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“When there were some new finds, I told them, ‘no, leave it in the 
ground, with grace from god, our children need it.’”  

King Abdullah of Saudi Arabia

I. WHY ENERGY?

II. ENERGY AND ASSET ALLOCATION

III. OIL SUPPLY AND DEMAND IN A TRANSITIONING WORLD

IV.INVESTMENT IMPLICATIONS AND OPPORTUNITIES
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4



W
H

Y
E

N
ER

G
Y?

ENERGY IS THE FUNDAMENTAL DRIVER OF ECONOMIC GROWTH
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ENERGY DEMAND GROWTH VS. GLOBAL GDP GROWTH

(1970-2009)
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THE VALUE OF OIL  - ENERGY CONTENT . . . .  THE BIGGEST BANG FOR THE BUCK  
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Consider the Following:

o Just one barrel of oil contains about 5.8 million British 
Thermal Units (BTUs) of energy (or 1700 kilowatt-hours). 
That is roughly equivalent to the energy output of an 
adult human working 40 hours per week for 12.5 years.

o If we paid the U.S minimum wage per hour for that 
amount of work, one barrel of oil would cost $181,250.

o Even in the developing nations where workers are paid 
a mere $1-2 per day, the labor value of a barrel of oil 
would still range from $3,125 to $6,250/ barrel.  
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THE VALUE OF OIL  - COMPARATIVE PRICES PER GALLON
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$2.97
(including 

45¢ in taxes) 

$7.23 $17.77$13.25 $5.00

Source: AAA Fuel Price Report; Starbucks and HEB Grocery in Austin, Texas

http://www.thefind.com/buy-1NQnimpS6fq?result_view_id=9bc96616ddb0eb3ffbba3363dc35e6f3:0000&result_impression_id=9bc96616ddb0eb3ffbba3363dc35e6f3:0003&srcquery=dasani+water
http://en.wikipedia.org/wiki/File:Orange_juice_1_edit1.jpg
http://www.crestplusscope.com/crest-products/scope-mouthwash-original-mint.aspx
http://gas-cans-direct.com/Images/CategoryImages/GAS-50805.jpg
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OIL DEMAND – A STAGGERING PERSPECTIVE

8

o Global Oil Demand  = 87.5 million barrels/day

o U.S. Oil Demand = 19.5 million barrels/day

o U.S. Domestic Oil Production = 9.6 million barrels/day

o U.S. Oil Imports = 9.9 million barrels/day

o “BP Makes Giant Find in Gulf of Mexico” – Reuters 
Headline, 9/2/2009 – referring to the Tiber discovery holding 
as much as 1 Billion barrels of recoverable oil

o 1 Billion barrels = 12 days of Global Demand or 51 days of 
U.S. demand 

Source: EIA
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TRADITIONAL ASSET ALLOCATION AND ENERGY
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Traditional asset allocation methodology, which focuses on 
historical asset class returns, fails to capture the energy 
dynamic.

1. First, it ignores the role of energy as the catalyst of the global economic 
growth that generated the historical returns –
o Can we really assume that the next 80 years will look like the last 80?
o Even the next 10 years?

2. Second, it ignores the investment implications of a decline in the 
availability of cheap oil.

3. Finally, it assumes all economic sectors are created equal.

Newer asset allocation approaches understand that equities 
should not be considered a “stock market” but rather a 
“market of stocks” – where identifying strategic investment 
opportunities will be critical. 
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ENERGY HAS BEEN A SIGNIFICANT OUTPERFORMER

10

S&P 500 Sector Performance - Last 5 Years
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ENERGY HAS BEEN A SIGNIFICANT OUTPERFORMER
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S&P 500 Sector Performance - Last 10 Years
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MOST INVESTORS ARE UNDERWEIGHT ENERGY
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Source:  Bloomberg, Thompson Financial and Simmons & Company International.
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THE RISE OF NON-OECD ECONOMIES: A GLOBAL ECONOMIC TRANSITION
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Source:  IMF.

PERCENT OF GLOBAL GDP:  U.S., CHINA AND INDIA
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CHINA / EMERGING MARKETS:  FACINATING FACTS
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o Emerging Market Data Points: 

o During Q2 2010, China overtook Japan as the second largest economy in 
the world. China is on course to overtake the U.S. as the world’s largest 
economy circa 2020, i.e., in around 10 years.

o By 2015, the number of Asian middle class consumers will equal the 
number in Europe and America. 

o At the end of 2007, consumption in emerging markets surpassed U.S. 
consumption.
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TOP 20 FINANCIAL INSTITIONS BY MARKET CAPITALIZATION – 1999
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Goldman Sachs

Sumitomo Bank

Banco Santander

National Westminster Bank

Freddie Mac

Charles Schwab

First Union

Barclays

Credit Suisse

Morgan Stanley

Chase Manhattan

Bank of Tokyo

UBS

Wells Fargo

Bank One

Fannie Mae

Lloyds TSB

HSBC

Bank of America

Citigroup

$ Billion

Country Number Size (billions)

China 0 0

Brazil 0 0

U.S. 11   (55%) ~$740  (60%)

U.K. 4     (20%) ~$250  (20%)

Source:  Financial Times.

http://www.google.com/imgres?imgurl=http://www.spain-flag.eu/photos/spain-flag.gif&imgrefurl=http://www.spain-flag.eu/&h=484&w=738&sz=17&tbnid=RWa2PSUP9-kgvM:&tbnh=92&tbnw=141&prev=/images?q=flag+of+spain&zoom=1&q=flag+of+spain&hl=en&usg=__HGd_gMVODTbhShudlLbD-NeXbMI=&sa=X&ei=tG-PTJnKCoH58Aayy82RDQ&sqi=2&ved=0CBsQ9QEwAQ
http://www.google.com/imgres?imgurl=http://www.spain-flag.eu/photos/spain-flag.gif&imgrefurl=http://www.spain-flag.eu/&h=484&w=738&sz=17&tbnid=RWa2PSUP9-kgvM:&tbnh=92&tbnw=141&prev=/images?q=flag+of+spain&zoom=1&q=flag+of+spain&hl=en&usg=__HGd_gMVODTbhShudlLbD-NeXbMI=&sa=X&ei=tG-PTJnKCoH58Aayy82RDQ&sqi=2&ved=0CBsQ9QEwAQ
http://www.google.com/imgres?imgurl=http://www.flag-zone.com/img/france/flag.gif&imgrefurl=http://www.flag-zone.com/flag/france/&h=302&w=453&sz=3&tbnid=2NBACQWijKYQ3M:&tbnh=85&tbnw=127&prev=/images?q=flag+of+france&zoom=1&q=flag+of+france&hl=en&usg=__o579rWgXgbCEoZwBKHAmKQvj9J0=&sa=X&ei=CXGPTNGfBYL-8AbXrZnTDQ&sqi=2&ved=0CB4Q9QEwAA
http://www.google.com/imgres?imgurl=http://www.mapsofworld.com/images/world-countries-flags/italy-flag.gif&imgrefurl=http://www.mapsofworld.com/flags/italy-flag.html&h=265&w=390&sz=5&tbnid=Lp68aftPtQzdtM:&tbnh=84&tbnw=123&prev=/images?q=flag+of+italy&zoom=1&q=flag+of+italy&hl=en&usg=__xpO6FiZ-GyU-8g3UOlf6FR3WvfE=&sa=X&ei=mHGPTMKwG4P98Aaa6933DQ&sqi=2&ved=0CCEQ9QEwAg
http://www.google.com/imgres?imgurl=http://www.flag-zone.com/img/italy/flag.gif&imgrefurl=http://www.flag-zone.com/flag/italy/&h=302&w=453&sz=3&tbnid=NLwDsUKEfykLoM:&tbnh=85&tbnw=127&prev=/images?q=flag+of+italy&zoom=1&q=flag+of+italy&hl=en&usg=__6OHCVivmJyz_bQv7VvuJndR1rWg=&sa=X&ei=mHGPTMKwG4P98Aaa6933DQ&sqi=2&ved=0CB8Q9QEwAQ
http://www.google.com/imgres?imgurl=http://www.flag-zone.com/img/italy/flag.gif&imgrefurl=http://www.flag-zone.com/flag/italy/&h=302&w=453&sz=3&tbnid=NLwDsUKEfykLoM:&tbnh=85&tbnw=127&prev=/images?q=flag+of+italy&zoom=1&q=flag+of+italy&hl=en&usg=__6OHCVivmJyz_bQv7VvuJndR1rWg=&sa=X&ei=mHGPTMKwG4P98Aaa6933DQ&sqi=2&ved=0CB8Q9QEwAQ
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TOP 20 FINANCIAL INSTITIONS BY MARKET CAPITALIZATION – 2009

16

0 20 40 60 80 100 120 140 160 180 200

Credit Suisse

Intesa SanPaolo

Bradesco

Commonwealth Bank of Australia

Toronto - Dominion Bank

Itau Unibanco Banco Multiplo

BNP Paribas

Westpac Banking

China Merchants Bank

Royal Bank Canada

Bank of Communications

Wells Fargo

Goldman Sachs

Banco Santander

Mitsubishi UF J Financial

J P Morgan Chase

HSBC

Bank of China

China Construction Bank

Indl & Commercial Bank of China

$ Billion

Country Number Size (billions)

China 5     (25%) ~$490  (46%)

Brazil 2     (10%) ~$60   (5%)

U.S. 3     (15%) ~$150  (14%)

U.K. 1     (5%) ~$70    (7%)

Source:  Financial Times.

http://www.google.com/imgres?imgurl=http://www.spain-flag.eu/photos/spain-flag.gif&imgrefurl=http://www.spain-flag.eu/&h=484&w=738&sz=17&tbnid=RWa2PSUP9-kgvM:&tbnh=92&tbnw=141&prev=/images?q=flag+of+spain&zoom=1&q=flag+of+spain&hl=en&usg=__HGd_gMVODTbhShudlLbD-NeXbMI=&sa=X&ei=tG-PTJnKCoH58Aayy82RDQ&sqi=2&ved=0CBsQ9QEwAQ
http://www.google.com/imgres?imgurl=http://www.spain-flag.eu/photos/spain-flag.gif&imgrefurl=http://www.spain-flag.eu/&h=484&w=738&sz=17&tbnid=RWa2PSUP9-kgvM:&tbnh=92&tbnw=141&prev=/images?q=flag+of+spain&zoom=1&q=flag+of+spain&hl=en&usg=__HGd_gMVODTbhShudlLbD-NeXbMI=&sa=X&ei=tG-PTJnKCoH58Aayy82RDQ&sqi=2&ved=0CBsQ9QEwAQ
http://www.google.com/imgres?imgurl=http://www.flag-zone.com/img/france/flag.gif&imgrefurl=http://www.flag-zone.com/flag/france/&h=302&w=453&sz=3&tbnid=2NBACQWijKYQ3M:&tbnh=85&tbnw=127&prev=/images?q=flag+of+france&zoom=1&q=flag+of+france&hl=en&usg=__o579rWgXgbCEoZwBKHAmKQvj9J0=&sa=X&ei=CXGPTNGfBYL-8AbXrZnTDQ&sqi=2&ved=0CB4Q9QEwAA
http://www.google.com/imgres?imgurl=http://www.mapsofworld.com/images/world-countries-flags/italy-flag.gif&imgrefurl=http://www.mapsofworld.com/flags/italy-flag.html&h=265&w=390&sz=5&tbnid=Lp68aftPtQzdtM:&tbnh=84&tbnw=123&prev=/images?q=flag+of+italy&zoom=1&q=flag+of+italy&hl=en&usg=__xpO6FiZ-GyU-8g3UOlf6FR3WvfE=&sa=X&ei=mHGPTMKwG4P98Aaa6933DQ&sqi=2&ved=0CCEQ9QEwAg
http://www.google.com/imgres?imgurl=http://www.flag-zone.com/img/italy/flag.gif&imgrefurl=http://www.flag-zone.com/flag/italy/&h=302&w=453&sz=3&tbnid=NLwDsUKEfykLoM:&tbnh=85&tbnw=127&prev=/images?q=flag+of+italy&zoom=1&q=flag+of+italy&hl=en&usg=__6OHCVivmJyz_bQv7VvuJndR1rWg=&sa=X&ei=mHGPTMKwG4P98Aaa6933DQ&sqi=2&ved=0CB8Q9QEwAQ
http://www.google.com/imgres?imgurl=http://www.flag-zone.com/img/italy/flag.gif&imgrefurl=http://www.flag-zone.com/flag/italy/&h=302&w=453&sz=3&tbnid=NLwDsUKEfykLoM:&tbnh=85&tbnw=127&prev=/images?q=flag+of+italy&zoom=1&q=flag+of+italy&hl=en&usg=__6OHCVivmJyz_bQv7VvuJndR1rWg=&sa=X&ei=mHGPTMKwG4P98Aaa6933DQ&sqi=2&ved=0CB8Q9QEwAQ
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EMERGING ECONOMY DATA POINTS – RACING PAST THE DEVELOPED WORLD 
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China’s Insatiable Appetite for Energy:

o In 2009, China surpassed the U.S. as the world’s largest 
consumer of energy

o In 2000, the U.S. consumed twice as much energy as 
China.
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ACCELERATING OIL DEMAND DURING INDUSTRIALIZATION  

o Taking the per capita consumption of China and India to the 
level of just half of South Korea or Japan, i.e., ~8 bbl/capita, 
requires the equivalent incremental supply of four more 
Saudi Arabias.

Historical Oil Consumption Per Capita Oil Consumption Per Capita -- 2009
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Source:  UN Energy Statistics, BP Statistical Review of Energy, U.S. DOE/EIA, U.S. Census.
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DEMAND DYNAMICS: GLOBAL DEMAND RECOVERY BECOMING EVIDENT
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Oil Demand Trends – Developed Economies Versus 
Developing Economies

25,000

35,000

45,000

55,000

Q1'02 Q1'03 Q1'04 Q1'05 Q1'06 Q1'07 Q1'08 Q1'09 Q1'10

O
il 

D
e

m
an

d
 in

 0
0

0
’s

 B
P

D

OECD Non-OECD

Source:  IEA.



E
N

ER
G

Y
S

U
P

P
LY

A
N

D
D

EM
A

N
D

D
YN

A
M

IC
S

SUPPLY CHALLENGES: THE ERA OF CHEAP, EASY OIL IS OVER

1950s 2000s

20

Alberta Tar Sands Production Sakhalin I

“The fact that we're willing to move four 
tons of earth for a single barrel really shows 
that the world is running out of easy oil.”

- National Geographic, March 2009
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SUPPLY CHALLENGES: DEPLETION, ALSO KNOWN AS THE DECLINE RATE

21

o Decline Rates Create a Bigger Supply Challenge Than 
Demand Growth
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SUPPLY CHALLENGES: MEXICO’S CANTARELL FIELD
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Source:  PEMEX,  EOCM.
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SUPPLY CHALLENGES: PEAK OF CONVENTIONAL CRUDE OIL?
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Source:  IEA.

IEA WORLD ENERGY OUTLOOK 2010
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FOSSIL FUELS TO REMAIN DOMINANT PRIMARY ENERGY SOURCE

Primary Energy Mix 2030 (IEA’s WEO 2009)  

24
Source:  International Energy Agency.
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"I'd put my money on the sun and solar energy… I hope we don't have 
to wait until oil and coal run out before we tackle that."

- Thomas Edison, to Henry Ford and Harvey Firestone, 1931
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During the ten year 
period 1999 – 2009, 
U.S. consumption 
declines from 25% to 
under 20% of world 
total consumption. 

During that same ten 
year period, the S&P 
500 declined -9.1% 
while the Energy 
Sector of the S&P 
500 rose +147%. 

ONGOING ENERGY SUPPLY AND DEMAND DYNAMICS CREATE A POSITIVE 
ENVIRONMENT FOR ENERGY BUT NOT FOR THE BROAD MARKET
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ENERGY INDUSTY – DIFFERING ECONOMICS
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THE CAPITAL SPENDING TREADMILL
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Natural Gas Oil Capex

The Big 5 IOCs (BP, CVX, RDS, TOT and XOM) have 
increased their capital spending by over 100% during 

the past six years, while oil production fell nearly 10%. 

Source:  Company filings for BP, CVX, RDS, TOT and XOM. 
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ENERGY INDUSTY– DIFFERING ECONOMICS
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TYPICAL ENERGY INVESTMENT ALLOCATION
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28

ENERGY INDUSTRY SECTOR PERFORMANCE - SINCE 2008

DURING THE LAST 2 YEARS, CRUDE OIL PRICES HAVE MORE THAN DOUBLED RISING

FROM $44/BBL TO $91/BBL
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Integrateds Refiners E&P Coal Oil Service

20.10% 14.73%

61.57%
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118.78%

Source: FactSet Research Systems. Data from AMEX Select Energy Index. 



IN
V

ESTM
EN

T
IM

P
LIC

A
TIO

N
S

A
N

D
O

P
P

O
R

TU
N

ITIES
DIFFERING ECONOMICS WITHIN ENERGY – WITNESS THE 1970S

29

Source:  Value Line.

BHI HAL SLB Avg

1965-1970 19% 24% 25% 23%

1970-1975 34% 30% 35% 33%

1975-1980 30% 23% 37% 30%

15-Years 37x 30x 65x 43x
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Oil Services Integrated Oils SP 500

Stock Performance 1968 - 1980
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Thank you.

L. Farrell Crane, Jr.
ENERGY OPPORTUNITIES CAPITAL MANAGEMENT, LLC

www.energyocm.com
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