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CM Outlook for Oil - January 2016
•

U.S. oil production is on the decline.

•

Global demand for oil is increasing.

•

Lower oil prices are helping to bring the supply and demand back to equilibrium. We believe this will occur within
6 to 9 months.

•

We believe oil could trade near $70 per barrel, roughly double its current price, by year’s end.

•

While we expect to see continued volatility in the prices of many energy stocks during the first half of 2016, we
believe we will see much higher stock prices for many oil companies in the second half of the year.

SUPPLY

Lower oil prices have curtailed investment for current as well as future production. In the U.S., oil production peaked in
April 2015 at 9.6 million barrels per day and has been declining ever since with production now running at approximately
9 million barrels per day.  With hedges against falling oil prices expiring, the lack of available financing for new projects,
declining cash flows from existing projects, along with the current lower price of oil, we believe U.S. oil production declines
will continue to accelerate.
Outside the U.S., production declines have been offset by OPEC producing “all out”, leaving OPEC with virtually zero spare
capacity (i.e. roughly 1 million barrels per day spare capacity as opposed to the 16 million barrels per day back in 1983).
At the same time, because of lower oil prices, as well as the high cost of their various social programs, OPEC member
countries are suffering significant budgetary deficits that are highly likely to impact their future production. For example, in
2015 Iraq informed its energy-related service providers to prepare for dramatically lower capital spending and investment
in 2016. This should result in a reduction of its production capacity. Already, Iraq has reduced its rig count by roughly 50%
this past year. In addition, Iraq has been producing all out, has likely seen the peak of its production capacity, and is facing
a growing budgetary deficit.
Lower oil prices will reduce the oil supply around the world, while at the same time there is virtually no spare capacity.

DEMAND

On the demand side, both the International Energy Agency (IEA) and the Energy Information Administration (EIA) estimate
world demand using a formula based on gross domestic product. In their methodologies, the price of oil plays no part in
their demand estimates. A review of their demand estimate revisions shows they have consistently underestimated oil
demand going back to 2011 and by increasing amounts as oil has declined in price. The EIA, for example, has retroactively
revised  world oil demand higher between 1.0 to 1.5 million barrels per day, for each of the last 5 years, with the degree of
underestimated demand increasing as the price of crude decreased.
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We believe not using the price of oil in their forecasts is a big variable in the inaccuracy of the reports. For example, lower
oil prices have led to cheaper gasoline prices, which in turn have led to higher sales of less fuel efficient trucks and SUV’s
versus passenger cars, which in turn have increased the demand for oil/gasoline. According to the EIA, during the first 9
months of 2015, the actual weekly change in gasoline demand was up 3.64%. Additionally, lower oil prices have impacted
driving habits. According to the U.S. Department of Transportation, in 2015 the vehicle miles driven were up 3.7%. These
same trends are occurring all over the world.
Regardless of the headlines, the global demand for oil continues to rise.

INVENTORY

The rapid growth of U.S shale production over the last four years and the recent step-up in OPEC production led to global
oil production outpacing global oil demand, resulting in above normal inventory levels by the end of 2015. The oversupply
environment is in the process of reversing as low prices are bringing down production while demand remains healthy. In
2016, we see oil production declining below demand levels.   
With that said, during the first quarter of 2016, while U.S. oil production is declining from April 2015 peak levels, we still
expect to see oil inventory building as supply should remain slightly above demand. However, as world oil production
continues its decline and demand for oil continues to rise, inventories should begin to decline in the second quarter of
2016 and continue to decline into 2017. By year’s end and into 2017, we expect the world will face an undersupply of
oil and tighter inventory with little to no spare capacity. This in turn should drive oil prices higher. Our best estimate
is that the price of oil ends the year close to $70. With a 90% correlation between the oil service index and the price of
oil, we believe, under this scenario, energy stocks will outperform many sectors of the market in 2016 and even more
so in 2017.

Thank you for your continued trust and confidence.

Arnold Van Den Berg,
Founder, Portfolio Manager

      Scott Van Den Berg, CFP®
      President, Portfolio Manager

Jim Brilliant, CFA®
Chief Investment Officer
Portfolio Manager

See Disclosures on next page
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Disclosures
Century Management reserves the right to modify its current investment strategies and techniques based on changing
market dynamics or client needs. The information provided in this report should not be considered a recommendation to
purchase or sell any particular security. It should not be assumed that any of the security transactions, holdings or sectors
discussed were or will prove to be profitable, or that the investment recommendations or decisions we make in the future
will be profitable or will equal the investment performance of the securities discussed herein.
Past performance of markets, composites, or any individual securities is no guarantee of future results. The performance of
accounts in any Century Management (“CM”) strategy may be materially different at any given time. Differences that may
affect investment performance include strategy type, cash flows, inception dates, historical prices, and fees.
Positions held within each individual account may not be the same from one account to the next. Individual securities may
be traded at different times as well as receive different execution prices. In addition, individual accounts may be pursuing
similar objectives, but may have different investment restrictions.
Certain statements included herein contain forward-looking statements, comments, beliefs, assumptions, targets and
opinions that are based on Century Management’s current expectations, estimates, projections, assumptions, targets and
beliefs. Words such as expects, anticipates, believes, estimates, projects, targets and any variations of such words or other
similar expressions are intended to identify such forward-looking statements.
These statements, beliefs, projections, comments, opinions, assumptions, and targets are not guarantees of future
performance and involve certain risks, uncertainties and assumptions, which are difficult to predict. Therefore, actual outcomes
and results may differ materially from what is expressed or forecasted in, or implied by, such forward-looking statements.
You are cautioned not to place undue reliance on these forward-looking statements, which reflect Century
Management’s judgment only as of the date hereof. Century Management disclaims any responsibility to update
its views, as well as any of these forward-looking statements to reflect new information, future events or otherwise.
You are cautioned not to place undue reliance on these forward-looking statements that reflect Century Management’s
judgment only as of the date hereof. Century Management disclaims any responsibility to update its views, as well as any
of these forward-looking statements to reflect new information, future events or otherwise.
Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind, including,
without limitation, no warranties regarding the accuracy or completeness of the material.
Century Management is an independent registered investment adviser.   A full description of Century Management’s
investment strategies and risks are supplied in our Form ADV Part 2. To receive Form ADV Part 2 or if you have any
questions about this report, please contact your client service representative at 1-800-664-4888, write to us at 805 Las
Cimas Parkway, Suite 430, Austin, Texas 78746, or email us via our website at www.centman.com.  You may find ADV Part 2
at www.centman.com. investment strategies and risks are supplied in our Form ADV Part 2. To receive Form ADV Part 2 or
if you have any questions about this report, please contact your client service representative at 1-800-664-4888, write to
us at 805 Las Cimas Parkway, Suite 430, Austin, Texas 78746, or email us via our website at www.centman.com.  You may
find ADV Part 2 at www.centman.com.
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