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Energy Market Chaos April 2020 

In the last few years there has been a large increase in US shale oil production, combined by near- 
recession in most of Europe and slowdown in China, with the US being a stronger economy.  

Then the virus hit, resulting in a huge drop in oil demand worldwide – folks not driving, airplanes not 
flying, industries closed. At the same time a downward price war developed between Saudi Arabia and 
Russia.  Riyadh flooded the market with even more crude. It is believed Russia’s intent is to drive many 
US shale producers out of business since US shale producers need about $50/bbl. to break even.   

Volatility in natural gas prices has increased in 2020, as demand destruction caused by lockdowns 
during the Covid-19 pandemic dragged the market to a 25-year low of $1.55/MMBtu at the start of April. 
But turmoil on the crude oil market, which saw prices turn negative for the first time later in the month, 
is prompting production cuts that will in turn reduce natural gas supply – which could push natural gas 
prices up. Analysts expect the NYMEX price to average $1.60/MMBtu during the second quarter, rising 
to $2/MMBtu by the end of 2020. At its peak gas prices were at about $13/MMBtu in 2006 and 2008. 

 

About 40 million barrels of Saudi oil are on their way to the 
United States, piling more pressure on markets already 
struggling to absorb a glut of oil. As of 4/23/2020,19 
supertankers, each capable of carrying two million barrels 
of oil, were sailing to key US terminals, especially in the 
US Gulf. Three separate tankers, also chartered by Saudi 
Arabia, were currently anchored outside US Gulf ports.  

Dozens of crude oil tankers are also anchored off the coast 
of California after demand plummeted and storage ran out. 

 

US crude futures crashed on 
4/20/2020 with the front-
month May contract, which 
expired on Tuesday, settling 
at negative $37.63 a barrel. 
Amid the slump, traders 
have scrambled to get out of 
the contract to avoid taking 
delivery of barrels because 
of a lack of storage. 

US Senator Ted Cruz told 
the Saudis to "turn the 
tankers the hell around." 
The Saudis are saying they 
are just fulfilling contracts at 

cheap prices from months ago. Europe does not want the oil since they also lack storage capacity. 
China is buying - taking advantage of low prices not seen in decades. 
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Tankers are making huge profits by just staying at sea until the oil is wanted somewhere.  NY Times 
4/23/2020: “Tanker rates. As low as $25,000 a day in February, have ballooned to nearly $200,000 a 
day, even hitting almost $300,000 at one point.  

“Oil companies have exceptionally large crude carriers – tankers longer than thee football fields. As it 
costs about $18,000 a day to run a ship – for expenses like paying and feeding a crew of 25 – profits 
at the moment are huge.”   

On 4/23/2020, June WTI futures soared to $17.58 after Trump said on Twitter: "I have instructed the 
United States Navy to shoot down and destroy any and all Iranian gunboats if they harass our ships at 
sea." Tehran responded by saying it will destroy "any American terrorist force" if its security is 
threatened in the Gulf. Later, Trump tweeted, "We don't want their gunboats surrounding our boats and 
travelling around our boats and having a good time. We're not going to stand for it...they'll shoot them 
out of the water." Only the most hardened cynic would welcome a US war in the Middle East to disrupt 
new oil shipments and aid our shale producers by higher prices.  

"The reverberations from this price collapse will be felt throughout the industry and by everyone who 
provides services to the industry," said Buddy Clark, a Houston-based law firm partner. As shale 
producers go bankrupt, they're expected to try to use court proceedings to exit pipeline contracts which 
charge transport fees based on oil and gas prices well above current levels, according to Buddy Clark 
and Charles Beckham, lawyers at Haynes and Boone, which specializes in restructuring.  

Numerous midstream companies (pipelines) backed by private equity are in danger of bankruptcy, 
while large banks are preparing to become owners of oil and gas fields as they seize energy assets. 

“Wall Street might be less likely to pour cash into shale this time if prices start climbing, but a rally to 
the $80/bbl.level Riyadh needs to balance its budget would be a different matter. Shale can still grow 
again — at the right price.” Source: Financial Times 4/24/2020. 

The energy sector remained out of favor with investors in the fourth quarter and the majority of 2019 
amid a continued oversupply of energy, risking bankruptcies of exploration and production companies 
and reduced investor demand.  

Regarding midstream (pipelines), the contracts that are the most secure: i.e., “take or pay” customers 
who are investment grade companies that have to pay shipping rates even when they are not using the 
pipeline.  

In the current carnage there is a distinction between gas vs oil companies. While gas prices are down, 
the longer-term future prices are not nearly as depressed as oil currently.  

Regarding current federal support programs advisors are working with companies that might qualify for 
the Payroll Protection Program. There has been talk about a program that specifically focuses on 
energy companies. Some company’s government affairs office are actively working with federal and 
state officials and hopes there will be relief to US energy companies to preserve our energy 
independence.  

Regarding leveraging options, generally energy BDCs will remain in defensive mode decreasing debt 
leverage and building a strong balance sheet to absorb any losses on loan debt restructuring etc. for 
the next couple quarters. However, as opportunistic investments become available some will be more 
looking at what they can sell out of and rotate into these opportunities in the current market chaos. 
Analysts believes the buying opportunities will continue for a few years after companies are more stable 
with strong cash flows. Many private lending and equity firms that supply most of the capital for the 
energy sector will be absorbing their more highly levered losses and be slow to reenter the market for 
energy company loans, etc.  

Past performance does not assure future results. There is no assurance that objectives will be met. Investments in securities do not offer 
a fixed rate of return. Principal, yield and/or share price will fluctuate with changes in market conditions, and when sold or redeemed, you 
may receive more or less than originally invested.  No system or financial planning strategy can guarantee future results. The S&P 500® 
Energy comprises those companies included in the S&P 500 that are classified as members of the GICS® energy sector. The S&P 500 
is an index of 505 stocks chosen for market size, liquidity and industry grouping (among other factors), designed to be a leading indicator 
of U.S. equities, and is meant to reflect the risk/return characteristics of the large-cap universe. The ICE BAML US High Yield Index tracks 



 

  

the performance of  US dollar denominated below  investment-grade corporate debt publicly issued in the US domestic market. ICE Data 
Services is the marketing name used to refer to the suite of pricing, market data, analytics, and related services offered by Intercontinental 
Exchange, Inc. and certain of its affiliates, 
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