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Oil's Well That Ends Well?

The drop in global oil prices to their lowest levels in more than 10 years might seem like good news for consumers, but the markets have been 

spooked because the reasons behind the decline—and the potential implications—are not so clear. Three investment professionals at Templeton 

Global Equity Group, Cindy Sweeting, Tony Docal and Chris Peel, explain what they see happening in oil, whether they think oil prices will recover 

and what a lower-oil-price environment might mean for investors. They note that oil prices tend to be self-stabilizing, and when drilling down to the 

company level, lower prices could prove a boon for the stronger players—and for investors looking for value plays.

How Low Could Oil Go?

Clearly, collapsing oil prices have caused financial disruptions and there 

will likely be bankruptcies and credit events among overleveraged and 

high-cost producers. However, this can actually be a boon for the 

better-capitalized oil companies which can then buy distressed 

competitors and the reserve assets rather than having to shell out on 

exploring greenfield sites for new sources of oil.

Investors are now almost unanimously assuming a vicious circle, whereby 

collapsing oil prices cause a global slowdown, which leads to even weaker 

energy demand and further oil price declines. But history and economic 

analysis both point to a self-stabilizing process as cheap oil supports 

economic activity and modestly boosts energy demand. Lower oil prices 

and their restraining impact on inflation also signal that global central 

banks will likely remain accommodative, in our view. So the sharp fall in oil 

prices has certainly been disruptive, but stabilization from distressed 

trough levels should be good for economic growth even if the price of oil 

doesn’t rebound back to peak levels of above $100 a barrel in 2014.

Oil prices are a symptom of the markets’ continuing worry that 

manufacturing trade and capital spending are stagnant despite massive 

liquidity injections from the developed-world central banks. 

Cindy L. Sweeting, CFA 
Director of Portfolio Management
Templeton Global Equity Group

Antonio (Tony) Docal, CFA
Deputy Director of Research
Templeton Global Equity Group  

Chris Peel, CFA
Portfolio Manager, Research Analyst
Templeton Global Equity Group

The reality—at least as we see it—is that the global economy is still slowly 

working through the deflationary impact of the unwinding of excess 

capacity and excess supply. This is not new news; too much productive 

capacity was built globally to serve the unsustainable demand that was 

bolstered by excessive leverage, and the pain of retrenchment is working 

its way gradually through the global economy. We expect this to continue.

So with the modest-at-best global recovery after the still front-of-mind 

global financial crisis trauma from 2008-2009, markets are 

understandably preoccupied with the scope for unpleasant shocks, 

particularly given that expansion in the developed economies is now 

approaching a seventh year. These shocks range from a hard and bumpy 

landing in China to a potential recession in the United States as the oil 

and manufacturing sectors face some duress and as the unsubsidized 

price of money again enters into the equation.

We know there are a number of factors contributing to the 
oversupply of oil currently. 
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Successful US shale production over the last few years combined with the 

decision of the Organization of the Petroleum Exporting Countries (OPEC) 

and Saudi Arabia in particular not to cut production has added to an 

already oversupplied market. And, there’s more potential supply pending 

Iran’s return to the market following the lifting of sanctions. For oil prices 

to normalize, this excess production needs to be removed from the market 

somehow.

Still, we think the oversupply situation needs to be put into context. 

Various estimates today show a global oversupply of somewhere between 

1 million to 1.5 million barrels a day of oil. Considering roughly 94 million 

barrels a day are consumed around the world, that oversupply is roughly 

1%–2%,1 or just one year of demand growth at current rates. This is far 

lower than where the market was in the 1980s when OPEC and Saudi 

Arabia adopted a similar market share strategy.

With managed decline rates of roughly 4%–5% in the existing oil wells and 

declining industry investment, we think it’s inevitable that oil supply and 

demand will come back into balance at some point in the future. But in 

the short term, we believe the price of oil may need to fall to a level that 

forces excess supply off the market. This is happening today, although it’s 

taking longer than many have expected. Many investors wonder how low 

prices can go. In our view, the lower the price of oil goes in the short term, 

the quicker the rebalancing process should happen because it becomes 

uneconomical for some producers to even keep current oil production 

online. There are forecasts of oil prices falling to $20 a barrel, which is 

certainly possible, but at that level a decent amount of crude oil is losing 

money on a cash basis, so we would likely see a stronger supply response 

than we have seen so far.

In terms of overall industry investment, according to our analysis, global 

exploration and production capital expenditure (capex) likely fell in 2015 

and is expected to decline again in 2016. That would mark the first time in 

at least three decades that the oil industry has registered two consecutive 

years of investment decline.

Oil's Well That Ends Well?

As previously noted, major sovereign producers do not have the financial 

resources to tolerate low oil prices indefinitely. Saudi Arabia, Russia, Brazil 

and Venezuela (key oil exporters) are all experiencing significant budgetary 

shortfalls attributed to lower oil prices. Although some countries have more 

financial reserves than others, stresses are already being felt in the market.

So over time, we see the market re-adjusting from a world of oversupply to 

balanced and then potentially undersupplied farther out. At this point the oil 

price will need to rise to a level that will promote additional production to 

come back online in order to replace the natural decline rate and satisfy 

future demand growth. When might this happen? Our expectation as we 

move through 2016 and into 2017 is that the supply and demand imbalance 

will slowly erode through a combination of reduced production and increased 

demand growth.

Finding Values in the Energy Sector

Given the stress we have seen on oil prices in the market, we have also seen 

a similar stress on oil-industry companies. We have been finding decent 

value within the energy space, and in some cases we have been presented 

with valuation levels that we have not witnessed in decades. We have found 

major integrated oil companies with solid balance sheets and sizable 

dividends that we believe should be able to navigate the market uncertainty 

and also potentially benefit from the cost deflation and capital discipline over 

time. On the other end of the spectrum are the US exploration and 

production companies and the service companies that are highly correlated 

to the oil price and should benefit greatly once supply and demand 

normalizes—and the US shale industry is one we think could recover first. 

That said, we are very selective right now, because of course we want to be 

positioned in what we believe will be the survivors.

We’ve certainly witnessed a good dose of New Year gloom fueled by the 

many proximate risks that seem imminent to some market participants. 

However, sentiment swings drive the short-term voting machine of the 

market. The ongoing challenge is to stay unemotional, balanced and 

objective, remaining focused on the longer-term fundamentals and waiting 

for the time positive surprises come and sentiment shifts.
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Go through each item on your budget and take out whatever won’t apply in 

retirement. For example, you might have paid off your mortgage by the 

time you retire. Or your children may no longer be living at home. If you’re 

saving a set amount for retirement each month, take that out as well.

You’ll also have new items to add to your budget, like higher prescription 

costs and other medical and health care expenses, or a new line item for 

extensive travel. Try to think of every expense that could come up in 

retirement that you’re not paying now. Remember to account for inflation, 

as the cost of living tends to increase through the years.

After you’ve deleted some expenses and added others, you’ll have a rough 

monthly post-retirement budget. Multiply by 12 to figure out your 

(estimated) annual costs. A general rule of thumb is that you’ll need about 

70% of your pre-retirement income, but that figure can vary depending on 

your circumstances. Your financial advisor can help you determine what 

your goal should be.

How much have I already saved?

Talk to your financial advisor to figure out how much you’ve saved in 

registered and non-registered accounts. Your advisor can take you through 

different scenarios to give you an idea of your annual retirement income 

from savings, based on the amount of time you might spend in retirement.

Add to that your annual government benefits. According to Service 

Canada, the average combined CPP and OAS benefit is about $14,500 

per person per year. Next, add any company pension benefits you may 

have.

How far do I have to go?

Here’s where you have to do some math. Look at your estimates for your 

annual post-retirement budget and your annual post-retirement income. 

Are these numbers close? If so, you’re in good shape. If not, talk to a 

financial advisor about how to increase your savings now.

Achieve the retirement you deserve
JANUARY 4, 2016
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Great strategies to fund a comfortable retirement
Canadians are living longer and that means they’re spending more time in 

retirement. The average woman retiring at age 65 today can expect to live 

another 22 years, while a 65-year-old man can expect to live another 19 

years.1 To see if you’ll be able to finance the retirement you want, ask yourself 

these four questions:

What will my sources of income be?

Most of us will rely on three sources of retirement income: 

government benefits, registered savings and non-registered savings. You 

might also have a company pension plan to add to your income.

Your government benefits will include Old Age Security (OAS) and Canada 

Pension Plan (CPP) or Quebec Pension Plan (QPP) payments. Some provinces 

and territories provide additional benefits for retirees. Your financial advisor 

can provide more information specific to your own situation.

Your registered savings are whatever you’ve saved in a Registered Retirement 

Savings Plan (RRSP), Registered Pension Plan (RPP) or Tax-Free Savings 

Account (TFSA). Your non-registered savings include everything else, like 

money you have in a savings or investment account or invested in your home.

Your company pension plan will be specific to you and the company you work 

for. If you’re not sure if you have a company plan, or how the plan works, 

speak to your human resources representative.

What will I spend in retirement?

You haven’t retired yet, so you might not know exactly what you’ll spend in 

retirement. You can get some idea, though, by looking at your current monthly 

budget and adjusting it for your retirement needs.

1 Source: Office of the Superintendent of Financial Institutions, April 2014

Article: Courtesy of AGF Investments



Science-Trivia Quiz
 

1. What did Canadian inventor Joseph Armand Bombardier invent 
in 1936?  
 

a. Electric car      b. Solar battery      c. Motorcycle    d. Snowmobile
 

2. Which of these men is associated with the creation of penicillin?  

 

 
a. Alexander Fleming    b. Emile Roux   c. James Salk   d. Norman Crick  

3. Who developed the Google search engine with Larry Page?  
       

 

4. Cytology is the study of which of the following?  
a. Cells    b. Magnets    c. Large cats    d. Maps

5. Bamboo is known for being? 
 

a. The fastest growing plant in the world    b. Having two colors of flowers     
c. Having above ground roots                    d. Growing only at night

6. Which culture is credited with inventing the abacus?

 

a. Chinese    b. Russian   c. Egyptian    d. Mayan
7 . 

 

a. Riboflavin   b. Thiamin   c. Retinol  d. Niacin

8. 

 

Which of these inventions dates back to about 1500 BC? 

 

a. Paintbrush    b. Comb    c. Glass   d. Paper

(1.d;   2.a;   3.d;   4.a;   5.a;   6.a;   7.c;   8.d)

Source: triviachamp.com

For more information, please contact: Your Privacy
Your privacy is important to us. If you do not wish to receive information of this kind
 in the future, please contact your local office.

Disclaimer
The information contained in this document is of a general nature only and does 
not take into account your particular objectives, financial situation or needs. 
Accordingly the information should not be used, relied upon or treated as a 
substitute for specific financial advice. While all care has been taken in the
preparation of this material, no warranty is given in respect of the information
provided and accordingly neither Global Maxfin Investments Inc. (GMII) nor
its employees or agents shall be liable on any ground whatsoever with respect to 
decisions or actions taken as a result of you acting upon such information. 
Only Mutual Funds activities are supervised by Global Maxfin Investments Inc. (GMII)
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What is another name for Vitamin A?  

a. Leland Clark     b. Scott Jones   c. Ali Javan      d. Sergey Brin 

1 Source: McKinsey, “Building on Canada’s Strong Retirement Readiness,” 2015, pg. 5                                                                                    

2 Source: StatsCan, http://www5.statcan.gc.ca/cansim/a26?lang=eng&id=2820051

3 Source: StatsCan, http://www.statcan.gc.ca/tables-tableaux/sum-som/l01/cst01/health72a-eng.htm                   

4 Source: http://business.financialpost.com/personal-finance/mortgages-real-estate/half-of-canadians-plan-to-retire-with-mortgage-survey

5 Source: http://www.thestar.com/business/personal_finance/retirement/2014/08/24/encore_jobs_a_new_trend_in_retirement.html

What does retirement look like today?
FEBRUARY 24, 2016

Your retirement will look a lot different than your parents’ retirement. In fact, your retirement will probably look different than everyone else’s because your 

lifestyle and goals are unique to you.There are, however, some major retirement trends unfolding. And getting a better understanding of these changes will 

help you plan for your retirement.

1. We are on track

Despite many warnings to the contrary, recent research has revealed that 

83% of Canadians are financially on track for retirement.1

2. We are retiring early

The majority of us are not working through retirement. Actually, we are 

retiring early. The average retirement age in Canada is 63.2

3. We are living longer

It’s quite extraordinary: every year that goes by, Canadians live longer. 

At age 65, the average lifespan of men and women is now 84 and 87, 

respectively.3

4. People are retiring with mortgages

In a significant change from what was the historical norm, about 

half of Canadians are carrying a mortgage into retirement.4

5. “Encore” jobs are on the rise

With longer retirements come the desire to find fulfilling activities. 

While many retirees use their retirement to travel and spend time 

with their friends and families, others return full- or part-time to the 

workforce – and not out of necessity. Encore jobs5 will be a distinct 

possibility for many Canadians who are not yet retired.

Gain a better understanding of what retirement looks like for Canadians with these key stats

For more information on these subjects please contact your financial advisor today.

Article: Courtesy of AGF Investments


