
Tired of Low Energy?

Special Report + 5 Minutes = Greater Insights

(0320)

At a Glance

• Commodity markets experienced massive selloffs recently, driven by 
simultaneous demand and supply shocks. 

• While all energy stocks are suffering from extremely low oil prices, 
we believe that high quality companies with strong balance sheets 
and scale efficiencies will be more resilient than their Energy sector 
peers in this challenging environment.

• Currently, we are closely monitoring the developments of COVID-19 
and the Saudi-Russia stalemate. The broad indiscriminate selloff is 
creating attractive opportunities.
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Commodity markets experienced massive 
selloffs recently, with the WTI Crude Oil price 
hitting the lowest level since 2002, driven by 
simultaneous demand and supply shocks. 
Fears stemming from the impact of 
coronavirus disease (COVID-19) on the global 
economy continues to weigh on the demand 
side. Meanwhile, the Organization of the 
Petroleum Exporting Countries (OPEC) — led by 
its largest producer, Saudi Arabia1 — aimed to 
further control supply in an attempt to prop up 
oil prices. After Russia refused to make deeper 
production cuts, Saudi Arabia signaled a ramp 
up in production to approximately 12.3 million 
barrels per day from 9.7 million barrels per 
day2, sending oil prices and energy stocks 
plunging. 

The current low oil price is generally non-profitable 
even for the best global oil producers. How 
sustainable will this low oil price be? What's visible 
to TD Asset Management Inc. ("we", "us") is that 
until Saudi-Russia relations improve and the 
implications of COVID-19 are understood, market 
volatility will likely remain elevated. This is a very 
uncomfortable period for many investors who 
have not experienced a full commodity cycle. 
However, if your investment horizon is multiple 
years, this is the time to stay calm and consider 
adopting a longer-term focus. After significant 
drawdowns, many high-quality companies have 
reached very attractive levels for long-term 
investors.
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What does this mean 
for our portfolios?

What is being discounted 
in the market?

Markets today are clearly pricing in an 
extended Saudi-Russia oil price war. Recall 
that Saudi Arabia attempted a similar 
maneuver in 2014, allowing oil prices to drop 
to push out global competitors and regain 
market share. It took more than a year before 
OPEC's largest oil producer recognized its 
failure, at which point Saudi Arabia had 
considerably drained its financial resources. As 
the financial deficit widens, it is possible that 
they may not want to repeat the same plan as 
2014.

Prior to the oil crash, Canadian equities already 
traded at large discounts both historically and 
relative to U.S. equities. However, increased 
uncertainty stemming from COVID-19 and the oil 
price war dragged sentiment down even lower. As 
many investors de-risked their portfolios through 
passive Exchange Traded Funds (ETFs), energy 
stocks saw large selloffs regardless of their 
fundamentals. This broad impact can create 
attractive opportunities for active investors, but we 
urge investors to be very selective at this time. 

The energy exposure across our portfolios is 
concentrated on pipeline companies (which 
transport oil from one location to another with 
minimal exposure to oil price fluctuations) and 
integrated oil companies (which engage in 
both production and refinement). Our pipeline 
holdings own mission critical infrastructures —
considered vital to business activities — in 
North America. Almost all of their cash flows 
and growth projects are underpinned by 
regulated return or long-term contracts with 
strong counterparties. Moreover, our 
integrated oil holdings' refining businesses and 
scale efficiencies help to cushion the negative 
impact of low oil prices. While all energy stocks 
are suffering from extremely low oil prices, we 
believe that high quality companies with 
strong balance sheets and scale efficiencies 
will be more resilient than their Energy sector 
peers in this challenging environment.



What opportunities are we watching?
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In our many years of investment experience, we have 
seen countless ups and downs. Although every 
situation is unique, one of the hallmarks that has 
driven our success is our disciplined investment 
process, particularly in challenging market 
environments. We strongly believe that our focus on 
company specific fundamental analysis — including 
cash flow generation, balance sheet strength, 
dividend sustainability and valuation — has made our 
portfolios more resilient. These portfolios are 
designed to offer a steady stream of dividend income 
and reward investors over the long term. 

On the other hand, while Saudi Arabia may increase oil 
production to hit their 12.3 million barrels per day 
target for a short period of time, most industry experts 
believe this rate is unsustainable and will come at an 
enormous cost to their finances. Given their failure in 
2014, Saudi Arabia appears to be inflicting short-term 
pain in order to bring Russia back to the bargaining 
table. We would not discount the potential for 
production cuts to be reinstated across OPEC at some 
point in the second half of 2020. Any such agreement 
would spark a significant rebound in oil prices. 

We are cautiously optimistic that the extraordinary 
measures taken by impacted nations across the 
world will eventually lead to a suppression of the 
coronavirus outbreak over the future weeks and 
months. While it will likely take some time for the 
global economy to reboot, there is already a 
tremendous amount of monetary and fiscal 
stimulus loaded into the system. This, combined 
with the fiscal measures that will undoubtedly be 
announced in the weeks ahead, point to a recovery 
in the second half of 2020. Put another way, we 
believe that the demand for oil will come back 
strongly once the dust settles.

1

2

Supply Shock: 
Oil Price War

If Saudi Arabia and Russia do not cooperate and 
leave their oil taps running full-blast for the 
balance of the year or longer, the overflow will lead 
to a massive inventory buildup and keep oil prices 
depressed. In this worst-case scenario, we believe 
very few global oil producers will remain 
unscathed. With that said, we still believe that our 
energy positions should hold up better than their 
peers, but we will continuously assess their 
dividend sustainability. 

The duration of the demand and supply shocks below will be critical to how energy stocks perform 
moving forward.

Demand Shock: 
COVID-19

Currently, we are closely monitoring the developments of COVID-19 and the Saudi-Russia 
stalemate. The broad indiscriminate selloff is creating attractive opportunities with the ratio of 
dividend yields over long-term bond yields reaching record highs. We are being very deliberate, 
and quickly analyzing incoming information to inform our decision-making.
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1Source: https://www.statista.com/topics/1830/opec/
2Source: https://www.cnn.com/2020/03/13/business/saudi-arabia-oil-markets/index.html

The information contained herein has been provided by TD Asset Management Inc. and is for information purposes only. The information has been drawn
from sources believed to be reliable. Graphs and charts are used for illustrative purposes only and do not reflect future values or future performance of any
investment. The information does not provide financial, legal, tax or investment advice. Particular investment, tax, or trading strategies should be evaluated
relative to each individual's objectives and risk tolerance.

Certain statements in this document may contain forward-looking statements (“FLS”) that are predictive in nature and may include words such as
“expects”, “anticipates”, “intends”, “believes”, “estimates” and similar forward-looking expressions or negative versions thereof. FLS are based on current
expectations and projections about future general economic, political and relevant market factors, such as interest and foreign exchange rates, equity and
capital markets, the general business environment, assuming no changes to tax or other laws or government regulation or catastrophic events.
Expectations and projections about future events are inherently subject to risks and uncertainties, which may be unforeseeable. Such expectations and
projections may be incorrect in the future. FLS are not guarantees of future performance. Actual events could differ materially from those expressed or
implied in any FLS. A number of important factors including those factors set out above can contribute to these digressions. You should avoid placing any
reliance on FLS.

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the fund facts and
prospectus, which contain detailed investment information, before investing. Mutual funds are not guaranteed or insured, their values change frequently
and past performance may not be repeated. Mutual fund strategies and current holdings are subject to change.

TD Mutual Funds and the TD Managed Assets Program portfolios are managed by TD Asset Management Inc., a wholly-owned subsidiary of The
Toronto-Dominion Bank and are available through authorized dealers.

All trademarks are the property of their respective owners.

®The TD logo and other trademarks are the property of The Toronto-Dominion Bank or its subsidiaries.

For more information, please contact your 
Advisor or Financial Planner.
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