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Up until recently, investors who had bet on oil equities over the last decade received mediocre returns, at best. Say one had 
invested $100 in the S&P Energy Index in 2012, that investment would have compounded to a mere $105 at the start of 
2022. Instead, if one had invested $100 in the S&P 500 Index during the same period, one would have received $400.

EXHIBIT 1: S&P 500 INDEX VERSUS S&P 500 ENERGY 
INDEX RETURNS

Source: S&P Capital IQ and Bloomberg. Data from 31 January 2012 through 31 December 2021.
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Given the poor track record of the 
industry, why are we so excited about the 
space? Put simply, we think the market 
dynamics have changed. On a forward-
looking basis, energy supply/demand 
fundamentals coming out of COVID are 
the healthiest they have been in the last 
decade. In addition to a supportive 
commodity price environment, energy 
companies are also generating record free 
cash flow, which is mostly being returned 
to shareholders in the form of dividends 
and buybacks. A combination of 
supportive commodity prices plus capital 
return makes energy equities one of our 
highest conviction areas. 

Oil Equities: The Quality  
Compounders of the Next Decade?
Written by the GQG Research Team

Please refer to the Risks and Important Information at the end of this document.
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THE ENERGY INDUSTRY HAS UNDERINVESTED SINCE 2014

Historically, commodity cycles have been driven by supply lagging changes in demand (in both bull and bear markets). 
For example, even the 2008 financial crisis did not end the commodity super cycle; the bull market only truly ended when 
supply started coming online in 2011. As a result, we believe the past few years of under-investment in the energy sector will 
drive sustained high energy prices. 

Let’s start with a simple chart. Global upstream oil and gas CapEx has declined by half, from ~$700bn annually down to 
~$350bn annually, while oil demand has grown from ~90mm barrels per day (bpd) in 2012 to ~100mm bpd in 2021. 

While industry capital intensity has undoubtedly improved due to improvements in production technology, we think the 
industry has broadly underinvested. By some estimates, reserve lives across the industry have halved since 2014. The main 
issue we see relates to the nature of the 
energy business – due to the depleting 
nature of energy resources, the world 
needs a consistent pipeline of new projects 
to even maintain production at current 
rates. In addition, most of global supply 
(excluding US shale) tends to take five+ 
years (and usually closer to 10) to ramp 
from discovery to meaningful production. 

We think the lack of investment since 
2015/2016 will begin to show up in the 
next few years in the form of disappointing 
production results, lack of new projects, 
and accelerated asset declines from conventional sources. We have already seen OPEC+ struggle to raise production to 
planned quotas and expect further disruptions to production longer-term. 

US SHALE PRODUCERS HAVE ALSO FOUND DISCIPLINE, ENFORCED BY INVESTORS  
AND ESG CONSTRAINTS

US shale producers have been the only meaningful source of production growth since 2014.1 They have also been a highly 
disruptive force in the industry because many producers attempted to grow production 10-20 per cent per year in a market 
where global demand grows by ~1 per cent per year. There are three major problems with this behavior: 

 — These companies would outspend their cash flow in any price environment, relying on easy debt capital to finance 
capital expenditures.

 — Since oil is a finite resource, the faster these companies would grow, the faster they would deplete their resource base.

 — The production growth implied they were taking more than 100 per cent of demand growth, leading to an on-and-
off price war from OPEC to maintain market share, significantly hurting profitability across the entire industry.

EXHIBIT 2: GLOBAL UPSTREAM OIL AND GAS CAPEX 
($BN) - IEA DATA

Source: IEA. Data for the annual time periods from 2012 through 2021.
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COVID nearly bankrupted every US shale producer as crude oil prices dropped precipitously due to evaporating demand 
from mobility restrictions as well as an aggressive price war from Saudi Arabia to rein in the industry. As a result, public US 
shale producers had to undergo significant cost-cutting, reductions in production growth plans, and consolidation. Driven 
by investor backlash and longer-term questions around the availability of debt financing as ESG pressure mounts, most 
shale producers have now committed to a max 5 per cent production growth target. They are instead focusing on growing 
free cash flow per share, deleveraging the balance sheet, and returning capital to shareholders. 

Because production growth has been reined in, the business models are much higher quality, solving most of the issues of 
the last decade: 

 — These companies are now generating significant amounts of free cash flow even at lower than current oil prices. 
Cash returns on capital are north of 25 per cent at $80 oil.

 — Without production growth, the companies’ implied reserve lives are much longer and in some cases more than two 
decades of core drillable inventory.

 — OPEC, led by Saudi Arabia, has proactively cut production to support global oil prices, leading to record profits 
worldwide. OPEC’s spare capacity is also rapidly approaching multi-year lows, which limits its ability to aggressively 
ramp up production. 

We will continue to monitor the behavior of these shale companies. So far, the largest public producers with the best 
resource bases, in our view, have maintained their production growth discipline despite a robust oil price environment. 
Additionally, private producers (who tend to be more aggressive with adding supply) no longer dominate US shale 
production and therefore are unlikely to have an outsized impact on supply as they typically had in the past. Furthermore, 
producers who do try to ramp up production aggressively will likely be hamstrung by tightness in the labor and equipment 
markets. However, longer-term, we also recognize that if oil prices stay elevated, shale companies could once again become 
a disruptive force in the industry, particularly if the US government ratchets up pressure on shale producers to increase 
production. While anything is possible (especially in a wartime situation), we believe the following are likely to hold: 1) the 
government will continue to send mixed signals to oil producers (for example, some politicians recently discussed windfall 
taxes, which would further reduce the incentive to ramp up production) and 2) it will take time to get sufficient labor/
equipment and rebuild drawn down oil well inventories.

OIL DEMAND HAS BEEN RESILIENT

Coming out of COVID, oil demand has been resilient in multiple major economies. In the US and EU, we are approaching 
2019 levels of demand even though jet fuel demand is still ~30 per cent lower than pre-COVID levels. In China, pre-
Omicron, demand was more than 10 per cent higher than in 2019, even though China is one of the countries that is leaning 
hardest into decarbonizing its economy. Oil still seems like the lifeblood of the global economy. 

Please refer to the Risks and Important Information at the end of this document.



Page 4 of 9gqgpartners.com

Let’s Talk 
Stocks

Taking a longer-range view, oil demand has historically grown by ~1mm bpd, despite innovations around fuel efficiency and 
green technology. On a per capita basis, global demand has hovered around the 4.5 – 4.7 barrels per person, with a notable 
disruption due to COVID. If consensus expectations on demand for 2022 hold, we will be close to trendline by the end of 2022.

For those wondering how the advent of electric vehicles will affect oil demand, our view is that the shift will be slow at best. 
Norway offers a compelling case study on the impact of demand from a rapid adoption curve of electric vehicles. From 2010 
to 2021, new electric vehicle sales grew from 0 per cent of total auto sales to 90 per cent of total auto sales, which is one 
of the fastest adoption curves globally. At the same time, transport fuel (typically represents ~55 per cent of oil demand) 
declined only by ~0.3 per cent on an annual basis. In other words, electric vehicle impact on oil demand has been minimal at 
best - despite best intentions, the decarbonization push has only impacted oil supply, not oil demand.

EXHIBIT 3: OIL DEMAND - AGGREGATE & PER CAPITA

Sources: IEA and World Bank. Data for the annual time periods from 1984 through 2021 and represents estimates through 2022. 
Estimates are not actual results and are subject to change. Actual results maybe lower or higher than those depicted in the chart above. 
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EXHIBIT 4: NORWAY GASOLINE AND DIESEL CONSUMPTION VERSUS 
EV SALES PENETRATION
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TIGHTENING INVENTORIES

Where does this leave us? Our view is that production will disappoint, and demand will remain stronger for longer. 

We believe the most observable set of data within the oil industry is OECD commercial inventories, which provides insight 
into the true supply / demand. In periods of excess supply, we would expect inventories to build up. In periods of excess 
demand, we would expect inventories to draw down. In COVID, when Saudi Arabia engaged in a price war while demand 
evaporated, we saw commercial inventories build to record levels. However, as global economies have recovered and 
reopened, demand has recovered rapidly while supply has been slow to return due to shale/OPEC supply discipline and 
production issues. Sitting here in early 2022, we are at 2014 levels of inventories, when oil prices were above $100. Even 
excluding the geopolitical premium due to the Russia-Ukraine war, we think there is fundamental support for $100 oil.

RUSSIA IMPACT

The biggest wild card with energy today is Russia. Supply was already tight before Russia invaded Ukraine, but it has 
significantly tightened since then. Russia is the world’s largest oil exporter (~7.8mm bpd or ~8 per cent of global demand2) so 
any disruption will have massive implications for the energy sector. At this stage, it is too early to definitively conclude what 
the longer-term implications will be, so we are closely monitoring the evolving situation. If tensions with Russia normalize, we 
believe oil prices will correct but the medium-term supply/demand thesis should remain intact. Realistically, it will also just 
take time to rebuild relations with Russia and its energy producers, especially as many of the international oil majors and oil 
field services have pulled back investment in the country. If tensions with Russia further deteriorate, energy should provide a 
hedge from a portfolio perspective as spiking energy prices is arguably the single biggest risk in the markets today. 

EXHIBIT 5: OECD COMMERCIAL CRUDE INVENTORIES VERSUS BRENT OIL PRICES

Sources: Bloomberg, IEA, and EIA. Data from 1 January 2012 through 31 March 2022.
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THE BEAR CASE

We believe there are two main risks with the energy thesis. The first risk is demand destruction. If oil prices keep spiking 
higher, the global economy will slow down, which would eventually reduce oil demand and thus negatively impact oil prices. 
Historically, energy spikes have driven economic slowdowns when oil revenues crossed ~5 per cent of global GDP. Additionally, 
when the global economy has reached demand destruction levels in the past, prospective oil growth in proceeding years has 
been weaker than the typical 1mm bpd in annual growth (driven by a change in consumer behavior as well as technological 
innovation). Fortunately, we are not there yet but this will become a greater risk if oil prices approach ~$150. 

The second risk is US shale supply increasing. We have decent visibility into ex-US oil supply over the next few years (as it 
primarily consists of long-cycle production) so the biggest risk is with short-cycle US production. If US shale producers lose 
discipline, oil prices could head lower. As discussed above, we believe shale producers will be slower to respond to elevated 
oil prices this time around, but it is still a risk to our thesis. 

OUR VIEW ON ESG

The elephant in the room is how these companies all fit in the broader scope and framework as we head to a net zero world. 
The reality is the world still needs oil for decades to come. Our view is that it’s better to have production in the hands of 
proven operators that have real accountability to public shareholders, rather than private companies and/or national oil 
companies that do not have the same level of oversight and scrutiny. Frankly, we do not think divesting oil and gas assets is 
an effective strategy to change the global emissions trajectory, as doing so only really moves production around from one 
operator to another. As one example, BP has been in the press for divesting some upstream energy assets, but the buyers 
have tended to be national oil companies and private companies that have less operating expertise and minimal oversight. 
Although scope 1-3 emissions will be optically lower at BP as a company, net global emissions are probably higher. 

Most companies we have invested in have aligned to aggressive emissions reduction targets. Petrobras has cut carbon 
intensity per upstream barrel by nearly 50 per cent since 2009 and has committed to 25 per cent emissions reductions 
by 2030. Exxon has committed to net zero scope 1 and 2 by 2050 and has begun to heavily invest in carbon capture 
technologies. Devon has committed to net zero scope 1 and 2 emissions by 2050 and to eliminate routine flaring by 2030.3 

THE BIG PICTURE

While the energy industry has been an awful place to invest over the last decade, we think the setup is compelling on a 
forward-looking basis. The broader industry has underinvested in resource discovery and development, so we will likely 
see minimal supply growth and production disappointments. Meanwhile, US shale producers have found discipline in 
production growth, enforced by shareholders and ESG constraints. Demand is recovering post-COVID, and real-world 
examples highlight the resilience in hydrocarbon demand. Amidst this supportive commodity backdrop, individual 
companies are generating records amounts of cash flows and distributing most of it back to shareholders. As a result, we do 
not need to believe in substantially higher oil prices or even multiple expansion for the sector to perform well. At $80 oil and 
assuming no multiple expansion, we believe our energy portfolio will provide attractive returns.4 

Ultimately, we think the transition to a greener world will be challenging. That challenge creates opportunity. 

Please refer to the Risks and Important Information at the end of this document.
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DEFINITIONS

Capital expenditures (CapEx) are funds used by a company to acquire, upgrade, and maintain physical assets such as 
property, plants, buildings, technology, or equipment. CapEx is often used to undertake new projects or investments by  
a company.

END NOTES

1Source: https://www.eia.gov/international/data/world/petroleum-and-other-liquids/quarterly-petroleum-and-other-
liquids-production

2Source: https://www.iea.org/reports/russian-supplies-to-global-energy-markets/oil-market-and-russian-supply-2

3No discussion with respect to specific companies should be considered a recommendation to purchase or sell any 
particular security/investment. The companies discussed do not represent all past investments. It should not be assumed 
that any of the investments discussed were or will be profitable, or that recommendations or decisions made in the future 
will be profitable.

4There is no guarantee that expected returns can or will be achieved.

INFORMATION ON BENCHMARKS

The S&P 500® Index is a widely used stock market index that can serve as barometer of US stock market performance, 
particularly with respect to larger capitalization stocks. It is a market-weighted index of stocks of 500 leading companies in 
leading industries and represents a significant portion of the market value of all stocks publicly traded in the United States.

The S&P 500® Energy Index comprises those companies included in the S&P 500 that are classified as members of the 
GICS® energy sector.

Please refer to the Risks and Important Information at the end of this document.
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IMPORTANT INFORMATION
The information provided in this document does not constitute investment advice and no investment decision should be made based on it. 
Neither the information contained in this document or in any accompanying oral presentation is a recommendation to follow any strategy 
or allocation. In addition, neither is a recommendation, offer or solicitation to sell or buy any security or to purchase of shares in any fund 
or establish any separately managed account. It should not be assumed that any investments made by GQG Partners LLC (GQG) in the 
future will be profitable or will equal the performance of any securities discussed herein. Before making any investment decision, you should 
seek expert, professional advice, including tax advice, and obtain information regarding the legal, fiscal, regulatory and foreign currency 
requirements for any investment according to the law of your home country, place of residence or current abode.
This document reflects the views of GQG as of a particular time. GQG’s views may change without notice. Any forward-looking statements 
or forecasts are based on assumptions and actual results may vary. GQG provides this information for informational purposes only. GQG 
has gathered the information in good faith from sources it believes to be reliable, including its own resources and third parties. However, 
GQG does not represent or warrant that any information, including, without limitation, any past performance results and any third-party 
information provided, is accurate, reliable or complete, and it should not be relied upon as such. GQG has not independently verified any 
information used or presented that is derived from third parties, which is subject to change. Information on holdings, allocations, and other 
characteristics is for illustrative purposes only and may not be representative of current or future investments or allocations.
Past performance may not be indicative of future results. Performance may vary substantially from year to year or even from month to month. 
The value of investments can go down as well as up. Future performance may be lower or higher than the performance presented and may 
include the possibility of loss of principal. It should not be assumed that investments made in the future will be profitable or will equal the 
performance of securities listed herein.
The information contained in this document is unaudited. It is published for the assistance of recipients, but is not to be relied upon as 
authoritative and is not to be substituted for the exercise of one’s own judgment. GQG is not required to update the information contained 
in these materials, unless otherwise required by applicable law. No portion of this document and/or its attachments may be reproduced, 
quoted or distributed without the prior written consent of GQG. 
GQG is registered as an investment adviser with the U.S. Securities and Exchange Commission. Please see GQG’s Form ADV Part 2, which 
is available upon request, for more information about GQG.
Any account or fund advised by GQG involves significant risks and is appropriate only for those persons who can bear the economic risk of 
the complete loss of their investment. There is no assurance that any account or fund will achieve its investment objectives. Accounts and 
funds are subject to price volatility and the value of a portfolio will change as the prices of investments go up or down. Before investing in a 
strategy, you should consider the risks of the strategy as well as whether the strategy is appropriate based upon your investment objectives 
and risk tolerance.
There may be additional risks associated with international and emerging markets investing involving foreign, economic, political, monetary, 
and/or legal factors. International investing is not for everyone. You can lose money by investing in securities. 
Where referenced, the title Partner for an employee of GQG Partners LLC indicates the individual’s leadership status within the organization. 
While Partners hold equity interests in GQG Partners Inc., as a legal matter they do not hold partnership interests in GQG Partners LLC or 
GQG Partners Inc.
GQG Partners LLC is a wholly owned subsidiary of GQG Partners Inc., a Delaware corporation that is listed on the Australian Securities Exchange.

NOTICE TO AUSTRALIA & NEW ZEALAND INVESTORS
The information in this document is issued and approved by GQG Partners LLC (“GQG”), a limited liability company and authorised 
representative of GQG Partners (Australia) Pty Ltd, ACN 626 132 572, AFSL number 515673. This information and our services may only be 
provided to wholesale clients (as defined in section 761G of the Corporations Act 2001 (Cth)) domiciled in Australia. This document contains 
general information only, does not contain any personal advice and does not take into account any prospective investor’s objectives, financial 
situation or needs. In New Zealand, any offer of a Fund is limited to ‘wholesale investors’ within the meaning of clause 3(2) of Schedule 1 of 
the Financial Markets Conduct Act 2013. This information is not intended to be dis-tributed or passed on, directly or indirectly, to any other 
class of persons in Australia and New Zealand, or to persons outside of Australia and New Zealand.

Please refer to the Risks and Important Information at the end of this document.
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NOTICE TO CANADIAN INVESTORS
This document has been prepared solely for information purposes and is not an offering memorandum nor any other kind of an offer to 
buy or sell or a solicitation of an offer to buy or sell any security, instrument or investment product or to participate in any particular trading 
strategy. It is not intended and should not be taken as any form of advertising, recommendation or investment advice. This information 
is confidential and for the use of the intended recipients only. The distribution of this document in Canada is restricted to recipients in 
certain Canadian jurisdictions who are eligible “permitted clients” for purposes of National Instrument 31-103 Registration Requirements, 
Exemptions and Ongoing Registrant Obligations.

NOTICE TO SOUTH AFRICAN INVESTORS
Investors should take cognisance of the fact that there are risks involved in buying or selling any financial product. Past performance of 
a financial product is not necessarily indicative of future performance. The value of financial products can increase as well as decrease 
over time, depending on the value of the underlying securities and market conditions. The investment value of a financial product is not 
guaranteed and any Illustrations, forecasts or hypothetical data are not guaranteed, these are provided for illustrative purposes only. This 
document does not constitute a solicitation, invitation or investment recommendation. Prior to selecting a financial product or fund it is 
recommended that South Africa based investors seek specialised financial, legal and tax advice. GQG PARTNERS LLC is a licensed financial 
services provider with the Financial Sector Conduct Authority (FSCA) of the Republic of South Africa, with FSP number 48881.

NOTICE TO UNITED KINGDOM INVESTORS
GQG Partners is not an authorised person for the purposes of the Financial Services and Markets Act 2000 of the United Kingdom 
(“FSMA”) and the distribution of this document in the United Kingdom is restricted by law. Accordingly, this document is provided only for 
and is directed only at persons in the United Kingdom reasonably believed to be of a kind to whom such promotions may be communicated 
by a person who is not an authorised person under FSMA pursuant to the FSMA (Financial Promotion) Order 2005 (the “FPO”). Such 
persons include: (a) persons having professional experience in matters relating to investments; and (b) high net worth bodies corporate, 
partnerships, unincorporated associations, trusts, etc. falling within Article 49 of the FPO. The services provided by GQG Partners and the 
investment opportunities described in this document are available only to such persons, and persons of any other description may not rely 
on the information in it. All, or most, of the rules made under the FSMA for the protection of retail clients will not apply, and compensation 
under the United Kingdom Financial Services Compensation Scheme will not be available. 
GQG Partners (UK) Ltd. is a company registered in England and Wales, registered number 1175684. GQG Partners (UK) Ltd. is an appointed 
representative of Sapia Partners LLP, which is a firm authorised and regulated by the Financial Conduct Authority (“FCA”) (550103).

© 2022 GQG Partners LLC. All rights reserved. Data and content presented is as of March 31, 2022 and in US dollars (US$) unless otherwise stated.
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