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F U N D A M E N TA L S
What happened to peak oil?
Peak oil demand is a contentious topic. It is crucial for climate change, yet there are
possible negative downsides such as volatile oil equity prices and corporate bond
defaults. It could even undermine the growth of entire countries.
It is remarkable how quickly and
dramatically
can

market

change.
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FUEL EFFICIENCY OUTWEIGHING

Figure 2 – A balancing act of demand dynamics
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Figure 3 – Continued US appetite for pickup trucks
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Furthermore, Figure 4 demonstrates
how the average vehicle sold in the
US stopped being more efficient

Figure 4 – US consumers have a preference for inefficient vehicles
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and that this is likely to rise with
disposable incomes (Figure 5). We

Small diesel cars are very efficient,

to decline. We assume that diesel

expect, therefore, that Chinese fuel

with new generations reporting

declines to 25% of new vehicle

efficiency improvements are only in

fuel efficiency figures of 90 miles
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per gallon or more. However, we

sales it represents today.
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now know that emissions from
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these cars are not nearly as clean
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Reason 2: Fuel efficiency credibility
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we estimate that by 2025 oil demand

far the most fuel efficient car fleet in

cars and vans from their centres by

from passenger vehicles may be

the world, with more fuel efficient

2025. Rather than diesel continuing

anywhere from 1.2 million to 1.7

diesel-powered cars, and much

to grow market share – as required

million barrels per day higher than

smaller and lighter vehicles. Again,

to meet official efficiency targets –
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we believe this is largely driven by

we therefore think it is more likely

expectations for annual demand

affordability.
1. The Corporate Average Fuel Economy (CAFE) standards are regulations in the United States, first enacted by the United States Congress in 1975, after the 1973-74
Arab oil embargo, to improve the average fuel economy of cars and light trucks (trucks, vans and sport utility vehicles) produced for sale in the United States.
*OECD - The Organisation for Economic Co-operation and Development
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growth are around 1 million barrels

carbon emissions from passenger

strikes us as a big challenge – there

per day, this represents a significant

vehicles an important contributor

may simply not be enough space,

increase that is roughly equivalent

to overall emissions, but there

or enough roads, to cope. This is an

to an additional year’s worth of

is increasing awareness of the

area we intend to spend more time

demand growth. It is also about the

impact that they have on urban air

researching in the coming months.

same size as the co-ordinated OPEC

quality. (Our conclusions from this

supply cut in the fourth quarter of

analysis assume that no effective

THE BOTTOM LINE

2016 that saw oil prices rise around

policy action is put in place to

Barring government intervention,

15%.

mitigate these trends.) Given the

particularly

across

densely

progress that has been made on

populated emerging markets, we

This is of course just one component

efficiency, and the crucial role that

believe that the demand for oil

in understanding the likely shape of

rising energy efficiency will play in

from passenger vehicles is likely

the supply / demand balance in oil

hitting our global targets on CO2

to outstrip consensus forecasts.

markets over the next decade, and

emissions, a key conclusion of

This

there may well be other factors we

our work has to be to urge policy

unanticipated factors that we have

identify in our research that offset

makers to take further action in this

outlined, peak oil demand is still

this.

area. This is especially true in the

some way in the distance. This

US where the direction of travel

could have negative implications

appears to be the opposite.

for climate change, although trends

Of course, a more rapid take-up of
electric vehicles could materially
alter

this

analysis.

Government

suggests

that

excluding

in power generation are likely to
CONGESTION – THE LIMITING

prove more influential.

policy is likely to be a substantial

FACTOR?

driver here. For example, Norway

Cities in China, and across many

From a capital markets perspective,

has one of the highest rates of

other emerging markets, may be

our analysis suggests that if oil

electric vehicle adoption in the

too densely populated to cope

demand does continue to grow

world – with one in every two new

with the projection for new cars.

through

the

cars sold either a fully electric or

We estimate that, of the 100 largest

decade,

production

hybrid vehicle – but also has one

cities globally, those situated in

going to be increasingly important.

of the highest rates of government

emerging markets have three times

Meanwhile, oil-producing companies

subsidy

in

the

world

remainder

of

this

trends

are

(around

the average population density of

and countries are likely to remain an

$10,000). Denmark also had high

developed market cities. To reach

active opportunity set for long-term

electric vehicle adoption rates, and

equivalent levels of car penetration

investors.

an even more generous subsidy.
However, this was withdrawn in
early 2016, resulting in plummeting
electric vehicle adoption. To make
a real difference, electric vehicle
sales would have to rise rapidly. We
estimate it would take around 150
million electric cars – about 15 times
the current global fleet – to offset
our estimate of extra oil demand.
The environmental consequences
could

be

significant.

All

the

evidence we have seen suggests
that government intervention can
make a significant difference to
consumer behaviour. Not only are
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Important Notice
This document is designed for our corporate clients and for the use of professional advisers and agents of Legal & General. No
responsibility can be accepted by Legal & General Investment Management or contributors as a result of articles contained in this
publication. Specific advice should be taken when dealing with specific situations. The views expressed in this article by any contributor
are not necessarily those of Legal & General Investment Management and Legal & General Investment Management may or may not have
acted upon them and past performance is not a guide to future performance. This document may not be used for the purposes of an offer
or solicitation to anyone in any jurisdiction in which such offer or solicitation is not authorised or to any person to whom it is unlawful to
make such offer or solicitation.
© 2017 Legal & General Investment Management Limited. All rights reserved. No part of this publication may be reproduced or transmitted
in any form or by any means, including photocopying and recording, without the written permission of the publishers.
Legal & General Investment Management Ltd, One Coleman Street, London, EC2R 5AA www.lgim.com
Authorised and regulated by the Financial Conduct Authority.
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