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What happened  
After strong outperformance, the energy sector has come under pressure recently. It is down 
more than 20% from its June peak on the heels of rising recession concerns and the 
accompanying plummet in oil prices. 

 

Data source: Truist IAG, FactSet. Energy = S&P 500 Energy. 

Our take – Pullback represents a buying opportunity 
We view this pullback as a buying opportunity and reiterate our overweight rating for 
the sector. The sector strategy team upgraded our view on the energy sector to overweight in 
February 2021. Since then, the energy sector is still up nearly 50%, even when accounting for 
the recent pullback, versus the S&P 500’s return of about 3% over the same period.  
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That the sector is still outperforming over this period despite such a sharp recent pullback 
goes to show how extreme the outperformance of the sector had become. The good news is 
a lot of the excess has now been corrected and the macro and fundamental backdrop 
remains supportive. 

Macro view – Supply deficit and tight inventories are key supports 

Our senior U.S. macro strategist, Mike Skordeles, continues to expect the price of oil to 
remain elevated, which is a positive for the energy sector. This view is underscored by 
continued supply constraints and tight inventories. Indeed, the supply deficit is expected to get 
worse as we move through the third quarter, and our team anticipates the deficit to grow to 
two million barrels per day by the fourth quarter.  

Additionally, a Russian court ordered a 30-day suspension of operations for the Caspian 
Pipeline Consortium, which exports Kazakh crude oil from a key terminal in the Black Sea – 
which is an additional flow that averages 1.2 million barrels per day. 

Inventories are well below the pre-pandemic 10-year average range. Additionally, a 
recession generally doesn’t impact crude oil consumption that greatly, especially over the 
shorter term. In fact, consumption change was minimal during three of the past eight 
recessions. The 1980/81 double dip recessions, the global financial crisis, and the pandemic 
were the exceptions.  

 

Data source: Truist IAG, Bloomberg, EIA. Inventory data includes Strategic Petroleum Reserve. Weekly data through 6/24/22. 

Fundamentals remain supportive 

Energy fundamentals have been a key support for the sector. Year to date, forward earnings 
estimates for the sector have been revised higher by 74% compared to the S&P 500’s 
7%. This has pushed the sector’s forward P/E down from 11x at the beginning of the 
year to 8x currently, despite being the best performing sector this year. 
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Data source: Truist IAG, FactSet. Energy = S&P 500 Energy. Earnings indexed to 100 as of 12/31/21. 

In addition to strong earnings, elevated free cash flow generation has enabled sizable 
recent debt reduction and higher capital returns to shareholders. Our energy equity 
analyst, Charles Redding, expects more substantial share repurchases for many companies 
over the coming quarters. Importantly, Charles expects exploration & production companies to 
generally remain disciplined on future production increases given labor and raw material 
constraints as well as a renewed focus on capital return. This production discipline is also 
likely to keep oil prices elevated. 

What could change our view 
Our sector strategy’s process is heavily quantitative and technically based and 
generally has a three to 12 month outlook. Therefore, it’s important to understand that 
our sector views can shift quickly. If the sector starts to deteriorate in our quantitative work 
or technical trends breakdown, our process could lead us to downgrade the sector.  

Additionally, a resolution to the Russia-Ukraine conflict could allow for the reintroduction of 
Russian oil to global markets and a rapid change in the outlook for oil and the energy sector. 

Bottom line 
The weight of the evidence in our work points to the recent pullback in the energy sector as a 
buying opportunity. This is supported by our quantitative work, where energy continues to 
screen as attractive, our macro team’s view of a favorable supply/inventory backdrop, as well 
as our equity team’s expectation for continued positive fundamentals given discounted 
valuations, strong earnings and free cash flow generation.  
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Disclosures 
Advisory managed account programs entail risks, including possible loss of principal and may not be suitable for all investors. Please speak to 
your advisor to request a firm brochure which includes program details, including risks, fees and expenses. 

Truist Wealth is a name used by Truist Financial Corporation.  Banking products and services, including loans, deposit accounts, trust and investment 
management services provided by Truist Bank, Member FDIC. Securities, brokerage accounts, insurance/annuities offered by Truist Investment Services, 
Inc. member FINRA, SIPC, and a licensed insurance agency where applicable.  Life insurance products offered by referral to Truist Insurance Holdings, 
Inc. and affiliates.  Investment advisory services offered by Truist Advisory Services, Inc., Sterling Capital Management, LLC, and affiliated SEC registered 
investment advisers.  Sterling Capital Funds advised by Sterling Capital Management, LLC. 

While this information is believed to be accurate, Truist Financial Corporation, including its affiliates, does not guarantee the accuracy, completeness or 
timeliness of, or otherwise endorse these analyses or market data. Revise  

The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Truist Financial Corporation makes 
no representation or guarantee as to their timeliness, accuracy or completeness or for their fitness for any particular purpose. The information contained 
herein does not purport to be a complete analysis of any security, company, or industry involved. This material is not to be construed as an offer to sell or a 
solicitation of an offer to buy any security. 

Opinions and information expressed herein are subject to change without notice. TIS and/or its affiliates, including your Advisor, may have issued materials 
that are inconsistent with or may reach different conclusions than those represented in this commentary, and all opinions and information are believed to be 
reflective of judgments and opinions as of the date that material was originally published. TIS is under no obligation to ensure that other materials are 
brought to the attention of any recipient of this commentary. 

Comments regarding tax implications are informational only. Truist and its representatives do not provide tax or legal advice. You should consult your 
individual tax or legal professional before taking any action that may have tax or legal consequences. 

Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or guarantee of future 
performance. 

TIS/TAS shall accept no liability for any loss arising from the use of this material, nor shall TIS/TAS treat any recipient of this material as a customer or 
client simply by virtue of the receipt of this material. 

The information herein is for persons residing in the United States of America only and is not intended for any person in any other jurisdiction. Investors 
may be prohibited in certain states from purchasing some over-the-counter securities mentioned herein. 

The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law. 

TIS/TAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or discussed in this material. 

Asset classes are represented by the following indexes. An investment cannot be made directly into an index. 

S&P 500 Index is comprised of 500 widely-held securities considered to be representative of the stock market in general.  

S&P 500 Energy Index – a capitalization weighted index that is composed of those companies included in the S&P 500 that are classified as members of 
the energy sector based on GICS® classification. 
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