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With lockdown in place in countries around the world and a crashing global economy not seen

since the Great Depression, it’s not surprising that the oil and gas industry is su�ering from

collapsing demand. Last month oil prices even went negative, setting new records and

upending the energy world. But what does this mean for the future of oil and gas? Is the

industry “too big to fail”?

It certainly seems like big oil companies think they are. Already, smaller oil, gas and utility

companies were overrepresented in the �rst round of the Paycheck Protection Program (PPP),

compared to companies in other sectors like manufacturing, retail, and construction. Oil and

gas is also set to be a major bene�ciary from the recent changes to the Federal Reserve’s Main

Street Lending Program, which allows highly levered companies to apply for loans and use the

funds to pay down their debt. Now, bigger oil companies have approached the administration
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with new requests for the industry at large. Some of these “asks” include:

Using the Strategic Petroleum Reserve to buy oil above market value. This is an implicit

subsidy to oil companies considering that the Reserve is already well stocked, and its main

purpose is to prevent oil supply shortages, not assist domestic producers with demand

shortage.

Paying oil and gas companies to halt production in order to raise prices. Again, this is a

subsidy that companies in other industries will not receive.

Suspending royalty payments from oil and gas operations on federal lands to the federal

government. The government would no longer receive revenue for use of this public land,

and it gives oil and gas an unfair advantage over clean energy sources that are vying for

this land use.

Going forward with any of these would be political hardball, let alone all three. Most

importantly, if oil prices remain low for the short- and medium-term future, none of these

“asks” may be enough to salvage most oil and gas companies.

This is where policy makers need to face reality. Bailing out an industry that continuously

lobbies against clean energy is bad enough. But added to that, any intervention to bail out oil

and gas means bailing out an industry that was already faltering and where most companies

may not recover anyway. 

For the decade preceding this health crisis, many oil and gas companies did not generate a

positive cash �ow. For a lot of the small shale companies, this was in part due to an

expectation of higher prices than what occurred. Today, the majority of shale companies need

at least around a $40 price per barrel of oil just to break even (not even considering the added

costs of shutting down wells and paying for storage). The Energy Information Agency’s (EIA)

forecast for the average price for a barrel in 2020 is $33. For 2021 it is $46.

Most Big Oil giants like BP, Chevron, Exxon, and Shell might be able withstand low oil prices

for longer but have still acquired what looks like an unsustainable amount of debt. One of the

main reasons many investors have not pulled away from major oil & gas companies is their

dedication to high shareholder dividends. But for years, Big Oil has not collected the pro�ts to

�nance them, so they’ve instead acquired large amounts of debt to keep them at their current

level. Some are still doing it today. But can they keep it up for long? In this economic

environment? At least one oil giant, doesn’t think so. Shell has now slashed their shareholder

dividends for the �rst time since WWII. Along with Exxon reporting its �rst quarterly losses in

three decades, warning signs abound.

Of course, fossil fuels are still integral to the economy and, for certain sectors, do not have

https://www.theatlantic.com/science/archive/2020/02/oil-industry-fighting-climate-policy-states/606640/
https://www.bloomberg.com/news/articles/2020-03-09/shale-s-new-reality-almost-all-wells-drilled-now-lose-money?sref=sLBNpTza
https://www.eia.gov/outlooks/steo/
https://www.reuters.com/article/us-global-oil-majors-debt/oil-majors-rush-to-raise-billions-in-debt-as-crude-prices-sink-idUSKBN21K2UP
https://ieefa.org/wp-content/uploads/2020/01/Living-Beyond-Their-Means-Five-Oil-Majors-Cannot-Cover-Dividends_January-2020.pdf
https://oilprice.com/Energy/Energy-General/Oil-Majors-Take-On-More-Debt-To-Fund-Dividends.html
https://www.forbes.com/sites/christopherhelman/2020/04/30/shell-slashes-dividend-we-dont-know-whats-on-the-other-side/#125320b552d9
https://www.reuters.com/article/us-exxon-mobil-results/exxon-posts-first-loss-in-30-years-on-writedown-oil-price-plunge-idUSKBN22D5BL


, g y , ,

scalable substitutes today. But now is the time to begin addressing this challenge head on. It is

vitally important for policy makers to come to terms with the �nancial and environmental

unsustainability of the industry. Balancing today’s reality with a future that will clearly focus

on reducing climate risks means that our investment in clean energy and workforce

development will have much bigger payo�s than tailoring energy policy to the short-term

�nancial woes of oil companies.


