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Consulting Economist 

 
Summary and Major Conclusions: 

 
▪ Energy markets are in turmoil: A combination of surging global demand for fuels and 

limitations on supply across the entire energy complex has sparked an explosive rise in 

market prices worldwide. 

 

▪ World energy markets have been slammed by an unprecedented chain reaction whereby 

crude oil prices have risen sharply in unison with surging prices of coal, natural gas, and 

liquefied natural gas (LNG). The tail is wagging the dog in world energy markets. 

 

▪ An acute shortage of coal in Asia and Europe quickly led to substitution of LNG and crude 

oil for coal used by power generators, pushing up prices of natural gas and crude oil.  

 

▪ Surging LNG prices also resulted in switching to coal and crude oil. The macro effects of 

oil-gas switching should be concentrated in the current quarter and the first quarter of next 

year and gradually fade thereafter. 

 

▪ From a much broader perspective, current energy conditions can be best understood in the 

context of decarbonization — the long-range transition from fossil fuels to cleaner 

alternative energy sources such as wind, solar, and battery technology. 

 

▪ In essence, the steady growth in worldwide capacity for these alternative energy sources is 

not keeping pace with the steady decline in traditional fossil fuel capacity, resulting in the 

painful dislocations in energy markets that are occurring today. 

 

▪ The severity of the current energy crunch varies greatly by region, with economies in 

Europe and Asia being affected most profoundly. Although the US is facing a rising trend 

in energy prices, increases are much smaller and the impact on availability has been 

minimal. 

 

▪ Supply pressures on natural gas outside the US came about because LNG has become the 

“bridge fuel” to facilitate the transition from hydrocarbons to renewable energy sources. 

Demand in Asia in 2021 has risen by 13% while demand in mainland China has surged by 

more than 25%, pushing up natural gas prices everywhere. 

 

▪ A glaring imbalance between supply and demand — the result of many years of 

underinvestment in oil and gas facilities — should persist in the short term, resulting in 

further inventory drawdowns and continued upward pressure on prices. Crude oil 

inventories have already declined by 25% at the key storage hub in Cushing, Oklahoma. 

 

▪ Prices for all forms of energy should remain elevated through the end of the upcoming 

winter but should ease over the course of 2022. High prices always result in new 

investment, but with lengthy time lags. Producers are in the early stages of responding to 

higher oil and gas prices, and drilling activity is on the rise. 

 

 

Prices for all forms of 
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▪ Rising production of crude oil and natural gas over the next 18 months — mostly from the 

Organization of the Petroleum Exporting Countries (OPEC) — should alleviate supply 

pressures and allow market prices to move lower, albeit at a painfully slow pace.  

 

▪ Increments to world oil supply in 2022 should exceed growth in oil demand, resulting in a 

gradual restoration of inventories to normal and a steady decline in world oil prices.  

non-OPEC producers, led by the US and Canada, should increase output.  

 

▪ A structural shift in market leadership from non-OPEC producers to OPEC is a major theme 

in the outlook. Western integrated oil giants and smaller domestic shale producers have 

retrenched, leaving a vacuum in world oil markets to be filled by OPEC. Saudi Arabia has 

resumed its role as swing producer to the world.   

 

▪ The OPEC cartel is expected to increase output during 2022, led by Saudi Arabia. A 

meaningful increase in output by OPEC is a double-edged sword: An increase in global 

inventories will alleviate pressure on oil prices, but spare capacity within OPEC will decline 

and its market share will increase, a long-term negative in a geopolitical context.  

 

▪ Currently at a seven-year high of $85 per barrel, world oil prices are likely to stabilize at 

current levels over the next three to six months before trending lower during 2022. My 

forecast assumes a steady decline in world oil prices to $65 per barrel around midyear and 

$55 per barrel at yearend.  

 

▪ With domestic prices currently at $5 per million British thermal units (MMBtu), natural 

gas prices could begin to normalize during the next three to six months, declining modestly 

to the $4 level by the end of winter and $3.50 by yearend, still slightly above the $3 

average price since 2000. 

 

 

 

 

 

 
“Power cuts in China. Coal shortages in India. Spikes in electricity prices across Europe. A 

scramble for petrol in Britain. Symptoms of dysfunction in global energy markets are 

everywhere. Don’t expect big oil to fix the energy crunch. A few years ago producers of fossil 

fuels would have responded to such signals by swiftly ramping up output and investment.  

 

Not this time. Climate change has led to unprecedented pressure on oil and gas firms, 

especially European ones, to shift away from fossil fuels. In America, publicly traded shale 

companies, which used to be too all too eager to ‘frack’ whenever oil prices spiked, are now 

under the thumbscrew of shareholders who want profits returned via dividends and buybacks 

rather than poured down a hole in the ground.” 

 

                                          “Playing for Time” 

                                              The Economist 

                                              October 16, 2021 
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Energy markets are in turmoil as a combination of robust global demand for fuels 

and limitations on supply across the entire energy complex has sparked an 

explosive rise in market prices worldwide. Energy markets are trapped in a 

fundamental disequilibrium: Shrinking capacity for production of hydrocarbon-

based energy sources is proceeding at a faster pace relative to annual increments 

to clean-energy sources.  

 

Rising energy prices will have implications for global economic growth and 

inflation in the medium term. Assuming an absence of extreme weather combined 

with gradual increments to supply as 2022 unfolds, price pressures should begin 

to ease by the end of winter, extending through the remainder of next year.  

 

World Energy Prices: Energy prices have skyrocketed during the past six months, 

including those of crude oil, natural gas, coal, and liquefied natural gas (LNG). 

Crude oil prices have risen by 45% since March, domestic natural gas prices have 

doubled, coal prices have risen by 150%, and LNG prices in Asia have increased 

by more than more than fivefold (see chart 1). Prices for energy goods and 

services, which comprise roughly 7% of the Consumer Price Index (CPI), have 

risen by 20% since December of last year (see chart 2).   

 

 

 

Chart 1: World Oil Prices Climb to Multi-Year Highs 

US Dollar Price of Crude Oil, Per Barrel (Brent Marker) 

Source: Bloomberg Energy Group 
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Chart 2: Sharp Rise in US Consumer Energy Prices Since May  

US Consumer Price Index, Energy Goods and Services 

Source: Bureau of Labor Statistics (BLS) 
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Chain Reaction: World energy markets have been slammed by an unprecedented 

chain reaction whereby crude oil prices have risen sharply in unison with surging 

prices of coal, natural gas, and LNG. An acute shortage of coal in Asia and Europe 

quickly led to substitution of LNG and crude oil for coal used by power generators, 

refineries, and petrochemical plants, pushing up prices of natural gas and crude 

oil. In reference to an old idiom, the tail is wagging the dog. The macro effects of 

oil-gas switching should be concentrated in the current quarter and the first 

quarter of next year. 
 

A Multi-Year Transition: From a much broader perspective, the way to understand 

current energy conditions is in the context of decarbonization — the long-term 

transition from fossil fuels to cleaner alternative energy sources such as wind, 

solar, hydrogen, and battery technology. The energy sector is in the early stages of 

a multi-year transformation. Growth in capacity for these alternative energy sources 

is not keeping pace with the steady decline in traditional fossil fuel capacity, 

resulting in the dislocations in energy markets that are occurring today. Investment 

in the oil and gas sector worldwide has plunged by 60% since 2014. 
 

Regional Divergences: The severity of the current energy crunch varies greatly by 

region, as economies in Europe and Asia are being affected most profoundly: 

Blackouts have occurred in places like India, while China has experienced 

widespread power shortages. Although the US is facing a rising trend in energy 

prices, the increases are much smaller and the impact on availability has been 

minimal. In fact, US power plants are on track to burn 23% more coal this year, 

the first year of increase in nearly a decade. 
 

Energy Independence: Having reached effective energy independence in 2019, the 

US has been largely insulated from supply interruptions, although energy prices 

have increased in recent months along with global energy benchmarks. The US 

became a net energy exporter in 2019 for the first time since 1952. Total US 

energy exports exceeded energy imports in 2020 by 3.5 quadrillion British thermal 

units (Btu), the largest US energy surplus on record. At the same time, household 

spending on energy goods and services remains below its pre-pandemic levels  

(see chart 3). 
 

Extreme Weather: There has been a confluence of factors responsible for both 

energy shortages worldwide and the spike in fuel prices, including extreme 

weather. Epic floods in China’s Shanxi province — the heart of Chinese coal 

production — forced shutdowns of more than 60 mines.  
 

▪ Hurricane Ida: In the US, Hurricane Ida was the most destructive storm on 

record with respect to oil and gas production facilities in the Gulf of Mexico. 

Oil production cuts during August and September exceeded one million barrels 

per day (b/d), and a reduction of another 200 thousand b/d is expected in the 

fourth quarter before the petroleum complex in the Gulf of Mexico returns to 

normal early next year. 
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Natural Gas as a Bridge: Supply pressures on natural gas outside the US came 

about because LNG has become the “bridge fuel” facilitating the transition from 

hydrocarbons to renewable energy sources. Demand for LNG rose by 5% worldwide 

during the first nine months of this year. Demand in Asia rose by 13% while 

demand in mainland China has surged by more than 25%. The effect on world 

energy markets has been twofold: (1) An exponential rise in LNG prices to record 

levels; and (2) A rise in prices for all forms of energy resulting from widespread 

substitution of other fuels for LNG (see chart 4).  

 

Crude Oil Market: The crude oil investment cycle follows a multi-year pattern, 

creating an inherent vulnerability to periodic shortages and price shocks. The 

average price of domestic crude oil was $50 per barrel during the five years ending 

in 2020, well below the average price of $80 during the decade ending in 2015. 

Since 2005, world oil prices have fluctuated within an extremely wide range of 

$148 (2008) and $20 (2020).  

 

▪ Inventory Drawdowns: A lingering imbalance between supply and demand — 

the result of many years of underinvestment — should persist in the short 

term, resulting in further inventory drawdowns and continued upward pressure 

on prices. Crude oil inventories have already declined by 25% at the storage 

hub in Cushing, Oklahoma. 

Chart 3: US Spending on Energy Below Pre-Pandemic Levels 

Personal Consumption Expenditures, Inflation Adjusted 

Energy Goods and Services, $ Billions 

Source: Bureau of Economic Analysis (BEA) 
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Chart 4: A Sudden Spike in Natural Gas Prices 

Spot Price US Natural Gas, $ Price Per MMBtu 

Source: New York Mercantile Exchange (NYMEX) 
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Increased Supply in 2022: World oil production should increase markedly over the 

next two years. US shale oil output peaked at 9.5 million barrels per day just prior 

to the pandemic and declined by nearly 25% during 2020 — it remains 12% 

below its 2019 peak. The sharp increase in world oil prices has already sparked a 

moderate increase in shale oil production, which should gather momentum as 

2022 unfolds (see chart 5). 
 

US Rig Count: Increased production of both coal and LNG over the next 12 to 18 

months should also alleviate supply pressures on all energy sources. Natural gas 

rigs employed in the US have increased by 20% over the past year but remain 

extremely depressed in a historical context. The number of oil rigs in service has 

more than doubled over the past year but is still 35% below the pre-pandemic 

peak.  
 

The OPEC Cartel: Non-US oil production should also increase in 2022, by both by 

the Organization of Petroleum Exporting Countries (OPEC)OPEC and non-OPEC 

countries. Oil-exporting countries will lift oil output, led by Saudi Arabia, Kuwait, 

Iraq, Qatar, and the United Arab Emirates (UAE). In addition to the US, non-OPEC 

production increases should flow from Canada, Brazil, Argentina, Colombia, 

Norway, Guyana, Kazakhstan, and Russia.  
 

Market Leadership: But world oil markets are at an early stage of trend reversal: 

The steady loss of market share by OPEC since 2016 appears to have ended, as 

output in the US and other non-OPEC producers could lag on a long-term basis. 

Shareholders have been demanding a greater emphasis on balance sheet 

improvement along with steady increases in dividends and share buybacks. The 

publicly traded companies have acquiesced, thereby pulling back on capital 

expenditures. It appears likely that Saudi Arabia will resume its role as swing 

producer for the world. 

Chart 5: US Shale Oil Production Remains Depressed but is Rising 

Shale Oil Output, Thousands of Barrels 

Source: Department of Energy (DOE) 
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Supply and Demand: Total world oil demand in 2022 could increase by 3.5 million 

barrels per day, following a 5.5 million increase this year. Led by OPEC, 

incremental world oil production in 2022 should comfortably exceed the growth in 

oil demand, resulting in a gradual restoration of inventories to normal. A 

meaningful expansion in output by the OPEC cartel is a double-edged sword: An 

increase in global inventories will alleviate pressure on oil prices, but spare 

capacity within OPEC will decline and global market share will increase. Compared 

with 55% currently, market share of OPEC and Russia could rise to 75% by 2040. 

The geopolitical implications of increased dominance by OPEC are a long-term 

negative (see chart 6).  

 

Supply Follows Price: Prices for all forms of energy should remain elevated through 

the end of the upcoming winter but should ease over the course of 2022. In 

principle, high market prices always result in new investment and additions to 

productive capacity, but there are lengthy time lags. Rising production of crude oil 

and natural gas over the next 12 to 18 months should alleviate supply pressures 

and allow market prices to move lower, albeit at a painfully slow pace. Producers 

are in the early stages of responding to higher oil and gas prices, and drilling 

activity is on the rise. 

 

Policy Shift in China: Electricity consumption in China is running 8% above trend, 

accentuating global energy supply pressures. However, recent policy developments 

in China should provide some breathing room for world energy markets. While still 

committed to reducing carbon emissions in the long term, the government is 

temporarily suspending its commitment to clean energy in order to address severe 

energy shortages. Government policy actions in recent weeks are fourfold:  

 

Chart 6: OPEC Oil Producers Likely to Increase Output in 2022 

Total Production, Thousands of Barrels  

Organization of the Petroleum Exporting Countries 

Source: Bloomberg Energy Group 
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▪ Ordering 170 coal mines to expand capacity 

▪ Ordering mines that were previously closed to reopen 

▪ Encouraging banks to lend for new investment in coal plants 

▪ Removing price ceilings on coal-fired electricity producers, allowing companies 

to set their prices at will  

 

A temporary period of increased coal production worldwide should alleviate price 

pressures on all energy sources over the next one to two years.   

 

Energy Price Outlook: Currently at a seven-year high of $84 per barrel, world oil 

prices (Brent blend) are likely to stabilize at current levels over the next three to six 

months, and gradually decline over the course of 2022. My forecast assumes a 

steady decline in world oil prices to $65 per barrel around midyear and $55 per 

barrel at yearend. With US prices currently at $5 per million British thermal units 

(MMBtu), natural gas prices could begin to normalize during the next three to six 

months, declining modestly to the $4 level by the end of winter and to $3.50 by 

yearend, still slightly above the $3 average price since 2000.   

 

Global Economy: Investors should prepare for continued disruptions in the factory 

sector. Limitations on energy supply through early next year will reduce production 

of a wide range of energy-intensive goods, including textiles, toys, machinery 

components, steel, and aluminum. The balance between energy supply and 

demand should gradually improve over the course of 2022. As inventories of all 

fuels are rebuilt, market prices should begin to trend lower, allowing for the 

availability of manufactured goods to steadily improve.  
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This material is intended to provide information only. This material is not intended as advice or recommendation about investing or managing your retirement 
savings. By sharing this information, Prudential Retirement® is not acting as your fiduciary as defined by the Department of Labor or otherwise. If you need 
investment advice, please consult with a qualified professional. 
 
The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as 
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding 
the suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned 
herein, the recipient(s) of this report must make its own independent decisions. 
 
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory 
trends as of the original date of this document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or 
contemplated in such forward-looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No 
representation or warranty is made as to future performance or such forward-looking statements. 
 
The financial indices referenced herein are provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding 
such indices has been obtained from sources believed to be reliable but has not been independently verified. 

Bloomberg Barclays US Aggregate Bond Index: is a broad base, market capitalization-weighted bond market index representing intermediate term 
investment grade bonds traded in the United States. Investors frequently use the index as a stand-in for measuring the performance of the US bond market. 

Dow Jones Industrial Average: is a stock market index that measures the stock performance of 30 large companies listed on stock exchanges in the 

United States. 
 
MSCI World Excluding US Equity Index: is a stock market index comprising of non-U.S. stocks from 23 developed markets and 26 emerging markets. 

The index is calculated with a methodology that focuses on liquidity, investability, and replicability.  
 
NASDAQ: is an American stock exchange at One Liberty Plaza in New York City. It is ranked second on the list of stock exchanges by market capitalization 
of shares traded, behind the New York Stock. 
 
Russell 2000 Index: is a small-cap stock market index of the smallest 2,000 stocks in the Russell 3000 Index. It was started by the Frank Russell 
Company in 1984. The index is maintained by FTSE Russell, a subsidiary of the London Stock Exchange Group. 
 
Russell 3000 Growth Index: is a market capitalization-weighted index based on the Russell 3000 index. The Russell 3000 Growth Index includes 
companies that display signs of above-average growth. The index is used to provide a gauge of the performance of growth stocks in the United States. 
 
Russell 3000 Value Index: : is a market-capitalization weighted equity index maintained by the Russell Investment Group and based on the Russell 3000 
Index, which measures how U.S. stocks in the equity value segment perform by including only value stocks. 
 
S&P 500® Index: Measures the performance of 500 widely held stocks in US equity market. Standard and Poor's chooses member companies for the index 
based on market size, liquidity and industry group representation. Included are the stocks of industrial, financial, utility, and transportation companies. Since 
mid-1989, this composition has been more flexible and the number of issues in each sector has varied. It is market capitalization-weighted. 
 
These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial 
instrument or any investment management services and should not be used as the basis for any investment decision. Past performance is 
not a guarantee or reliable indicator of future results. 

The information provided is not intended to provide investment advice and should not be construed as an investment recommendation by Prudential 
Financial or any of its subsidiaries.     
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