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ARE ENERGY STOCKS HEADED FOR A FIFTH 
YEAR OF UNDERPERFORMANCE? 

 “Outperformance of energy stocks in 2016 will require  
an earlier than expected oil price recovery.”

Four years and counting 
Energy stocks have underperformed the broader market for a fourth 
consecutive year. They have also posted the lowest returns among the 
10 S&P 500 sectors over both a three- and five-year time horizon, and 
rank second lowest (above only financials) over the past 10 years.

Oil prices are only part of the problem
The long-term relative performance of energy stocks vs. the broader 
market typically correlates with the price of oil. Energy stocks performed 
very well during both the 1970s and 2000s when oil prices rose and 
underperformed during most of the 1980s when oil prices declined.  
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The sharp contraction in oil prices is largely responsible for energy’s weak 
recent performance, although many other factors are to blame, some of 
which have been in place for several years.

Corporate returns have been steadily deteriorating since the middle of 
the last decade as a result of record levels of capital spending and easy 
access to capital. With oil prices recently below $40 per barrel, the energy 
sector is being forced to focus on lowering its cost structure, improving 
operational and capital efficiencies and spending within its means. 

Can the underperformance continue? Statistically speaking, a losing run 
of five or more years for any sector is par for the course and has occurred 
on numerous occasions over the past 50 years.

Reversing energy’s losing streak
For energy shares to outperform the broader market, higher oil prices 
and a more disciplined business model must emerge. Sentiment toward 
oil prices remains negative. The lower-for-longer view is widely accepted 
throughout the investment community, and the prospect for an oil price 
recovery before late 2016 or early 2017 seems unlikely. Equity investors, 
however, appear to be an optimistic group. Valuations today look beyond 
the current downturn to a time when oil prices, earnings and cash flows 
will all be higher. 

The timing of oil’s recovery will likely dictate how energy stocks will fare 
versus the broader market in 2016:

n		Early surprise. An oil price recovery in early to mid-2016 will likely catch 
the market off guard, providing a positive catalyst, especially if the 
higher prices are perceived to be sustainable. 

n		A 2017 recovery. Expectations for a gradual recovery in 2017 will likely 
not be enough of a catalyst to move the stocks higher during 2016.

n		Lower for even longer. Should oil market imbalances persist throughout 
2016, pushing out the recovery out beyond 2017, energy stocks will 
most likely face another difficult year.

Oil markets will likely remain oversupplied for most of 2016, although 
signs of the next oil cycle are already starting to emerge. Declining U.S. 
shale activity (a positive) and the continued market-share war within OPEC 
(a negative) are only two parts of the supply equation. Sharp declines in 
capital spending outside of these two regions have been underway for 
almost two years and should continue in 2016, further delaying future 
supplies to accommodate modest demand growth and natural decline 
rates. While it is difficult to predict exactly when the supply/demand 
imbalance will reverse, a gradual recovery in 2017 remains the most 
probable outcome — one that is unlikely to provide enough of a catalyst 
for energy stocks to outperform the broader market during 2016.  

Source: Ned Davis Research, Bloomberg, 11/25/15

Annual relative performance of energy vs. the market (1973-2015)

The close correlation between energy stocks’ relative performance 
and oil prices
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Source: Bloomberg, 12/09/15
Data for 2015 is year-to-date average up to December 9.
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Commodity investments may be affected by the overall market and industry- and commodity-specific factors, and may be more volatile and less liquid than other investments.

Investing involves risk including the risk of loss of principal.

The views expressed are as of the date given, may change as market or other conditions change, and may differ from views expressed by other Columbia Management Investment Advisers, LLC 
(CMIA) associates or affiliates. Actual investments or investment decisions made by CMIA and its affiliates, whether for its own account or on behalf of clients, may not necessarily reflect the 
views expressed. This information is not intended to provide investment advice and does not take into consideration individual investor circumstances. Investment decisions should always be 
made based on an investor’s specific financial needs, objectives, goals, time horizon and risk tolerance. Asset classes described may not be suitable for all investors. Past performance does 
not guarantee future results and no forecast should be considered a guarantee either. Since economic and market conditions change frequently, there can be no assurance that the trends 
described here will continue or that any forecasts are accurate. Securities referenced should not be construed as a recommendation to buy or sell.



 * In U.S. dollars as of September 30, 2015. Source: Ameriprise Q3 Earnings Release. Includes all assets managed by entities in the Columbia and Threadneedle groups of companies. Contact us for more current data.
 ** Source: ICI as of September 30, 2015 for Columbia Management Investment Advisers, LLC. 
 *** Source: Investment Association as of September 2015 for Threadneedle.

About Columbia Threadneedle Investments
Columbia Threadneedle Investments is a leading global asset management group that provides a broad range of actively managed investment strategies and 
solutions for individual, institutional and corporate clients around the world.

With more than 2,000 people, including over 450 investment professionals based in North America, Europe and Asia, we manage $471 billion* of assets across 
developed and emerging market equities, fixed income, asset allocation solutions and alternatives. We are the 13th largest manager of long-term mutual fund 
assets in the U.S.** and the 4th largest manager of retail funds in the U.K.***

Our priority is the investment success of our clients. We aim to deliver the investment outcomes they expect through an investment approach that is team-based, 
performance-driven and risk-aware. Our culture is dynamic and interactive. By sharing our insights across asset classes and geographies, we generate richer 
perspectives on global, regional and local investment landscapes. The ability to exchange and debate investment ideas in a collaborative environment enriches 
our teams’ investment processes. More importantly, it results in better informed investment decisions for our clients.

Securities products offered through Columbia Management Investment Distributors, Inc., member FINRA. Advisory services provided by Columbia Management Investment Advisers, LLC.
Columbia Threadneedle Investments (Columbia Threadneedle) is the global brand name of the Columbia and Threadneedle group of companies.
Columbia Management Investment Distributors, Inc., 225 Franklin Street, Boston, MA 02110-2804
© 2016 Columbia Management Investment Advisers, LLC. All rights reserved. 11W2 (01/16) 1390135

To find out more, call 800.426.3750 
or visit columbiathreadneedle.com/us


