Al Rajhi Capital 

 

Figure 3 Monthly OECD inventory level as a % of global demand 

 
Source: EIA, Al Rajhi Capital 
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Figure 4 Cash required per barrel for major US Shale oil producers (US$/bbl)- for FCF less interest 

and tax expenses to be NIL 

 

Source: Company data, Bloomberg, Al Rajhi Capital. * Weights are based on production. ** Calculated based on weighted average production of 

major shale producers under our sample. ^ New entity formed in Q2 2022 post-merger between Oasis Petroleum Inc. and Whiting Petroleum Corp. 

 

Figure 5 Permian Basin dominating activity in US Non-Conventional Oil Production landscape 

 
Source: EIA, Al Rajhi Capital 

 

Figure 6 Permian Region’s progression to contributing a lion’s share in US oil production mix 

 
Source: EIA, Al Rajhi Capital 
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Figure 7 Permian Basin monthly incremental oil production y-o-y (kb/d) 

 

Source: EIA, Al Rajhi Capital 

Figure 8 Bakken Region (kb/d) Oil Production Figure 9 Monthly US incremental oil production mix 

 

 
   Source: EIA, Al Rajhi Capital    Source: EIA, Al Rajhi Capital 

 

Figure 10 US Incremental oil production y-o-y * Figure 11 US non-conventional incremental oil production y-o-y 

  

   Source: EIA, Al Rajhi Capital; * Conventional + non-conventional    Source: EIA, Al Rajhi Capital 
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Figure 12 JPM Global Manufacturing PMI 

 

Source: Bloomberg, Al Rajhi Capital 
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Please note that the achievement of any price target may be impeded by general market and economic trends and other external factors, or if a company’s profits or operating performance exceed or fall short of our expectations. 
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