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	— We see signs that productivity in the energy sector is waning, which could lead to a 
bull market for commodities that is more secular in nature.

	— Oil and gas bull markets are generally supportive of energy sector credits relative 
to the broader market, but there is typically performance differentiation among 
energy subsectors.

	— We currently see opportunities in select oil field services issuers as well as 
independent exploration and production companies.

Key Insights

U nprecedented productivity gains 
associated with the U.S. shale 

revolution drove a nearly decade-long 
bear market in oil and natural gas prices. 
However, there are growing signs that the 
bear market could be subsiding. Such a 
transition to falling productivity would likely 
create a more supportive environment for 
energy investing.

Distinguishing features of 
commodities supercycles

Like stocks and bonds, commodities 
tend to trade in cycles. But commodities 
cycles differ from equity cycles in several 
ways. Prices of commodities, including 
oil, gas, metals, and even food, tend to 

move together as opposed to the more 
disparate equity market. Because of the 
substantial costs and lengthy timelines 
associated with commodities projects, 
bull and bear market cycles tend to be 
longer than equity market cycles, leading 
to the term “supercycles.”

What drives price changes in 
commodities markets?

Prices of commodities, including energy, 
fluctuate for a variety of reasons. Some 
short-term factors that can influence 
energy prices include geopolitics, weather 
conditions, and the health of the global 
economy. While these near-term factors 
can certainly result in notable changes in 
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Oil productivity cycle 
(Fig. 1) Changes in oil prices followed changes in productivity.
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energy prices, our fundamental approach 
to investing focuses heavily on structural 
factors that can drive prices over the long 
term, such as changes in productivity.

The role of productivity

Rising productivity from technological 
innovations enables oil and gas companies 
to extract more of a commodity out of 
the ground at a lower cost, which puts 
downward pressure on the industry’s 
prevailing break-even costs and the 
commodity prices needed to incentivize 
operators to pursue new projects. As a 
result, increasing productivity becomes a 
bearish setup for commodities.

Over time, the gains in commodity output 
unlocked by these innovations diminish as 
companies maximize the benefits of the 
technology and underlying assets mature. 
New resources become harder to find or 
more expensive to develop, pushing up 
prevailing break-even costs. This transition 
to falling productivity has tended to be a 
bullish setup for commodities prices. 

The recent productivity cycle

The U.S. shale oil and gas revolution 
unleashed a surge in productivity and 
ushered in a bear market for oil and gas, 
but we see evidence that these productivity 
gains could be waning. There is typically 
a transition period when it is not yet clear 
which way the cycle could turn. 

It is possible that as pandemic-related 
distortions normalize, what appeared 
to us as a structural change will end up 
being a cyclical dynamic. In that case, 
the market would return to reacceleration 
and productivity could pick up again, 
potentially putting downward pressure 
on oil prices. However, Figure 2 shows 
both market-based pricing (WTI futures) 
and producer surveys (Kansas City 
Federal Reserve (KC Fed) incentive 
price) exhibiting not only a recovery 
from pandemic distortions, but also 
an increase in the prices required to 
make a profit according to producers, 
which is likely driven by a slowdown in 
productivity in the U.S. as available oil and 
gas becomes more expensive to obtain. 
This dynamic leads us to believe that the 
commodities supercycle is turning.

This dynamic 
leads us 

to believe that 
the commodities 
supercycle is turning.
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Producer survey breakeven prices and market-based oil price expectations
(Fig. 2) Market-based pricing and producer survey indicate higher prices following recovery from pandemic.

Pe
r B

ar
re

l (
US

D)

KC Fed Breakeven†Long-Dated WTI Futures*

35

45

55

65

75

85

95

Jul.
2023

Jan.
2023

Jul.
2022

Jan.
2022

Jul.
2021

Jan.
2021

Jul.
2020

Jan.
2020

Jul.
2019

Jan.
2019

Jul.
2018

Jan.
2018

Jul.
2017

Jan.
2017

Jul.
2016

Jan.
2016

Jul.
2015

Jan.
2015

Jul.
2014

Jan.
2014

79

62
60

51

51 51
52

55 55

47
49 53 57

62

61

64

6364
52

53

Sources: Bloomberg Finance L.P., Federal Reserve Bank of Kansas City.
* WTI long-dated futures is represented by the three-year futures contract for WTI oil, a U.S. crude oil price assessment.
† The KC Fed asks energy firms in its district what oil price (WTI per barrel) was needed on average for drilling to be profitable.

	— See our equity colleagues’ research 
highlighting factors increasing costs 
to obtain oil and gas: “Why the 
Environment for Energy Investing 
Is Improving.”

1 Credit spreads measure the additional yield that investors demand for holding a bond with credit risk over a similar-maturity, high-quality government security.

Look for dispersion in a 
bull market 

In this scenario, we see potential for 
energy credits to outperform the overall 
U.S. investment-grade bond market 

(USIG). Consider recent bull and bear 
market energy cycles: In the bear market, 
energy credits, on average, traded with 
wider credit spreads1 than the broad U.S. 
investment-grade corporate bond market. 
In the bull market, energy credit spreads 

Bear market to bull market change in spread and standard deviation of spread between USIG and 
energy subsectors
(Fig. 3) Energy credit outperformance varied by subsector during energy bull market.
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greater volatility.
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were tighter, on average, than the broad 
investment-grade corporate market.2 
The higher oil prices present during the 
bull market appeared to support energy 
sector assets, leading to outperformance 
compared with the broader market.

Energy credits also displayed reduced 
volatility during the recent energy 
bull market. During this period, yield 
changes in energy sector credits were 
less pronounced when compared to the 
broader U.S. investment-grade market.

2 T. Rowe Price analysis used the Bloomberg U.S. Corporate Investment Grade Bond Index to represent the broad U.S. investment-grade bond market. The 
energy sector as well as energy subsectors were classified as determined by the Bloomberg Industry Classification System.

Figure 3 illustrates that, while the broader 
energy market outperformed and was 
less volatile during the most recent bull 
market, energy subsectors participated to 
different degrees. The independent E&P 
and oil field services subsectors displayed 
the greatest performance differences in 
the recent bull and bear markets, which 
makes intuitive sense—they are the most 
sensitive to oil prices. We believe that the 
impact of a productivity cycle transition 
on sectors further down the value chain 
would be mixed. 

Where do we see opportunities?

The setup for a bullish cycle is evident, 
prompting us to consider adding 
to positions featuring favorable 
fundamentals and relative value. Should 
the global economic environment 
become recessionary, pushing oil prices 
lower in the short term, we could add 
exposure to companies where we see 
improved relative value. The magnitude of 
differences between bull and bear markets 
is notable and highlights the importance of 
identifying a change in the energy cycle.

Where we see opportunities in energy subsectors

-120-100-80-60-40-200

Midstream
Owns assets that process 
hydrocarbons from the wellhead 
and transport them further 
downstream; also has some 
upside, although the benefit from 
higher commodity prices is far 
lower than for E&Ps. 

Integrated Energy Companies
These global oil and gas companies 
are vertically integrated. They 
benefit directly from higher 
commodity prices, but a portion 
of that gain is diluted because 
of their exposure to downstream 
businesses, such as refining and 
petrochemicals. 

Refiners
Refine crude oil into gasoline and 
other products. They appear less 
compelling at the sector level, in 
our view. Higher oil and gas prices 
translate to higher input costs, 
resulting in reduced margins.

Oil Field Services
Provide services and equipment to oil and gas 
producers and are likely to be the biggest winners 
early in the cycle. As productivity falls, their 
products and technologies will become critical to 
producers maintaining production. Amid higher 
prices and activity, they should benefit from 
increased demand.

Independent E&Ps
Primarily produce oil and gas from their properties 
and are likely to be the most direct beneficiaries 
of higher commodity prices. This subsector could 
also increase capital spending, potentially eroding 
credit quality. 
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Important Information
This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give 
advice of any nature, including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective 
investors are recommended to seek independent legal, financial and tax advice before making any investment decision. T. Rowe Price group of 
companies including T. Rowe Price Associates, Inc. and/or its affiliates receive revenue from T. Rowe Price investment products and services. Past 
performance is not a reliable indicator of future performance. The value of an investment and any income from it can go down as well as up. 
Investors may get back less than the amount invested.
The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities 
in any jurisdiction or to conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.
Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the 
sources’ accuracy or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date 
written and are subject to change without notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under 
no circumstances should the material, in whole or in part, be copied or redistributed without consent from T. Rowe Price.
The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the 
material is provided upon specific request. It is not intended for distribution to retail investors in any jurisdiction.
DISCLOSURE CONTINUES ON THE FOLLOWING PAGE.

5

T. Rowe Price identifies and actively invests in opportunities to help people thrive in an 
evolving world, bringing our dynamic perspective and meaningful partnership to clients 
so they can feel more confident.



Important Information (cont.)
Australia—Issued by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 28, Governor Phillip Tower, 1 Farrer Place, 
Sydney NSW 2000, Australia. For Wholesale Clients only.
Brunei—This material can only be delivered to certain specific institutional investors for informational purpose only. Any strategy and/or any products 
associated with the strategy discussed herein has not been authorised for distribution in Brunei. No distribution of this material to any member of the 
public in Brunei is permitted.
Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to 
Accredited Investors as defined under National Instrument 45-106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with 
affiliates to provide investment management services.
Colombia, Chile, Mexico, Perù, Uruguay—This material is prepared by T. Rowe Price International Ltd - Warwick Court, 5 Paternoster Square, London, 
EC4M 7DX which is authorised and regulated by the UK Financial Conduct Authority  - and issued and distributed by locally authorized distributors only. 
For professional investors only.
DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd which is regulated by the Dubai Financial Services Authority 
as a Representative Office. For Professional Clients only.
EEA—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.à r.l. 35 Boulevard du Prince Henri 
L-1724 Luxembourg which is authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.
Hong Kong—Issued in Hong Kong by T. Rowe Price Hong Kong Limited, 6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong 
Kong Limited is licensed and regulated by the Securities & Futures Commission. For Professional Investors only.
Indonesia—This material is intended to be used only by the designated recipient to whom T. Rowe Price delivered; it is for institutional use only. Under 
no circumstances should the material, in whole or in part, be copied, redistributed or shared, in any medium, without prior written consent from 
T. Rowe Price. No distribution of this material to members of the public in any jurisdiction is permitted.
Korea—This material is intended only to Qualified Professional Investors. Not for further distribution.
Mainland China—This material is provided to qualified investors only. No invitation to offer, or offer for, or sale of, the shares will be made in the 
mainland of the People’s Republic of China (“Mainland China”, not including the Hong Kong or Macau Special Administrative Regions or Taiwan) or 
by any means that would be deemed public under the laws of the Mainland China. The information relating to the strategy contained in this material 
has not been submitted to or approved by the China Securities Regulatory Commission or any other relevant governmental authority in the Mainland 
China. The strategy and/or any product associated with the strategy may only be offered or sold to investors in the Mainland China that are expressly 
authorized under the laws and regulations of the Mainland China to buy and sell securities denominated in a currency other than the Renminbi (or 
RMB), which is the official currency of the Mainland China. Potential investors who are resident in the Mainland China are responsible for obtaining the 
required approvals from all relevant government authorities in the Mainland China, including, but not limited to, the State Administration of Foreign 
Exchange, before purchasing the shares. This document further does not constitute any securities or investment advice to citizens of the Mainland 
China, or nationals with permanent residence in the Mainland China, or to any corporation, partnership, or other entity incorporated or established in the 
Mainland China. 
Malaysia—This material can only be delivered to specific institutional investor. This material is solely for institutional use and for informational purposes 
only. This material does not provide investment advice or an offering to make, or an inducement or attempted inducement of any person to enter into or 
to offer to enter into, an agreement for or with a view to acquiring, disposing of, subscribing for or underwriting securities. Nothing in this material shall be 
considered a making available of, solicitation to buy, an offering for subscription or purchase or an invitation to subscribe for or purchase any securities, or 
any other product or service, to any person in any jurisdiction where such offer, solicitation, purchase or sale would be unlawful under the laws of Malaysia.
New Zealand—Issued by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 28, Governor Phillip Tower, 1 Farrer Place, 
Sydney NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or 
delivered in New Zealand, nor may any offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other 
than in circumstances where there is no contravention of the Financial Markets Conduct Act 2013.
Philippines—ANY STRATEGY AND/ OR ANY SECURITIES ASSOCIATED WITH THE STRATEGY BEING DISCUSSED HEREIN HAVE NOT BEEN 
REGISTERED WITH THE SECURITIES AND EXCHANGE COMMISSION UNDER THE SECURITIES REGULATION CODE. ANY FUTURE OFFER OR SALE 
OF THE STRATEGY AND/ OR ANY SECURITIES IS SUBJECT TO REGISTRATION REQUIREMENTS UNDER THE CODE, UNLESS SUCH OFFER OR SALE 
QUALIFIES AS AN EXEMPT TRANSACTION.
Singapore—Issued by T. Rowe Price Singapore Private Ltd. (UEN: 201021137E), 501 Orchard Rd, #10-02 Wheelock Place, Singapore 238880. 
T. Rowe Price Singapore Private Ltd. is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors only.
South Africa—Issued in South Africa by T. Rowe Price International Ltd (TRPIL), Warwick Court, 5 Paternoster Square, London EC4M 7DX, is an 
authorised financial services provider under the Financial Advisory and Intermediary Services Act, 2002 (Financial Services Provider (FSP) Licence 
Number 31935), authorised to provide “intermediary services” to South African Investors. TRPIL’s Complaint Handling Procedures are available to clients 
upon request.  The Financial Advisory and Intermediary Services Act Ombud in South Africa deals with complaints from clients against FSPs in relation 
to the specific services rendered by FSPs. The contact details are noted below: Telephone: +27 12 762 5000, Web: www.faisombud.co.za, Email: info@
faisombud.co.za
Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified Investors only.
Taiwan—This does not provide investment advice or recommendations. Nothing in this material shall be considered a solicitation to buy, or an offer to 
sell, a security, or any other product or service, to any person in the Republic of China.
Thailand—This material has not been and will not be filed with or approved by the Securities Exchange Commission of Thailand or any other regulatory 
authority in Thailand. The material is provided solely to “institutional investors” as defined under relevant Thai laws and regulations. No distribution of 
this material to any member of the public in Thailand is permitted. Nothing in this material shall be considered a provision of service, or a solicitation 
to buy, or an offer to sell, a security, or any other product or service, to any person where such provision, offer, solicitation, purchase or sale would be 
unlawful under relevant Thai laws and regulations.
UK—This material is issued and approved by T. Rowe Price International Ltd, Warwick Court, 5 Paternoster Square, London EC4M 7DX which is 
authorised and regulated by the UK Financial Conduct Authority. For Professional Clients only.
USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and 
Exchange Commission. For Institutional Investors only.
© 2024 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/or apart, 
trademarks of T. Rowe Price Group, Inc.

ID0006575 (01/2024)
202401-3335588 6


