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Oil & The Super-Cycle Overhang

The dying commodity super-cycle
remains the most important influence
throughout the commodity complex.
Itis the factor that trumps all others, still
in 2015. This has been the case for the
last four years, and we suspect it stays
that way for a while, knowing that the
average bear lasts about 20 years (chart).

A bear super-cycle is essentially a
black hole, sucking-in most commodity-
related matter. Avoiding it is nearly im-
possible. Fighting it is futile. Commod-
ity prices and investors alike eventually
succumb. From the moment we began

studying commodity super-cycles, we

were struck by the repeatedly sharp
moves during the transition from bull
to bear. Each parabolic rise was met
with a thundering crash, obliterating
all parabolic gains and then some. No
exceptions.
consistently the hardest on commodity
prices, as this is the time that the black
hole churns at max strength. And with
no yield to buffer the fall, commodity
prices lose ground fast, and persistently.

The early bear years are

Welcome to how commodity super-
cycles die.

With that cheery long-term context
in mind, our main focus for this pub will
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BOTTOM LINE

B Dying super-cycle hanging on
oil.

B A run into the $30s to balance
global supply / demand may be

needed.
KEY COMMODITY PRICES
B Gold.............. $1115/ oz.
B Copper............. $2.35/1b.
mOil............. $49.14 /barrel
B Natural Gas . ... $2.91/MMbtu

REFERENCED CHART LINKS

be oil’s short-term action (less than 18
months), and what may happen next.
As you'll read in a bit, $42-43/barrel may
not be the ultimate low this cycle.
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If it isn’t clear from Page 1, | remain super bearish on the
complex long-term. It is important to understand this context
as | talk oil or gold, or some other commodity. Oil may very well
find a major bottom near here, but that doesn’t change my view
on the long-term. Oil seems destined to repeat the action from
1986-1999; a major bottom forms, oversold bounces occur, but oil
stays in a lower tight range for many, many years (chart). Remem-
ber, 2015 is only year four of the commodity super-cycle bear.

Another point to keep in mind is that much of the price car-
nage has taken place. But don’t let that suck you in. Many

commodities will continue to grind lower, but some, like oil, may
just grind sideways. Don't let the “this isn't so bad” action trick
you into over-allocating to the space. Either way (down or side-
ways) is bad news for those looking to add exposure. In essence,
allocating to the commodity space over the next few years,
stocks and futures generally, will likely be opportunity lost.
The chart, spanning the 1980s and 1990s, makes this plainly evi-
dent. The red line represents energy stocks; the green line energy
stocks vs. other stocks in the S&P 500.
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Global Qil Supply Growth vs. Global il Demand Growth (12-Month SMA)

Monthly Data 2001-12-31to 2015-07-31 (Log Scale)
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Global Qil Price vs. Global Oil Demand/Supply Balance

Monthly Data 2001-12-31 to 2015-07-31 (Log Scale)
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Forcing the balance is normally
good for oil prices. The bottom chart
plots the price of Brent oil (blue line)
against the global supply/demand bal-
ance (red line). An imbalance to this de-
gree does help better understand when
a rebalance should take place. It is not,
however, an exact timing tool.
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I've been saying since April that“March 17th was the likely low”.
This is now wrong as spot found a new low on August 11™, and
then again yesterday.

| have two comments on the new low. The first one is mea
culpa. Prior to NDR, | was a PM. | fully understand the impor-
tance and value of timing. The miss is not taken lightly. It will be
added to the ever growing pile of lessons learned. Second, the
recent price action has me worried that new lows may be in
the cards. A sharp shake-out well below the $42-$43 area may
be needed to get global supply and demand to balance. Let me
explain.

CONCERN #1 - OVERALL PRICE ACTION

To be clear, the marginal break in the last three days is not my
main issue. It is how the new low has evolved, since July. I'll use
the major bottom in 1986 to explain. 1986 is shown in the top
clip, while 2015 sits in the bottom clip. 1986 witnessed a process
of (1) low hit, (2) bounce, (3) low retest, (4) bounce, (5) consolida-
tion at higher level, (6) eventual move higher to confirm that the
low was in place. 2015 witnessed the first five steps, but failed
miserably at step (6). Not only did price not move to a higher
level, it reversed, setting a new marginal low in the process.

Crude Oil - 1986 vs. 2015 Daily Data 1984-02-21 to 1987-02-20 (Log Scale)
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CONCERN #2 - SUPPLY U.S. Onshore Crude Oil Production Monthly Data 2005-12:31 to 2015-07-31
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Crude Oil Volatility

Daily Data 1986-01-31 to 2015-06-29 (Log Scale)
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We'll leave you with a freshly marked-up chart of WTI, so you
can see the key support zones. The $40s supports are holding,
so there is no need to panic yet. That said, the price action, since
July, has been uninspiring for someone looking for a major price
low. If only supply and demand growth would pick-up their lei-
surely stroll toward balancing, | wouldn’t be so worried. My fear
is that a quick, steep shake-out may be needed, which is why
I have a nervous eye on the 2008 lows.

Maybe I'm just being overly cautious. Maybe in the end oil
does bottom in the $42-$43 neighborhood, and my March low
call wasn't that far off. At that point, | could become known as
the Bob Uecker (in the movie Major League) of commodities,
"...just a bit outside.”

And please remember: keep this in context to the overall dy-
ing commodity super-cycle.
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