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Institutional Investing in Energy
§ Secular and structural changes are shaping the investing landscape in energy sector

§ Types of energy investments:

è Public Assets

- Energy debt and listed equity (upstream, midstream and downstream industries, $5t globally)
- Listed Master Limited Partnerships ($156b in market-cap)

§ Most MLPs operate assets like pipelines and typically pay large periodic cash distributions to unitholders. 

è Private Assets

- Natural Resource LP funds (exploration and production and mining assets, $760b1 in AUM)
- Energy infrastructure debt and equity funds

§ Growing financing need for emerging renewable resource projects 
- Other energy-related infrastructure funds (cargo assets)

1 Bulk of the AUM in natural resource are in energy (Preqin). AUM also includes energy infrastructure assets.
Source: Datastream, Preqin
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§ YTD world equity markets returned 10.2%, but energy sector returned -24.7%1

§ YTD, Crude E&P returned -36.7%, whereas renewable energy equipment returned 107.3%1

§ Energy market capitalization represents 5.9% of the total world equity market-cap (as of 11/30/2020)

- In contrast, at the time of the Global Financial Crisis (as of 3/31/2009), energy market-cap was $2.8t and represented 
10.8% of the world market-cap

- Correlation of crude oil to traditional oil industries like integrated oil & gas is 0.6, but to renewables it is low (0.4)1

Public Energy Sector Equity Performance

World Energy Index 
Performance1 Energy Sector Integrated Oil & 

Gas
Crude Exploration 

& Production
Refiners, 
Marketing

Equipment & 
Services Pipelines Coal Alternative Fuels

Renewable 
Energy 

Equipment

Market Value (%) 100% 67.7% 6.5% 10.5% 2.0% 8.2% 0.8% 0.2% 3.5%
Index Returns (YTD) -24.7% -28.6% -36.7% -7.6% -37.1% -23.0% -6.8% 50.1% 107.3%

Annualized Index 
Returns (5y) 0.0% 1.4% -4.0% 8.5% -15.0% 0.2% 0.5% 24.3% 18.2%

Annualized Index 
Volatility (5y) 23.5% 21.7% 34.3% 22.7% 36.0% 25.3% 21.7% 39.4% 26.5%

Correlations to 
Spot Oil (5y) 0.63 0.62 0.55 0.47 0.65 0.56 0.44 0.28 0.39
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1 Note: YTD and 5y period as of 11/30/2020. Source: Datastream as of 11/30/2020. Provided for illustrative purposes only.



Portfolio Role of Energy Equities – Hedging Inflation & Growth Risks 

§ Energy equity and private natural resource have statistically significant and positive 
sensitivity to both inflation level and surprise

§ Both energy equity and natural resource may be considered in an inflation-
protection real asset strategy portfolio
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Source: PGIM IAS, See H. Parikh and W. Zhang, “The Diversity of Real Assets: Portfolio Construction for Institutional Investors.” PGIM, June 2019.  Note: Provided for illustrative purposes only.  Returns for each are regressed on inflation and real GDP levels 
(QoQ). We also regress asset returns on inflation and GDP surprises. The beta is a sum of lead, current, and lag betas (i.e., Dimson beta). Betas in bold suggests significance at a 90% confidence level. Assets in bold are private and assets in italics are for 
reference purposes only.

Macroeconomic Sensitivities: Estimated Dimson Betas 
(1996-2017; and sub periods)

Sensitivity (Beta) Inflation Level Inflation Surprise Real GDP Level Real GDP Surprise
1996 -
2017

1996 -
2007

2008 -
2017

1996 -
2017

1996 -
2007

2008 -
2017

1996 –
2017

1996 -
2007

2008 -
2017

1996 -
2017

1996 -
2007

2008 -
2017

Natural Resource 12.27 7.08 13.08 18.58 10.02 16.13 2.91 -2.27 5.34 3.60 -8.36 12.15

Energy Equity 10.26 4.46 14.48 16.80 11.17 13.62 5.08 2.76 8.08 8.44 1.36 16.78

US Equity (S&P 500) -1.01 -3.96 1.34 -1.78 0.99 -5.81 5.99 7.87 6.70 11.36 13.76 14.06

US 10y Treasury 0.05 -1.34 0.68 -0.70 -3.14 1.10 -0.18 -0.68 0.01 -0.10 -1.23 -1.25

Commodity, 17%

Energy 
Equity, 17%

Gold, 
17%

Infrastructure, 17%

Natural 
Resource, 17%

TIPS, 17%

Asset Class Weights
Inflation-Protection Strategy

(33% private assets)



Energy’s Hedging Role Depends on the Investor’s Return Horizon

Investment 
Horizon CPI CFNAI US Equity US Treasury

6m 0.16 0.12 0.56 -0.15
1y 0.22 0.20 0.55 -0.08
2y 0.31 0.40 0.50 -0.08
3y 0.40 0.49 0.45 -0.03
5y 0.41 0.47 0.37 0.13
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§ Correlations of energy equity to both inflation (CPI) and economic growth (CFNAI) increase with the investor’s 
holding period horizon 

§ In contrast, energy equity remains diversifying with respect to stocks and bonds even as the investor’s horizon 
increases

Source: PGIM IAS. See H. Parikh, “Institutional Gold!” PGIM, November 2019. Note: Provided for illustrative purposes only.  Spearman 
correlations are average values across 10,000 samples. For 5y, CFNAI is a 5y moving average of monthly CFNAI.

US Energy Correlations by Length of Horizon Returns
(6m to 5y Horizons, Spearman Correlations; USD Total Returns; January 1973 – January 2019)



Measuring Energy’s Inflation & Growth Betas – Sector-Level RASATM Sensitivities
§ Depending on the industry, RASA sensitivities can differ a lot
§ E&P had the highest and significant inflation surprise beta (27.7)
§ E&S had the highest inflation level beta (16.6)
§ Pipeline industry had the lowest and not significant inflation level and surprise betas (4.5 and 5.1, respectively)
§ Integrated Oil & Gas had significant but the lowest equity beta (0.71)
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Source: Datastream. Note: Betas are estimated for the period from 1996 – 2017. , See H. Parikh and W. Zhang, “The Diversity of Real Assets: Portfolio Construction for Institutional Investors.” PGIM, June 2019. Provided for illustrative purposes only.

Macroeconomic Sensitivities (Dimson Betas) Market Sensitivities (Dimson Betas)
Beta (1996 -2017) Inflation Level Growth Level

Exploration & 
Production 15.34 4.05

Integrated Oil & 
Gas 6.20 3.94

Oil Equipment & 
Services 16.60 6.26

Pipeline 4.48 5.51

Beta (1996 -2017) S&P 500 US 10y Treasury

Exploration & 
Production 0.84 -0.01

Integrated Oil & 
Gas 0.71 0.03

Oil Equipment & 
Services 1.04 -0.43

Pipeline 1.22 1.14



Recent Developments in the Energy Sector
§ Highest amount of liabilities at initial bankruptcy filing for energy sector
§ Producers are stressed, Dallas Fed Survey suggests DUC wells to be completed if WTI crude prices above $45.
§ Rig counts would increase substantially if prices above $50/b
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1 YTD period as of 10/31/2020. Source: S&P Capital IQ . Provided for illustrative purposes only.
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Energy Production Prospects and % Energy in S&P 500 Index

Source: Baker Hughes, Bloomberg. As of 10/31/2020.
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US Energy Transition

Source: US Energy Information Administration. Annual Energy Outlook 2020. Provided for illustrative purposes only.
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IAS Real Asset Research Program

Real Asset Blogs

How The Coronavirus Pandemic Highlights 
The Diversity In Real Assets (4/30/2020)

Spot Gold and Gold Miners Are NOT Two 
Sides of the Same Coin (5/21/2020)

Market Volatility Has Declined – Is There a 
Case for Investing in Gold? (6/8/2020)

Customize Benchmarks to Fit Investors’ 
Investment Objectives, Not the Other Way 
Around (7/10/2020)

Opportunities in Sustainable Farming Practices
(8/3/2020)

Investing in Agriculture – Wedging the Yield 
Gap (9/16/2020)
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https://www.linkedin.com/pulse/how-coronavirus-pandemic-highlights-diversity-real-assets-parikh/
https://www.linkedin.com/pulse/spot-gold-miners-two-sides-same-coin-harsh-parikh/
https://www.linkedin.com/pulse/market-volatility-has-declined-case-investing-gold-harsh-parikh/
https://www.linkedin.com/pulse/customize-benchmarks-fit-investors-investment-other-way-harsh-parikh/
https://www.linkedin.com/pulse/opportunities-sustainable-farming-practices-harsh-parikh/
https://www.linkedin.com/pulse/investing-agriculture-wedging-yield-gap-harsh-parikh/
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IMPORTANT INFORMATION
Past performance is no guarantee or reliable indicator of future results. All investments involve risk, including the possible loss of capital. These materials are for informational or 
educational purposes only. In providing these materials, PGIM is not acting as your fiduciary.

Alternative investments are speculative, typically highly illiquid and include a high degree of risk. Investors could lose all or a substantial amount of their investment. Alternative investments are suitable only for long-term investors willing to forego liquidity and put capital at 
risk for an indefinite period of time. Equities may decline in value due to both real and perceived general market, economic and industry conditions. Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk and liquidity risk. 
Commodities contain heightened risk, including market, political, regulatory and natural conditions and may not be suitable for all investors. The use of models to evaluate securities or securities markets based on certain assumptions concerning the interplay of market 
factors, may not adequately take into account certain factors and may result in a decline in the value of an investment, which could be substantial.

All charts contained herein were created as of the date of this presentation, unless otherwise noted. Performance results for certain charts and graphs may be limited by date ranges, as stated on the charts and graphs. Different time periods may produce different results. 
Charts and figures are provided for illustrative purposes and are not an indication of past or future performance of any PGIM product.

These materials represent the views, opinions and recommendations of the author(s) regarding the economic conditions, asset classes, securities, issuers or financial instruments referenced herein, and are subject to change without notice. Certain information contained 
herein has been obtained from sources that PGIM believes to be reliable; however, PGIM cannot guarantee the accuracy of such information, assure its completeness, or warrant such information will not be changed. The information contained herein is current as of the 
date of issuance (or such earlier date as referenced herein) and is subject to change without notice. PGIM has no obligation to update any or all of such information; nor do we make any express or implied warranties or representations as to the completeness or accuracy 
or accept responsibility for errors. Any forecasts, estimates and certain information contained herein are based upon proprietary research and should not be considered as investment advice or a recommendation of any particular security, strategy or investment product. 
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. No liability whatsoever is 
accepted for any loss (whether direct, indirect, or consequential) that may arise from any use of the information contained in or derived from this report. PGIM and its affiliates may make investment decisions that are inconsistent with the recommendations or views 
expressed herein, including for proprietary accounts of PGIM or its affiliates. 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.

The information contained herein is provided by PGIM, Inc., the principal asset management business of Prudential Financial, Inc. (PFI), and an investment adviser registered with the US Securities and Exchange Commission. Registration with the SEC does not imply a 
certain level of skill or training. In the United Kingdom and various European Economic Area jurisdictions, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited is authorised and 
regulated by the Financial Conduct Authority of the United Kingdom (registration number 193418) and duly passported in various jurisdictions in the EEA. Prudential Financial, Inc. of the United States is not affiliated with Prudential plc, incorporated in the United Kingdom 
or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom. These materials are issued by PGIM Limited to persons who are professional clients or eligible counterparties as defined in Directive 2014/65/EU (MiFID II), investing for 
their own account, for fund of funds, or discretionary clients. In certain countries in Asia, information is presented by PGIM (Singapore) Pte. Ltd., a Singapore investment manager registered with and licensed by the Monetary Authority of Singapore. In Japan, information is 
presented by PGIM Japan Co. Ltd., registered investment adviser with the Japanese Financial Services Agency. In South Korea, information is issued by PGIM, Inc., which is licensed to provide discretionary investment management services directly to South Korean 
qualified institutional investors on a cross-border basis.
In Hong Kong, information is provided by PGIM (Hong Kong) Limited, a regulated entity with the Securities & Futures Commission in Hong Kong to professional investors as defined in Section 1 of Part 1 of Schedule 1 (paragraph (a) to (i) of the Securities and Futures 
Ordinance (Cap.571). In Australia, this information is presented by PGIM (Australia) Pty Ltd. (“PGIM Australia”) for the general information of its “wholesale” customers (as defined in the Corporations Act 2001). PGIM Australia is a representative of PGIM Limited, which is 
exempt from the requirement to hold an Australian Financial Services License under the Australian Corporations Act 2001 in respect of financial services. PGIM Limited is exempt by virtue of its regulation by the Financial Conduct Authority (Reg: 193418) under the laws of 
the United Kingdom and the application of ASIC Class Order 03/1099. The laws of the United Kingdom differ from Australian laws. Pursuant to the international adviser registration exemption in National Instrument 31-103, PGIM, Inc. is informing you of that: (1) PGIM, Inc. 
is not registered in Canada and relies upon an exemption from the adviser registration requirement under National Instrument 31-103; (2) PGIM, Inc.’s jurisdiction of residence is New Jersey, U.S.A.; (3) there may be difficulty enforcing legal rights against PGIM, Inc. 
because it is resident outside of Canada and all or substantially all of its assets may be situated outside of Canada; and (4) the name and address of the agent for service of process of PGIM, Inc. in the applicable Provinces of Canada are as follows: in Québec: Borden 
Ladner Gervais LLP, 1000 de La Gauchetière Street West, Suite 900 Montréal, QC H3B 5H4; in British Columbia: Borden Ladner Gervais LLP, 1200 Waterfront Centre, 200 Burrard Street, Vancouver, BC V7X 1T2; in Ontario: Borden Ladner Gervais LLP, 22 Adelaide 
Street West, Suite 3400, Toronto, ON M5H 4E3; in Nova Scotia: Cox & Palmer, Q.C., 1100 Purdy’s Wharf Tower One, 1959 Upper Water Street, P.O. Box 2380 - Stn Central RPO, Halifax, NS B3J 3E5; in Alberta: Borden Ladner Gervais LLP, 530 Third Avenue S.W., 
Calgary, AB T2P R3.
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