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The global oil market is experiencing a massive demand shock, with demand for 
transportation fuels sitting in the crosshairs of the coronacrisis. At the same time, 
major oil producers have engaged in a war for oil market share, resulting in a sizable 
supply shock. The impact of these simultaneous shocks on oil prices, OPEC+, the oil 
industry, and credit and financial markets more broadly are Top of Mind. We feature 
interviews with three energy experts, Pulitzer Prize-winning author, Daniel Yergin, 
PIRA Energy Group Founder, Gary Ross, and our own head of Global Commodities 
Research, Jeff Currie. They discuss the enormity of the current oil shock, how we 
got here, and what’s in store—namely, sharply lower, and even negative, crude oil 

prices as oil infrastructure is overwhelmed by the supply surge. But they also argue that the sharper the price decline, 
the sharper the eventual rebound as oil production is shut in. We conclude that all of this will lead to a healthier global 
oil industry. And we discuss why this will be painful for credit markets, but likely won’t pose systemic risk. 

When you step back, recent developments are a...  
culmination of an unsustainable supply management 
strategy that is coinciding with an enormous demand 
shock, and the answer has to be low prices. 

- Gary Ross

“
Something has to give here because the world oil 
industry is going to run out of storage space and that’s 
going to be a very serious issue for everybody. 

- Daniel Yergin

“
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...AND MORE

Paradoxically, the demand shock could ultimately create 
an inflationary oil supply shock of historic proportions 
because so much oil production will be forced to be shut 
in. 

- Jeff Currie
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Oil prices have collapsed to cash costs   
Global oil prices by type, Dollars 

 

0

20

40

60

80

Mar-19 May-19 Jul-19 Sep-19 Nov-19 Jan-20

Bakken Midland
LLS Mars
WCS Hardisty WTS
WTI Brent











0

2
0

4
0

6
0

8
0

1
0

0

1
2

0

1
4

0
1861

1864

1867

1870

1873

1876

1879

1882

1885

1888

1891

1894

1897

1900

1903

1906

1909

1912

1915

1918

1921

1924

1927

1930

1933

1936

1939

1942

1945

1948

1951

1954

1957

1960

1963

1966

1969

1972

1975

1978

1981

1984

1987

1990

1993

1996

1999

2002

2005

2008

2011

2014

2017

2020

U
S

 r
e
c
e
s
si

o
n

C
ru

d
e
 o

il 
p
ri

c
e
s
, 
$
2

0
1

4
/b

a
rr

e
l

1
9

7
3

-1
9

7
4

A
ra

b
 s

ta
te

s
 in

s
ti
tu

te
 

e
m

b
a

rg
o

 a
g

a
in

s
t 

c
o

u
n

tr
ie

s
 s

u
p

p
o

rt
in

g
 

Is
ra

e
li

n
 th

e
 Y

o
m

 
K

ip
p

u
r
W

a
r

1
8

6
2

-1
8

6
5

U
S

C
iv

il
 W

a
r 

d
ri

ve
s

 u
p

 c
o

m
m

o
d

it
y 

p
ri

c
e

s
; t

a
x 

o
n

 c
o

m
p

e
ti
n

g
 il

lu
m

in
a

n
t 

ra
is

e
s

 d
e

m
a
n

d
 fo

r 
o

il

1
8

9
0

-1
8

9
2

R
e

c
e

s
s

io
n

 a
n

d
 s

tr
o

n
g

 p
ro

d
u

c
ti
o

n
 f
ro

m
 

U
S

 a
n

d
 R

u
s

s
ia

 b
ri

n
g

 p
ri

c
e

s
 d

o
w

n
 

1
8

9
4

C
h

o
le

ra
e

p
id

e
m

ic
 c

u
ts

 
p

ro
d

u
c
ti
o

n
 in

 B
a

k
u

, 
A

ze
rb

a
ij
a

n
, 
c
o

n
tr

ib
u

ti
n

g
 

to
 1

8
9

5
 s

p
ik

e

1
9

2
0

R
a

p
id

 a
d

o
p

ti
o

n
 o

f t
h

e
 

a
u

to
m

o
b

il
e

 d
ra

s
ti
c
a

lly
 

ra
is

e
s

 o
il
 c

o
n

s
u

m
p
ti
o

n
, 

le
a

d
in

g
 to

 th
e

 "
W

e
s

t 
C

o
a

s
t G

a
s

o
li
n

e
 F

a
m

in
e
"

1
9

3
1

P
ri

c
e

s
 h

it
 r

e
c
o

rd
 lo

w
 

a
s

 o
n

s
e

t o
f 
G

re
a

t 
D

e
p

re
s

s
io

n
 r
e

d
u

c
e

s
 

d
e

m
a

n
d

1
9

5
6

-1
9

5
7

S
u

e
z 

c
ri

s
is

ta
k
e

s
 1

0
%

 
o

f 
w

o
rl

d
's

 o
il
 o

ff
 t

h
e

 
m

a
rk

e
t,
 b

u
t 

p
ro

d
u

c
ti
o

n
 o

u
ts

id
e

 o
f 

th
e

 M
id

d
le

 E
a

s
t 

s
ty

m
ie

s
 a

 p
ri

c
e

 s
p

ik
e

 
in

 t
h

e
 i
n

te
ri

m

1
9

7
8

-1
9

7
9

Ir
a

n
 c

u
ts

 p
ro

d
u

c
ti
o

n
 a

n
d

 
e

xp
o

rt
s

 d
u

ri
n

g
 r
e

vo
lu

ti
o

n
,

c
a

n
c
e

ls
 c

o
n

tr
a

c
ts

 w
it
h

 U
S

 
c
o

m
p

a
n

ie
s
 

1
9

8
0

Ir
a

n
-I

ra
q

 W
a

r 
b

e
g

in
s

; 
e

xp
o

rt
s

 f
ro

m
 th

e
 r

e
g

io
n

 
s

lo
w

 fu
rt

h
e

r

1
9

9
0

Ir
a

q
 

in
va

d
e

s
K

u
w

a
it
; 

K
u

w
a

it
i 

e
xp

o
rt

s
 

c
u

t 
u

n
ti
l 

1
9

9
4

1
9

9
8

A
s

ia
n

 
d

e
m

a
n

d
 

c
o

ll
a

p
s

e
 a

ft
e

r 
1

9
9

7
c
ri

s
is

 
c
o

m
b

in
e

d
 

w
it
h

 g
ro

w
in

g
 

s
u

p
p

ly

E
a

rl
y
 2

0
0

0
s

P
ro

d
u

c
ti
o

n
 

fa
ll
s

 d
u

e
 to

 
la

c
k
 o

f 
in

ve
s

tm
e

n
t

1
9

8
0

s
D

e
m

a
n

d
re

s
p

o
n

s
e
 

to
 s

u
p

p
ly

 
s

h
o

c
k
s

 
p

u
s

h
e

s
 

p
ri

c
e

s
 

d
o

w
n

2
0

0
8

G
lo

b
a

l 
F

in
a

n
c
ia

l 
C

ri
s

is

2
0

1
1

A
ra

b
S

p
ri

n
g

; 
L

ib
ya

n
 c

iv
il
 w

a
r 

d
is

ru
p

ts
 o

u
tp

u
t

M
id

-2
0

0
0

s
A

s
ia

 d
ri

ve
s

 
ri

s
in

g
 d

e
m

a
n

d
 

a
s

 p
ro

d
u

c
ti
o

n
 

s
ta

g
n

a
te

s
 a

n
d

S
a

u
d

i s
p

a
re

 
c
a

p
a

c
it
y 

d
e

c
li
n

e
s

1
8

6
5

-1
8

9
0

P
ri

c
e

s
b

o
o

m
 

a
n

d
 b

u
s

t w
it
h

 
fl
u

c
tu

a
ti
o

n
s

 in
 

U
S

 d
ri

ll
in

g

1
9

4
7

P
o

s
t-

w
a

r 
a

u
to

m
o

ti
ve

 b
o

o
m

 
c
re

a
te

s
 fu

e
l 

s
h

o
rt

a
g

e
s

 in
 s

o
m

e
 

U
S

 s
ta

te
s

 

1
9

8
8

Ir
a

n
,
Ir

a
q

 
in

c
re

a
s

e
 

o
u

tp
u

t 
w

it
h

 
e

n
d

 o
f 

w
a

r

1
9

8
5

-1
9

8
6

S
a

u
d

i 
A

ra
b

ia
 

in
c
re

a
s

e
s
 

p
ro

d
u

c
ti
o

n
 

to
 r

e
g

a
in

 
m

a
rk

e
t 

s
h

a
re

2
0

0
1

-2
0

0
3

9
/1

1
 a

n
d

 in
va

s
io

n
 o

f 
Ir

a
q

 r
a

is
e

 
c
o

n
c
e

rn
s

a
b

o
u

t M
id

d
le

 E
a

s
t 

s
ta

b
il
it
y;

 V
e

n
e

zu
e

la
n

o
il
 

w
o

rk
e

rs
 s

tr
ik

e

1
8

9
1

-1
8

9
4

P
e

n
n

s
yl

va
n

ia
 o

il
fi
e

ld
s

 
b

e
g

in
 to

 d
e

c
li
n

e
, 

s
e

tt
in

g
 th

e
 s

ta
g

e
 fo

r 
h

ig
h

e
r
p

ri
c
e

s
 in

 1
8

9
5

M
a

rc
h

 2
0

2
0

 
C

o
ro

n
a

vi
ru

s
-

re
la

te
d

 
d

e
m

a
n

d
s

h
o

c
k
 a

n
d

 
c
o

ll
a

p
s

e
 in

 
O

P
E

C
+

 
a

g
re

e
m

e
n

t 
le

a
d

 to
 p

ri
c
e

 
c
o

ll
a

p
s

e

2
0

1
4

-2
0

1
5

G
lo

b
a

l o
ve

rs
u

p
p

ly
 le

a
ve

s
 

o
il
 m

a
rk

e
ts

 s
e

a
rc

h
in

g
 f
o

r 
n

e
w

 e
q

u
il
ib

ri
u

m 2
0

1
7

-2
0

2
0

O
P

E
C

+
 

c
u

ts
 

p
ro

d
u

c
ti
o

n
 

to
s

te
m

 
th

e
 d

e
c
li
n
e

 
in

 o
il
 

p
ri

c
e

s
 

c
a

u
s

e
d

 b
y 

g
lo

b
a

l 
o

ve
rs

u
p

p
ly



Price volatility spikes as oil nears inventory constraints 
 

 

Natural gas wells already demonstrate shale’s flexibility   
Av. mon. gas production for shut-in wells in Alipine High shale play, mmcf/d 
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Russia's budget breakeven has fallen sharply below $50/bbl  
Fiscal breakeven, '17 USD (lhs); budget balance at $40/bbl, % of GDP (rhs) 
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Net debt will rise sharply under the worst case scenario…  
Net debt/GDP, % 

 

...and reserves will fall rapidly 
Months of imports 
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Upstream valuations have moved to levels of historical pre-

shale troughs — around 50 cents per Dollar invested 
EV/gross cash invested adj. for shifts in 5-yr avg. cash return on cash inv. 
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HY Energy default rates may surpass 2015 peak  
12-month trailing default rate for CCC and HY-rated Energy issuers, % 

 

 

Fallen angel downgrade risk skewed to the upside relative to  
2015-16 
12-month trailing transition rate to HY for the Oil & Gas sector, % 
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