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CREDIT CHECK-IN: ACTIVITY IN 
ENERGY 

 In our June Credit Check-In, we discussed how a combination of higher energy prices – WTI Oil had recently risen 

above $70/barrel – and fallen angels had tightened the spread premium of the US high yield (HY) energy sector 

relative to the broader US high yield index to just over 70 basis points (bps) from highs of almost 1300 bps in 2020.  

Four months later, as economic reopening fuels increasing demand for energy but supply remains constrained, WTI 

Oil is trading at around $85/barrel and US natural gas prices have risen to $5.5/mcf (thousand cubic feet). However, 

the most pronounced moves have occurred in the European natural gas market, with prices surging more than 500%, 

to record highs in 2021. 

Higher energy prices will impact credit markets in several ways, which we discuss in this Credit Check-In. 

Exhibit 1: Energy prices have risen sharply since early 2020 lows 

 

Source: Macrobond, Goldman Sachs Asset Management. As of 25 October, 2021. Brent Crude Oil prices are based on ICE Brent 
Crude Oil futures contract and the ICE Brent Index. Natural Gas prices are based on NYMEX Henry Hub Natural Gas futures 
contracts. Trading is in units of 10,000 million British thermal units (mmBtu). 

STRONGER FUNDAMENTALS WILL FUEL RISING STARS 

Energy prices plummeted in early 2020 when an oversupplied market was met with a sharp decline in demand as the 

Covid-19 pandemic struck. In the following months, the energy sector experienced a wave of defaults, restructurings 

and credit rating downgrades. Since that time, many energy companies have taken important steps to improve their 

fundamentals, such as prioritizing free cash flow generation over growth and taking a disciplined approach to their 

operations by maintaining, but not growing reserves. In addition, equity- rather than debt-funded merger and 

acquisition (M&A) activity has helped improve free cash flow positions and access to capital by creating larger 

companies with more scale. 

The result is improved credit fundamentals and higher quality credits across both the high yield and investment grade 

(IG) energy sectors. This is reflected in the HY energy spread differential with the broader US HY market mentioned 

earlier, which has continued to tighten further to roughly 40bps. The current rise in energy prices continues to support 

these trends and we expect to see a number of fallen angels in the HY market become rising stars as companies 

return to IG ratings. Roughly $10-12 billion of corporate bonds have migrated to IG through M&A over the past 12 

months and we expect around $30-35 billion of corporate bonds in the HY energy sector to be upgraded to IG. 
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https://www.gsam.com/content/gsam/global/en/market-insights/gsam-connect/2021/credit-check-in-A-renewed-look-at-energy.html
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SPENDING PLANS  

We think integrated oil and gas companies will spend their increased free cash flow in three ways in the near term, 

which in aggregate, we expect to be supportive of credit fundamentals: 

1. Debt reduction, especially for companies that had high leverage in the recent down cycle 

2. Share buybacks and dividends, which have typically not been helpful for bond holders, but a recently introduced 

variable dividend structure that fluctuates with free cash flow, may be less negative for credit 

3. M&A designed to improve balance sheets and, in turn, potentially defend higher ratings 

INVESTING IN A GREENER FUTURE 

Energy companies will also need to continue to invest for the future. As the energy transition progresses, this 

spending will look different from previous cycles and vary across regions. For example, spending on greener 

initiatives has already gained traction in Europe, with some integrated energy companies building renewable 

electricity generation capabilities. Alternatively, US companies have focused more on early-stage technologies such 

as hydrogen, carbon capture and biofuels. 

Decarbonization is both a risk and opportunity for the energy sector and business models will have to adapt. The 

steps and the speed at which they are taken will depend on the region, as well as the strength of a company’s 

balance sheet and cash flows. Better capitalized companies with more financial flexibility may be advantaged to lead 

the transition. 

Overheard at Goldman Sachs 

Each month we feature quotes from our investment team, offering a glimpse into our investment views and what we 

are monitoring and analyzing. 

“The current commodity backdrop provides a windfall for companies with 

stronger balance sheets and we are watching capital deployment closely.” 

Sophia Ferguson, Lead Portfolio Manager, Global Credit, 

Goldman Sachs Asset Management | October 2021 
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General Disclosures 

Data and views expressed are as of October 29, 2021. 

Past performance does not guarantee future results, which may vary. The value of investments and the income derived from 
investments will fluctuate and can go down as well as up. A loss of principal may occur. 

Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or 
hold any security. Views and opinions are current as of the date of this presentation and may be subject to change, they should not 
be construed as investment advice. 

Economic and market forecasts presented herein reflect a series of assumptions and judgments as of the date of this presentation 
and are subject to change without notice. These forecasts do not take into account the specific investment objectives, restrictions, 
tax and financial situation or other needs of any specific client. Actual data will vary and may not be reflected here. These forecasts 
are subject to high levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed as 
merely representative of a broad range of possible outcomes. These forecasts are estimated, based on assumptions, and are 
subject to significant revision and may change materially as economic and market conditions change. Goldman Sachs has no 
obligation to provide updates or changes to these forecasts. Case studies and examples are for illustrative purposes only. 

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political 
conditions and should not be construed as research or investment advice. This material has been prepared by GSAM and is not 
financial research nor a product of Goldman Sachs Global Investment Research (GIR). It was not prepared in compliance with 
applicable provisions of law designed to promote the independence of financial analysis and is not subject to a prohibition on trading 
following the distribution of financial research. The views and opinions expressed may differ from those of Goldman Sachs Global 
Investment Research or other departments or divisions of Goldman Sachs and its affiliates. Investors are urged to consult with their 
financial advisors before buying or selling any securities. This information may not be current and GSAM has no obligation to 
provide any updates or changes. 

This material is provided at your request for informational purposes only. It is not an offer or solicitation to buy or sell any securities. 

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY 
PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR UNLAWFUL TO DO SO. 

Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control 
regulations in the countries of their citizenship, residence or domicile which might be relevant. This material is provided for 
informational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell securities. 
This material is not intended to be used as a general guide to investing, or as a source of any specific investment recommendations, 
and makes no implied or express recommendations concerning the manner in which any client's account should or would be 
handled, as appropriate investment strategies depend upon the client's investment objectives. 

Although certain information has been obtained from sources believed to be reliable, we do not guarantee its accuracy, 
completeness or fairness. We have relied upon and assumed without independent verification, the accuracy and completeness of all 
information available from public sources. 

United Kingdom: In the United Kingdom, this material is a financial promotion and has been approved by Goldman Sachs Asset 
Management International, which is authorized and regulated in the United Kingdom by the Financial Conduct Authority. Euro area: 
European Economic Area (EEA): This financial promotion is provided by Goldman Sachs Bank Europe SE. This material is a 
financial promotion disseminated by Goldman Sachs Bank Europe SE, including through its authorised branches ("GSBE"). GSBE 
is a credit institution incorporated in Germany and, within the Single Supervisory Mechanism established between those Member 
States of the European Union whose official currency is the Euro, subject to direct prudential supervision by the European Central 
Bank and in other respects supervised by German Federal Financial Supervisory Authority (Bundesanstalt für 
Finanzdienstleistungsaufischt, BaFin) and Deutsche Bundesbank. Switzerland: For Qualified Investor use only – Not for distribution 
to general public. This is marketing material. This document is provided to you by Goldman Sachs Bank AG, Zürich. Any future 
contractual relationships will be entered into with affiliates of Goldman Sachs Bank AG, which are domiciled outside of Switzerland. 
We would like to remind you that foreign (Non-Swiss) legal and regulatory systems may not provide the same level of protection in 
relation to client confidentiality and data protection as offered to you by Swiss law. Asia Pacific: Please note that neither Goldman 
Sachs Asset Management International nor any other entities involved in the Goldman Sachs Asset Management (GSAM) business 
maintain any licenses, authorizations or registrations in Asia (other than Japan), except that it conducts businesses (subject to 
applicable local regulations) in and from the following jurisdictions: Hong Kong, Singapore and Malaysia. This material has been 
issued for use in or from Hong Kong by Goldman Sachs Asset Management (Hong Kong) Limited, in or from Singapore by Goldman 
Sachs Asset Management (Singapore) Pte. Ltd. (Company Number: 201329851H) and in or from Malaysia by Goldman Sachs 
(Malaysia) Sdn Berhad (880767W). Australia: This material is distributed in Australia and New Zealand by Goldman Sachs Asset 
Management Australia Pty Ltd ABN 41 006 099 681, AFSL 228948 (’GSAMA’) and is intended for viewing only by wholesale clients 
in Australia for the purposes of section 761G of the Corporations Act 2001 (Cth) and to clients who either fall within any or all of the 
categories of investors set out in section 3(2) or sub-section 5(2CC) of the Securities Act 1978, fall within the definition of a 
wholesale client for the purposes of the Financial Service Providers (Registration and Dispute Resolution) Act 2008 (FSPA) and the 
Financial Advisers Act 2008 (FAA),and fall within the definition of a wholesale investor under one of clause 37, clause 38, clause 39 
or clause 40 of Schedule 1 of the Financial Markets Conduct Act 2013 (FMCA) of New Zealand (collectively, a “NZ Wholesale 
Investor”). GSAMA is not a registered financial service provider under the FSPA. GSAMA does not have a place of business in New 
Zealand. In New Zealand, this document, and any access to it, is intended only for a person who has first satisfied GSAMA that the 
person is a NZ Wholesale Investor. This document is intended for viewing only by the intended recipient. This document may not be 
reproduced or distributed to any person in whole or in part without the prior written consent of GSAMA. This information discusses 
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general market activity, industry or sector trends, or other broad based economic, market or political conditions and should not be 
construed as research or investment advice. The material provided herein is for informational purposes only. This presentation does 
not constitute an offer or solicitation to any person in any jurisdiction in which such offer or solicitation is not authorized or to any 
person to whom it would be unlawful to make such offer or solicitation. Canada: This presentation has been communicated in 
Canada by GSAM LP, which is registered as a portfolio manager under securities legislation in all provinces of Canada and as a 
commodity trading manager under the commodity futures legislation of Ontario and as a derivatives adviser under the derivatives 
legislation of Quebec. GSAM LP is not registered to provide investment advisory or portfolio management services in respect of 
exchange-traded futures or options contracts in Manitoba and is not offering to provide such investment advisory or portfolio 
management services in Manitoba by delivery of this material. Japan: This material has been issued or approved in Japan for the 
use of professional investors defined in Article 2 paragraph (31) of the Financial Instruments and Exchange Law by Goldman Sachs 
Asset Management Co., Ltd. Brazil: These materials are provided at your request and solely for your information, and in no way 
constitutes an offer, solicitation, advertisement or advice of, or in relation to, any securities, funds, or products by any of Goldman 
Sachs affiliates in Brazil or in any jurisdiction in which such activity is unlawful or unauthorized, or to any person to whom it is 
unlawful or unauthorized. This document has not been delivered for registration to the relevant regulators or financial supervisory 
bodies in Brazil, such as the Brazilian Securities and Exchange Commission (Comissão de Valores Mobiliários - CVM) nor has its 
content been reviewed or approved by any such regulators or financial supervisory bodies. The securities, funds, or products 
described in this document have not been registered with the relevant regulators or financial supervisory bodies in Brazil, such as 
the CVM, nor have been submitted for approval by any such regulators or financial supervisory bodies. The recipient undertakes to 
keep these materials as well as the information contained herein as confidential and not to circulate them to any third party. 2. If the 
material is targeted to clients in Brazil that are pension funds (private or public) and insurance/capitalization companies, then it 
should additionally contain the following disclaimer: These materials do not address any investment restriction or guideline that the 
requestor may be subject to in Brazil. Prior to investing in any securities, funds or products described herein, the requestor must 
review the prospectuses and other applicable documents, and make its own assessment on whether the securities, funds or 
products are adequate to it in light of the applicable Brazilian laws and regulations, and in light of requestor's own Investment Policy. 

Confidentiality 

No part of this material may, without GSAM’s prior written consent, be (i) copied, photocopied or duplicated in any form, by any 
means, or (ii) distributed to any person that is not an employee, officer, director, or authorized agent of the recipient. 
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