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well as shale producers in the United States, that can ramp up production 
relatively quickly.  Many companies in the U.S. oil patch are currently in 
financial distress.  Some of the U.S. shale producers may not make it through 
this crisis, but, as oil historian Daniel Yergin points out: the ‘rocks don’t go 
bankrupt’.  Unlike conventional oil fields in the Middle East and Russia, North 
American shale rock is so dense that it doesn’t degrade if production is 
temporarily halted.  It is likely that the larger, better capitalized producers will 
consolidate the space and have lower breakeven costs.  In a rising oil price 
environment, it is much quicker and cheaper to ramp up shale production 
than it is to invest in offshore deep-water projects with multiyear lead times 
and very high upfront costs.   

This would not be the first time that the shale industry makes a comeback.  
After the 2014-2015 oil price collapse, shale production initially collapsed as 
well, only to come back stronger and breaking records in recent years.  It may 
take some time, but it would be a mistake to write off the shale industry. 

In the meantime, global oil producers are watching closely as the world is 
gradually opening up again and oil demand is slowly coming back.  There is 
some optimism returning to the industry as prices have recovered from their 
April lows, although they are still far from where they were at the beginning 
of the year. 

  

 
 

 
   

 

 

 

 

 

 

Significant decline in energy investment expected for 2020 

On Wednesday, May 27, the International Energy Agency (IEA) 
published their 5th annual assessment of investment and 
financing across the energy markets: “World Energy 
Investment 2020”.  As expected, it did not paint an optimistic 
picture of the current situation and future outlook.  The IEA 
estimates that global energy investment in 2020 will be down 
20% from 2019, a reduction of $400 Billion.  All sectors are 
down, even investment in renewable energy will be 11% 
lower.  However, the biggest investment declines are taking 
place in Oil & Gas (down 32%) and in particular in the U.S. 
shale sector, which is forecast to invest 50% less in 2020 than 
in 2019.  To put all of this in perspective: pre-Covid-19, the IEA 
estimated global energy investment in 2020 to be up 2% from 
2019.  It is no surprise that Covid-19 has had be biggest impact 
on oil.   The IEA estimates that, at the high of the lockdowns 
in April, the movements of more than 4 billion people 
worldwide were restricted in one way or another.  Since 
mobility and aviation represents some 60% of global oil 
demand, year-on-year demand for oil was down by around 25 
million barrels per day (Mb/d) in April.  For 2020 as a whole, 
the IEA expects oil demand to drop by 9 Mb/d on average.  The 
future is more uncertain than ever, and the fate of the energy 
markets depend to a large extend on the policy responses that 
are implemented in the coming months to deal with this crisis.   

The IEA does not expect that we have already reached peak 
oil demand, but, in addition to the above-mentioned policy 
responses, the growth trajectory for oil demand in a post 
Covid-19 world also depends on other factors: Where will 
future energy investments take place and to what extent have 
consumers changed their views on mobility, travel, tourism as 
well as working and shopping from home?  There are several 
possible scenarios.  The switch to renewable energy could 
accelerate, or the world could return to its pre-crisis pathway.  
The latter path, combined with a continued lack of investment 
could lead to a tightening oil market, higher prices and a 
return of the boom and bust commodity cycle. 

In any future scenario, there is a significant risk of 
underinvestment in the oil markets.  The recent cuts in 
spending in upstream oil are understandable in light of the 
dramatic declines in oil demand and prices.  These cuts alone 
will reduce oil production in 2025 by more than 2 Mb/d.  
However, if these investment cutbacks are maintained 
through 2025, the IEA expects that it could reduce oil 
production capacity in 2025 by almost 9 Mb/d.  If this 
happens, it will likely lead to a significant tightening of the oil 
markets and much higher prices.  This scenario will benefit 
OPEC producers in the Middle East that have spare capacity as 
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