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Another year is drawing to a close, and it is time to examine 
the trends that will impact North American oil and gas 
operations in 2019. EnerCom has identified several key 

trends that will be major considerations in the coming year and 
examines each in detail in this report. 

Infrastructure will remain a key concern for oil and gas operators 
in the Permian for most of the year, though pipeline relief is 
scheduled to arrive late in the year. Like in 2016, the oil supply 
situation for 2019 will be in large part dictated by multinational 
agreements, as OPEC and its allies attempt to bring oil prices 
under control. While the recent agreement will certainly help with 
the current oversupply, it may not be immediately recognized. 

Beneath the surface, however, OEPC is losing cohesion, and 
the departure of a long-time member may have ripple effects 
throughout the cartel. Production agreements have also spread to 
Canada, where oil producers have agreed to reduce a massive glut 
caused by insufficient takeaway. 

Most of 2018 was characterized by stable commodity prices, with 
both oil and gas seeing few major shifts. The past two months have 
been different, however, and oil and gas prices have swung wildly. 
EnerCom predicts significant shifts in oil and gas prices through 
much of 2019, continuing the recent shifts. 

Oil and gas concerns also stem from choices made in Washington, 
as tightening interest rates threaten to make refinancing the 
energy space’s debt burden a very expensive prospect. The recent 
trade war is also a major concern, as oil and gas demand is eroded 
by the tariffs imposed by the U.S. and China.

Finally, the face of oil and gas is changing. More generalist 
investors are responsible for looking at oil and gas, and companies 
are only now adapting messaging to this new group. Meanwhile, 
pressures that created the surge in 2018 M&A activity remain, but 
volatility may impede new deals.
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In this Report –  
KEY SUMMARY POINTS:

• The Permian will add 2.1 MMBOPD of takeaway in 
late 2019, greatly diminishing the current takeaway 
crunch

• Gas in the Permian will be constrained until 3.83 
Bcf/d of pipelines begin service in late 2019, though 
existing lines could provide significant takeaway if 
Mexican infrastructure was completed

• OPEC+’s production cuts will take 1.2 MMBOPD 
off the market through June and may be extended, 
though Saudi Arabia will provide most of the drop

• Uncertainty caused by Iranian sanctions waivers 
and Libyan instability will rile oil markets

• Alberta’s production cuts will alleviate the major 
differentials provincial oil producers face, but will 
destroy gas and condensate demand

• Oil prices will recover as the OPEC+ cuts take 
effect, but prices will fall as non-OPEC production 
continues to grow through the year

• Gas prices will remain robust through early 2019, 
falling in the summer

• Rising interest rates will complicate energy 
companies’ efforts to refinance the $35 billion in 
debt maturing in 2019

• The trade war will threaten global oil demand growth 
through the year, with an easy resolution unlikely

2019: TRENDS IN 
OIL AND GAS
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Infrastructure will be a major consideration in 2019, as it was in 2018. The Permian will continue to be constrained by 
lack of available pipelines, particularly during the first half of the year. While the Midland WTI differential eased since 
bottoming out at almost $18/bbl in late August, producers are still feeling the effects of the takeaway crunch. 
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Unless producers drastically change capital spending in the coming year, takeaway will remain insufficient through the 
first half of the year. Differentials will continue to squeeze operations, countering the low breakevens enjoyed by many 
operators in the Permian.

However, several major pipelines, Grey Oak, EPIC and Cactus II are all scheduled to come online late in the year. 
These pipelines represent approximately 2.1 MMBOPD of takeaway that will be added in the year, more than enough 
to relieve the oil takeaway crunch. Additional major lines are expected to begin operations in 2020 and 2021, so oil 
production growth in the medium term will be well supported by takeaway.

Natural gas is facing a similar situation in the Permian, with takeaway constraints currently producing severe differentials. 
The lack of alternatives to pipelines for gas transportation has led to extensive gas flaring in the basin, a situation that 
is expected to continue for most of 2019. Differentials have reflected this gas glut, and gas in the basin dipped below 
$0.20/MMBTU briefly in late November.
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Permian Gas 
Differential

Source: EnerCom Analytics
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There are already several gas pipelines that run from the Permian to the Texas-Mexico border, and while these could 
relieve most of the current transportation crunch, the associated infrastructure in Mexico is lacking and does not 
transport meaningful amounts of gas. Companies will have to wait for new pipelines that run to the Gulf instead. 

At least five lines are being built in the basin but the first two, with a combined capacity of 3.83 Bcf/d, are not expected 
to come online until late 2019. Three additional pipelines are being developed and are scheduled to come online from 
late 2020 through 2022. 

In the U.S., infrastructure continues to be a major concern outside of the Permian, though in most basins it is not an 
immediate, insurmountable challenge. This is not the case in Canada, where a dearth of pipelines has led Alberta to 
undertake drastic measures which will be examined later in this report. 

OPEC+ cut supports oil markets, but group is fracturing

Major supply developments in late 2018 will significantly affect operations through much of 2019. The most impactful 
concern OPEC. The cartel reached an agreement in early December to cut output once again, reversing its effort to 
boost production just a few months prior. OPEC and its allies have agreed to a combined cut of 1.2 MMBOPD, relative 
to October production levels. OPEC itself will decrease output by 800 MBOPD, while Russia will provide much of the 
remaining drop. Current plans call for this lower output to be sustained through June 2019, although OPEC will meet 
in April to assess the results of the cuts. The quotas may shift at that time. 

Permian Gas 
Takeaway

Source: Bloomberg
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This agreement will do much to alleviate the current oversupply situation, though the benefit may be temporary.

While the OPEC+ production cut represents a major accomplishment for the group, extending a period of relatively 
orderly coordination, underneath the surface OPEC is fracturing. Several days before the cartel agreed to reduce 
output in December, Qatar announced it was pulling out of the group. 

This is a major development, as Qatar joined OPEC in 1961, only one year after the cartel was formed. It was the first 
country to join the original founding members: Iran, Iraq, Kuwait, Saudi Arabia and Venezuela.

While several countries have joined and then left OPEC, with Ecuador and Gabon even later returning to the group, it 
is not a decision members take lightly. Iran and Iraq, for example stayed in the group despite being at war with each 
other for much of the 1980’s, and Iraq and Kuwait remained cartel members despite Iraq’s invasion and annexation 
of Kuwait in 1990 and 1991.

Qatar’s official reason for pulling out of the group is a need to concentrate on LNG development, as the rise of 
American and Australian exports are challenging the country’s dominance of the global LNG market.

The real reason for the move, though, is most likely one of politics and power, as a focus on LNG hardly precludes 
OPEC membership.

• Qatar has been under blockade by Saudi Arabia and its allies since June 2017, over Qatar’s perceived  
 support of Iran. Saudi Arabia’s competition with Iran is heating up, increasing tensions throughout the region.

• Qatar’s departure may have also been influenced by the shifting power dynamic in OPEC. Saudi Arabia  
 is wielding increasingly unilateral influence in the group, and the inclusion of non-members in the last cut  
 agreement has further reduced the influence of small producers in the group. Saudi Arabia’s negotiations  
 with Russia often bypass OPEC’s decision-making process outright, according to reports on the inner   
 workings of the group.

• Finally, the threat of antitrust lawsuits in the U.S. if the latest NOPEC law is passed may have played a part  
 in motivating Qatar to exit the group.

The second and third reasons for the split affect all OPEC members, and members that find little value in membership 
may find these pressures sufficient reason to exit the cartel. While Qatar is a minor producer of oil, contributing less 
than 2% of the group’s current production, its potential as a trendsetter makes this move extremely important. 
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Iranian sanctions waivers, Libyan instability create uncertainty

Iranian production will also have a major impact on oil prices in the coming year, as U.S. sanctions on the country 
are implemented. While sanctions were imposed on Iran’s oil exports in early November, the U.S. also granted partial 
waivers to eight countries, allowing each to import set volumes of oil. These waivers have kept a great deal of oil on 
the market and contributed to the drop in oil prices seen in late 2018. 

However, the waivers are scheduled to expire in early May and it is unclear whether or not they will be renewed. This 
possibility will create significant uncertainty in oil markets in the first half of the year. 

Developments in Libya will also add supply uncertainty to global oil markets. The North African producer has been 
exempted from the OPEC+ production cut agreement, but this does not mean its output is predictable. Militant groups 
in the country regularly shut down pipelines, production and port facilities. The country’s attempts to get these groups 
under control have been met with limited success, and major fields could shut down at any time. These disruptions 
are usually temporary, and are typically resolved within a few weeks, the uncertainty they create regularly riles markets. 

Libya plans to hold a referendum on a new constitution in February 2019, and the UN, France, and Italy have all 
pushed for reconciliation among competing governments in the country. A satisfactory resolution is not likely to appear 
anytime soon, though, and Libyan production will remain uncertain throughout 2019. 

Alberta’s cuts will ease differentials, though duration is uncertain

While OPEC+’s cut agreement has certainly attracted the majority of recent investor attention, a smaller cut in Canada 
may be similarly important. After suffering unprecedented differentials, which reached $50/bbl in mid-October and 
drove WCS prices below the level seen during the worst times of the downturn, Alberta’s provincial government is 
imposing production cuts on major companies. 

According to the Alberta government, the province is currently producing 190 MBOPD more than can be shipped with 
existing pipeline and rail capacity, while the 35 million barrels in storage is twice the normal levels. The differential is 
costing the Canadian economy over $80 million per day, meaning there is significant pressure to provide relief.

These cuts, which will take effect January 1, will pull 325 MBOPD of crude and bitumen from the market, an 8.7% 
drop. The cuts will not apply to the first 10 MBOPD produced by any operator, so small companies will not be directly 
affected.

Alberta’s government is working to buy railcars to ship additional crude oil, and companies such as Enbridge are 
building pipeline, but these solutions are slow to solve the problem. Railcars are not immediately available, and 
Enbridge’s Line 3 is not expected to enter service until the end of 2019. 

The cut is expected to bring storage into line with normal levels in about three months. After this level is reached the 
cuts will be lessened but not ended. The government intends to adjust cuts on a monthly basis, with the reduction 
decreasing to 95 MBOPD through the end of 2019.

The agreement has already spurred a significant drop in the WCS-WTI differential, which reached a mere $12/bbl in 
early December. While this move will primarily affect differentials and the major producers of crude, especially oil sands 
operators, it will have ripple effects throughout the industry.

Condensate and natural gas are both consumed in the production of bitumen, meaning these production cuts will 
destroy demand for both commodities. According to Tudor Pickering & Holt, which estimates 55% of the shut-in 
production will be bitumen, 75 MBOPD of condensate demand could be eliminated when the cuts are imposed on 
January 1. The impact on natural gas will be partially offset by reduced associated gas production, and TPH estimates 
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demand will drop by 160 MMcf/d while production will fall by 60 MMcf/d.

Affected producers may reduce CapEx in 2019, as immediate opportunities for growth are capped by the provincial 
government, which will free up cash for other opportunities. Companies with Canadian and U.S. operations, such as 
Devon, may simply reallocate funding, boosting growth in the Permian and other basins. Affected E&P companies will 
also see cost structures worsen, as fixed costs will increase on a per-barrel basis. 

Oil, gas prices will swing wildly through 2019

With these developments in mind, EnerCom has prepared price forecasts for WTI and Henry Hub for 2019. EnerCom’s 
oil model examines fundamentals affecting the price of oil including the absolute U.S. rig count, the trade-weighted 
dollar, OPEC supply, non-OPEC supply and OECD demand to create a price forecast for the coming year.
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Oil prices will see significant swings in the coming year, based on the results of the model. EnerCom’s model implies 
the recent drop in oil prices is an overcorrection, with current supply and demand supporting a higher price. The OPEC 
cuts will push prices higher, with forecasted oil prices rising by almost $10/bbl in the two months the cartel has given 
itself to implement the cuts. However, the price situation worsens after this point, as growing production from the U.S. 
combines with weakening demand. Assuming OPEC does not extend its cuts through the rest of the year, prices will 
decline further as the cartel resumes output at previous levels. Assuming U.S. inventories move inline with the five-year 
average, WTI will be around $60/bbl in the second half of the year. 

One-Year 
Natural Gas Forecast

Source: EnerCom Analytics
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Natural gas prices are also set for an active 2019. With storage well below the five-year average, gas prices are 
highly dependent on the weather and a significant storm has the potential to briefly send prices soaring. Even with 
normal weather, though, gas prices are likely to be high this winter simply due to the low storage available. Assuming 
inventories move as they have over the past three years and weather patterns follow the five-year average, gas prices 
will stay around $4/MMBTU for the first three months of 2019. However, we expect prices to fall over much of the 
spring, reaching just above $3/MMBTU. If inventories move like they have over the past three years, though, storage 
levels will still be low next fall, suggesting prices could rise as winter demand picks up. 

Borrowing costs on the rise as debt comes due

Important factors next year stretch beyond just oil and gas-related concerns, though. The recent developments in 
bond markets may be felt in E&P boardrooms. Interest rates are on the rise, and the Federal Reserve may continue its 
tightening policy in the coming year. This policy has already had an effect on equity valuations, but for oil and gas firms 
the rising cost of borrowing will be more important. 

The vast majority of public companies in the oil and gas space hold some level of debt, with only 17 out of the 260 
companies tracked by EnerCom having zero outstanding debt. Including bonds, term loans and revolvers, oil and gas 
firms currently hold over $775 billion in debt. Much of this is maturing in the next few years, though the share of debt 
maturing soon varies by sector. 

E&P companies hold a combined $224 billion in debt, 77% of which will come due in the next ten years. About $6.1 
billion of this debt comes due next year and will need to be paid off or refinanced. 
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Oilfield service companies have a total of $117 billion in debt outstanding, lower than their E&P counterparts. This debt 
also has shorter maturity than debt in other sectors, as only 17% of service company debt matures in more than ten 
years with $4 billion maturing in 2019.

E&P Debt
Distribution ($ Millions)

Source: EnerCom Analytics
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Midstream companies have both higher and longer-term debt loads, holding a total of $435 billion in debt. Only 67% 
of this debt will come due in the next ten years, a significantly lower share than that seen in E&P and oilfield service 
firms. This is likely due to the perceived stability of midstream cash flows, at least relative to those of E&P and service 
companies. Such stable operations give bond buyers the confidence to invest in much longer-term issues, such as 
Enbridge’s hundred-year bond, issued in 2012 and maturing in 2112. However, midstream companies have over $25 
billion in debt maturing in 2019, a major amount that must be addressed. 

Midstream Debt 
Distribution ($ Millions)

Source: EnerCom Analytics
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While companies, particularly E&P firms, have recently shifted toward cash flow generation and balance sheet 
maintenance, it is unlikely that all will be able to pay off their impending debt. In the past, companies have often turned 
to equity markets to deal with debt, raising funds through follow-on offerings and essentially exchanging debt for 
equity. However, with the equity market for follow-on offerings currently very limited the possibility of paying down this 
debt load using equity is minimal. Therefore, many firms will need to refinance debt through new loans. However, rising 
interest rates will make this a costly proposition. 
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The after-tax cost of debt for oil and gas firms has risen significantly over the past two years. For E&P and service 
companies, the current cost of debt is the highest in at least eight years, while the level seen in midstream companies is 
the highest since mid-2011. These increases mean companies will see interest payments rise on any refinanced loans. 
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The trade war threatens global demand
Further macro concerns stem from Washington and Beijing. As of this writing, the U.S. and China have called a trade 
truce, delaying the implementation of new tariffs as both sides attempt to come to a deal before the current trade war 
ratchets up. However, the gap between American demands and concessions China is offering is large, and the prospects 
for a meaningful rapprochement appear bleak.

The trade war has already eroded global economic growth significantly, and forecasts of global oil and gas demand are 
reflecting this. If the conflict continues, or particularly if tariffs are further increased, oil and gas consumption will fall globally. 

Unfortunately, there is great uncertainty in what China is willing to offer and what the U.S. is willing to accept in trade 
negotiations, so the only certainty is that trade tensions will create significant uncertainty in oil and gas demand in the 
coming year. The negotiations will also contribute to volatility in 2019, with news on potential breakthroughs or pitfalls 
causing price swings. 

Recent trends in investors, M&A expected to continue
The oil and gas investment space will continue to shift in 2019, as long-term trends continue to change the face of the 
industry. Passive investing is on the rise, and investor priorities for oil and gas are shifting. The rise of generalist investors 
in oil and gas, which was outlined in EnerCom’s April 2018 trends report, is expected to continue when the investment 
community regains conviction for the space.  

Companies are responding to this trend, with firms like Cabot, WPX and Cimarex all adding presentation slides that 
directly appeal to generalists via metrics and comparisons that are not often seen in the E&P space. Steve Chazen’s 
Magnolia goes farther, as Chazen reports the company’s entire strategy and business model “was to establish a company 
whose basic characteristics would appeal to generalist investors.” This shift in company messaging will carry on through 
2019, as companies target this new type of investor. 

Finally, EnerCom expects the current surge in M&A activity will continue in 2019, though the recent surge in commodity 
price volatility may somewhat dampen deals. Investor sentiment continues to favor high free cash generation, which 
requires a sizeable, established production base for U.S. shale companies to achieve. This incentivizes consolidation, 
particularly in the form of smaller companies being acquired by larger ones. As long as this is the case, companies will 
feel pressure to make M&A deals. 

The volatility seen in the past months may impede this though, as uncertain and rapidly changing prices make deals 
difficult, with buyers and sellers seldom agreeing on appropriate commodity prices for valuing assets. For more details on 
the surge in oil and gas M&A activity, see EnerCom’s November Trends Report.

A Word of Thanks
Thank you again for putting your trust in EnerCom. Please do not hesitate to contact us with questions or additional 
needs. And, remember that you can get frequent updates and analysis on Oil & Gas 360® at www.OAG360.com


