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Energy and the post-pandemic economy
By any metric, the social and econom-
ic impact of Covid-19 will be extremely 
high. Like the bats from which this dis-
ease apparently originated, global pol-
icymakers have been forced to fly in the 
dark in their initial efforts to vanquish 
the virus. Lacking adequate testing and 
proven vaccines, governments have so far 
resorted to mandatory social distancing 
and quarantines.

But these measures come at an excep-
tionally high cost. According to the IMF, 
the combination of multinational and 
national resources committed to ensure 
financial stability and provide fiscal stim-
ulus amounts to around $9tn worldwide, 
and further measures are under discus-
sion. These investments in stability come 
at the same time as governments are 
losing substantial revenue from reduced 
personal and corporate earnings, driving 
deficits and borrowing to levels unprece-
dented in peacetime. For all the aid these 
investments provide to citizens and busi-
nesses, the economic and social costs are 
already staggering and climbing.

The World Trade Organization’s 

(WTO) early estimates of the impact on 
US and global GDP in 2020 indicate se-
vere economic pain in the near term. US 
GDP shrunk by 4.8pc in Q1 2020, and 
the WTO expects an overall decline of 
5.9pc for 2020 as a whole. In addition, the 
organisation expects the GDPs of France, 
Germany and Italy to decrease by 7.2pc, 
7.0pc and 9.1pc, respectively, in 2020. 

The mid-term impacts in 2021 and 
2022 are harder to assess. Early indica-
tions suggest the economic recovery will 
not be rapid, complete and V-shaped, 
but is more likely to be gradual and par-
tial. Sustained structural damage is likely 
because of the lasting socioeconomic im-
pacts of massive contagion, permanent 
business closures and the loss of lives 
and livelihoods. 

The sustained impact of Covid-19 on 
international commerce could also be 
dramatic. Trade was already losing mo-
mentum after several years of mounting 
protectionism. The pandemic has high-
lighted the business risk of long-distance, 
single-source supply chains and the out-
sourcing of the supply of critical goods. 

The combined effect may lead to greater 
local and national self-sufficiency and 
leave a long-lasting dent in global trade 
volumes for years to come. The WTO 
estimates global trade will decline by be-
tween 13pc and 32pc in 2020.

Finally, the massive government in-
vestments in financial stability and fiscal 
stimulus in 2020—and the lost revenues 
from personal and corporate income and 
reduced economic activity—will leave 
gaping holes in national fiscal budgets 
worldwide, with a substantial need for 
increased revenue over the coming years. 

Uncertainties about the magnitude, 
pace and form of the economic recovery 
have significant implications for the en-
ergy sector because of the direct relation-
ship between economic activity and the 
consumption and price of energy. Our 
view is that, over the next year or two, the 
combined impacts of the new global war 
against Covid-19 will devastate energy 
demand, slash energy prices and force out 
uneconomic energy production and gen-
eration sources.

Rather than deter society from the cli-
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mate-change imperatives of the energy 
transition, as many have speculated, it is 
more likely the economic destruction 
wrought by the post-Covid-19 era will in-
stead drive us more swiftly towards these 
goals. In addition to the climate-change 
imperative for the energy transition, the 
economic rebound from Covid-19 will 
involve reduced fuel demand and intensi-
fied demand for high-efficiency, low-cost 
sources of electricity supply.

The short-term destruction of eco-
nomically inefficient energy sources 
will open market space and create the 
economic basis in the coming years for 
accelerated investment in economically 
efficient sources such as renewable ener-
gy, battery storage and natural gas-fired 
combined-cycle gas turbine (CCGT) 
plants. Finally, the pandemic’s destructive 
fiscal and labour impacts could also pro-
vide a powerful economic rationale and 
stimulate political consensus for carbon 
taxes and carbon border tariffs (CBTs). 
If broadly implemented, these policies 
would further accelerate global energy 
transition investments.
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c.29pc
Oil consumption 

drop in April

After dark spring, oil  
faces cloudy outlook
Oil prices in the US and across the world 
have collapsed as a result of combined 
supply and demand shocks. 

Global oil production increased sub-
stantially after Russia’s refusal to cut pro-
duction during the Opec+ meeting on 6 
March, which provoked retaliatory output 
increases from Saudi Arabia and the UAE. 
This supply shock was followed by a mas-
sive reduction in demand. Oil consump-
tion plunged by c.29pc in April follow-
ing the declaration by the World Health 
Organization (WHO) on 11 March that 
Covid-19 had become a pandemic. 

The knock-on effect on benchmark 
spot oil prices was immediate and dra-
matic (see Figure 1). The impact prompt-
ed Russia and Saudi Arabia to suspend 
their supply competition with each other 
and US shale oil producers in an effort to 
stabilise the market.  

Unlike airlines, oil and gas companies 
will probably not see targeted support. 
But the US Federal Reserve recently ex-
panded its criteria for the Main Street 
Lending Program, increasing the pool 
of oil and gas companies qualifying 
for aid. A specific oil and gas industry 
bailout remains unlikely to pass Con-
gress,  however.

Because voluntary output cuts and/or 
federal bridge loans appear unlikely to re-
verse the exodus of risk capital from the 
US E&P sector, the most likely outcome 

is that prevailing low prices will cause 
overall reductions in US oil production. 
As a result, the US Energy Information 
Administration (EIA) recently revised 
US production projections from over 
13mn bl/d to approximately 11mn bl/d 
for 2021. 

The recent Opec+ supply cuts appear to 
be a case of too little, too late. It is especial-
ly striking that April’s collapse in global 
oil demand was almost three times larger 
than the targeted supply reduction agreed 
by Opec+ and endorsed by the G20. The 
WTI May futures contract recently fell 
into negative territory for the first time in 
history as US commercial storage became 
booked to the brim.

Given that the economic and oil de-
mand recovery from the pandemic will 
likely be gradual and partial, the oversup-
ply will worsen before it improves. This 
is shown by the collapse of futures prices 
for Brent and WTI, with prices for the 
latter having fallen into the $25-32 range 
for the June, July and August contracts 
(see Figure 2 overleaf). It is likely that 
the level of near-term oil demand de-
struction will continue to overpower the 
Opec+ supply cuts, yielding a sustained 
constraint on oil prices.

As societies begin to lift measures to 
tackle Covid-19, global oil demand is 
rebounding. However, current estimates 
suggest global oil demand will not reach 
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pre-pandemic levels until at least late 
2021 or 2022. The lifting of lockdown, 
social distancing and ‘essential travel’ pol-
icies is likely to be slow as governments 
seek to reduce the risk and magnitude of 
further outbreaks.

The pace of recovery in oil demand 
is also likely to vary by sector. The IEA 
projects a year-on-year decline in oil con-
sumption in 2020 of 26pc for the airline 
industry, 7pc for diesel and 11pc for gas-
oline. Demand from the shipping and 
aviation sectors, which together account 
for 14.5pc of global final oil consumption, 
will likely be the slowest to  rebound.

Uneven recovery
Following on from the shock to Chi-
na’s maritime sector in the early months 
of the outbreak, companies will in the 
long term look towards greater supply 
chain localisation and optimisation. This 
will only prolong the recovery in energy 
consumption from the global shipping 
industry. Similarly, it will likely be years 
before aviation demand rebounds to pre- 
pandemic levels.

By contrast, there are signs road trans-
port—which accounts for nearly 50pc 
of global final oil consumption—may 

rebound more quickly than shipping or 
aviation. As businesses begin to reopen, 
employees may eschew public transport in 
favour of personal vehicles. 

On balance, the combination of sus-
tained structural supply competition 
between Opec, Russia and US shale oil 

producers and a slow and incomplete re-
covery in oil demand means oil prices will 
probably remain ‘lower for longer’. This 
will impede new investment, lead to a 
wave of bankruptcies and restructurings, 
and destroy the less-economic sources of 
oil production.

Gas and LNG more resilient than oil
The oil market crash will 
have critical knock-on ef-
fects on the production 
and price of shale gas in 
the US. Lower oil pric-
es will remove a crucial 
production cost credit for 
associated gas output in 
major centres such as the 
Permian basin and the 
Bakken shale. Lower oil 
prices will also keep down 
prices for liquefied petro-
leum gas (LPG) and com-
peting natural gas liquids 
(NGLs), both of which 
are highly correlated to oil 
prices. This will reduce the 
production cost credit for 
NGL-rich gas output from 
prolific shale plays such as 
the Marcellus and Eagle Ford.

Our analysis and forecasts indicate 
most producers will maintain output 
from existing wells, leading to sustained 
high gas production for the next few years.

The EIA estimates there were 7,617 
drilled-but-uncompleted (Duc) shale 
production wells in the US as of April 
2020. The more productive of these 
Ducs can be economically fracked and 

brought into production 
at oil prices of at least $25/
bl. The volume of oil and 
gas contained in the Ducs 
is estimated to be enough 
to sustain oil production 
at current levels for over 
a year, but enough to sus-
tain gas production for 
only less than half a year. 
Recent evidence suggests 
larger producers are con-
tinuing to drill through the 
downturn and that they 
will also frack and com-
plete a substantial portion 
of their Duc inventories in 
Q4 2020.

Drilling of new oil wells 
in the Permian would re-
quire WTI spot and fu-

tures prices to maintain levels of at least 
$40/bl. However, the EIA indicates that 
Brent and WTI prices fell to a low of 
$10-15/bl in late April and recovered to 
only $20/bl in early May. That means gas 
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production associat-
ed with oil- and liq-
uids-rich plays will 
decline until prices 
rise sufficiently to 
stimulate additional 
investment in dry gas 
development.

To support eco-
nomic development 
of dry gas wells, gas 
prices would have to 
increase to a sustain-
able level of about 
$2.50/mn Btu. US 
gas prices are likely 
to remain low over 
the coming months, 
while there is still 
plentiful oil and associated gas produc-
tion, and then increase to the levels need-
ed to support new drilling for dry gas 
production as the economy recovers and 
demand for gas rebounds.

Our forecasts suggest a significant 
trend towards greater dry gas production 
as the economics for wet gas diminish 
with sustained low oil prices.  The effect 
is even more pronounced if oil prices re-
main ‘lower for longer’ with an expected 
18pc growth in US dry gas production 
from 2020-25 and a 29pc decline in wet 
gas production over the same period.

However, increases in gas prices will be 
moderate because of the abundance of US 
shale gas resources and the demonstrated 
resilience of shale producers. That means 
gas will remain a competitive source of 
supply over the coming years.

The outlook for oil and gas prices will 
also cause major changes in the global 
gas and LNG trade. LNG markets and 
prices were suffering even before 2020 
because of mounting oversupply and 
 unprecedented low spot prices,  combined 
with substantial downward pressure on 
contract prices. Sustained low oil  prices 

are bringing long-term oil-indexed LNG 
contract prices into closer alignment with 
rock-bottom spot prices. In the near term, 
the ample supply and sustained low pric-
es for gas and LNG will support demand 
recovery from the pandemic crisis. The 
Covid-19-induced economic recession 
has reduced gas and LNG demand in 
Asia and Europe only  moderately and at 
levels  lower than the 30% collapse in oil 
demand. As a direct result of this decline, 
LNG intake has fallen in the fuel’s major 
import  markets. In a base case-scenario in 
which oil  prices recover quickly, we pro-
ject US gas production will recover with 
oil prices, keeping Henry Hub prices at a 
low level. 

Meanwhile, there will be a substantial 
increase in European and Asian gas prices 
relative to US gas prices as the LNG sup-
ply glut and excess storage inventories are 
brought back into balance, as shown on 
the left of  Figure 4. 

In a scenario where oil prices remain 
‘lower for longer’—approximately $20/bl 
below our base case after 2025—US gas 
prices will increase the most due to low-
er associated gas production. As shown 
on the right of Figure 4, this will have an 

upward effect of at least $0.20/mn Btu on 
Henry Hub prices in the following years 
with only a low-to-moderate effect on Eu-
ropean and Asian gas prices.

The result of all this will be to generate 
bankruptcies, further reduce the sector’s 
access to capital, and delay or destroy a 
substantial amount of the planned invest-
ment in gas and LNG infrastructure. In 
particular, there are early indications of 
a sharp curtailment of new investment 
and financing activity in LNG production 
until investors become confident about 
when the market will rebalance. 

However, contrary to the oil industry’s 
severe decline and slow recovery, gas and 
LNG demand have declined by much 
less and will recover more quickly. This 
is because gas is consumed primarily for 
heating, which has been little affected by 
the pandemic, and for power and indus-
try, consumption by both of which will 
rebound quickly as lockdowns end. 

As gas and LNG prices snap back faster 
than oil during the rebound, these fuels 
are poised to resume healthy trade and 
help accelerate the transition to a mix of 
economically and environmentally effi-
cient energy sources. PE
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