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January 05, 2022 

Dear Client: 

 

Last May, Ark Capital’s Cathie Wood made news with her prediction that the growth in electric vehicles 

would prevent crude from breaking out, saying she “would be surprised if oil prices hit $70 again” (it was 

$62/barrel at the time). Wall Street is littered with unnecessary predictions (oil reached $85.65/barrel October 

26) and are often, but not always, forgotten. Oil demand took a serious hit in 2020, setting the stage for what 

some believe was a permanent shift in the dynamics of oil supply and demand. The argument is that as electric 

vehicles and renewable energy (wind, solar) replace fossil fuels at an increasing rate, “rapid substitution” will 

buckle the demand for petroleum-derived products, and structurally drive the price lower. It is our opinion, 

however, that rapid energy transition proponents may have confused the pandemic’s demand destruction with a 

change in consumer behavior. We have a different view, at least on timing, so let’s unpack what we know. 

 

According to industry data, global sales of electric vehicles rose by 43% in 2020, accounting for ~4% of the 

total car market. Most of that growth was seen in Europe and China, but as the U.S. market begins to pivot 

towards electrification, and legacy automakers and newbie EV manufacturers increase production, EV sales 

will climb at increasing speeds, with Deloitte projecting U.S. sales rising to 27% of market share by 2030. 

Considering that U.S. transportation accounts for ~14% of global oil consumption (60% of which is 

consumer), Deloitte forecasts a 3% drop in global oil demand by 2030 resulting from U.S. EV sales alone. 

Combine this outlook with the much faster adaptation from Chinese and European markets alongside the 

transition to renewable energy sources, and we begin to get a picture of the headwinds confronting oil demand.  

 

Nonetheless, as we write in our current quarterly letter, rising energy prices are the result of several factors, but 

are mainly a result of investor preferences for buybacks and dividends, leaving less capital for reserve building. 

Capital expenditures for upstream oil and gas projects worldwide fell more than 25% in 2020, while 2021 

capex grew by only 2%, which is not nearly enough supply to replace depleting reserves and keep pace with 

demand, and this is a problem. According to McKinsey, oil-demand growth will only peak in the late 2020s, 

while gas demand will continue to grow into the late 2030s. The best-case scenario is that half of the global 

power supply will come from renewable sources by 2036, and the worst case is that “more than half” of all 

global energy demand still comes from fossil fuels in 2050. 

 

The irony of course is that the batteries EVs require are made in large part of rare earth metals and minerals, 

but acquiring them necessitates an extreme amount of CO2-spewing fossil fuels to dig out, lift, transport, 

process, and ship. An EV requires six times as many minerals and metals as a combustion engine, while a wind 

turbine contains nine times as many of these substances as a gas fired power plant of comparable capacity. The 

International Energy Agency estimates that global demand for these raw materials will quadruple by 2040. 

And then there are the advanced plastics derived from natural gas: it makes up 50% of an auto body but only 

10% of its weight. The paradox of our present condition is that we may be at risk from more frequent and more 

catastrophic natural disasters if we don’t address climate change more quickly, but we could also freeze in the 

dark if renewable energy sources fail while the traditional fossil sources are becoming scarcer and extremely 

costly. The bottom line is that renewable energy is not yet remotely capable of providing the energy required. 

Fossil fuels do, and they will continue to do so until green generation is both reliable and inexpensive. In a 

word, decades. In the meantime, the structural price of oil will remain elevated. 

 

Regards, 

 
Adam S. Abelson 

Chief Investment Officer 

U.S. Large Cap Equity Strategy 
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