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Expectations from Oil Barrons 

Over the past couple of months, many of our commentaries have centered on the oil industry. Rather than have 
statistical or graphical data, we will focus on the earnings calls from some of the major players in crude: Halliburton 
and Core Laboratories. These companies have seen the impact in the fall of oil first hand, but the CEOs of these com-
panies seem to understand the short and long term needs for a global audience. According to Halliburton’s CEO, David 
Lesar, “Today our customers are thinking about growing their business again rather than being focused on survival. 
(Call)” This is the sentiment shared by other leaders in the oil industry who have experienced the decline. 

Another expectation shared by CEOs is depressed capital expenditures for a couple of years. The balance sheets 
of these large organizations could sustain a substantial drawdown in oil, but they are now carrying significant amounts 
of debt obligations to stay afloat. “Balance sheet repair is still critical and many customers are looking at severe de-
clines in production as many of them have drilled few wells in the last 18 months,” said David Lesar. “And while there 
are many customers that have adequate liquidity, there is also a large segment evaluating how to access capital.” This 
sentiment is also shared by Core Laboratories CEO David M. Demshur: 

“..Net crude oil production decline curve rate has expanded to 3.3% net, up some 20 basis points from 
estimates earlier this year. Applying the 3.3% net decline curve rate to a worldwide crude oil production 
base of approximately 85 million barrels per day means the planet will need to produce approximately 
2.8 million new barrels by this date next year to maintain current worldwide productive capacity totals. 
With the long-term worldwide spare capacity nearing zero, Core believes worldwide producers will not 
be able to offset these declines, and the estimated 3.3% net production decline curve rate in 2016 will 
lead to falling global production in 2016.” (Laboratories) 

The ideas from these leader seem to galvanize our beliefs for where oil is heading. Although we do not have a 
crystal ball to guide us, we can use sentiment from industry players for guidance. 

The Steeper the VIX, The Flatter the Interest Curve? 

The market volatility has steepened over the past several weeks. To put this in context, the curve is just the fu-
ture implied volatility over the next 12 months for the S&P 500. Historically, the volatility curve is flatter than what 
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we are seeing today. In 2008, is was in backwardation during the mortgage and banking meltdown. We could see some 
movement in the future due to earnings and other current events around the globe, such as the US elections in No-
vember.  

 

        Source: CBOE 

Shifting gears to the government obligations space, fixed interest rates continue to fall for developed countries. 
In the United States, this flattening of the yield curve has helped performance of existing long term bonds. This is 
happening around the developed world. Even though credit agencies lowered the UK’s rating from AAA to AA+, the 
UK has had similar trends for its yield curve. It seems unlikely the trend will reverse by the central banks around the 
developed world, because the economic indicators have not altered Janet Yellen’s stance. 

 

Source: Treasury Department
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Future Volatility Curve 
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The materials presented is for use by professional advisors only.  It is intended as informational and educational, 
and is not intended to be interpreted as investment advice.  The references to specific investment ideas, be they 
concepts, trends, sectors or even specific securities, are not recommendations for any advisor to adopt for any of 
their clients.  No investor or client reading these materials should view them as investment advice.  These materi-
als are to be utilized as a catalyst for thought and discussion regarding the economy, investments, and responsible 
investing in general.  Past performance is not necessarily indicative of future returns, and there is no guarantee 
that any information presented herein will contribute to a profitable portfolio.  All facts referenced herein are de-
rived from sources believed to be reliable.  Any charts, graphs, or visual aids presented herein are intended to 
demonstrate concepts more fully discussed in the text of this brochure, and which cannot be fully explained with-
out the assistance of a professional from Camelot Portfolios LLC.  Readers should not in any way interpret these 
visual aids as a device with which to ascertain investment decisions or an investment approach.  Only your profes-
sional adviser should interpret this information. 
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