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Insights of the Month: Crude Awakening, the biggest commodity shock ever

The resulting international backlash from Russia’s invasion of Ukraine has plunged energy markets into chaos, threatening dire economic 

consequences that rival those of the 1970s oil shocks. Geopolitical tensions deteriorated so fast, no one was prepared for the unthinkable to 

happen. The fear of a full-scale banning of the second-largest commodity producer in the world has had severe impacts as the markets wake 

up with the tightest physical oil market on record with 6-month time spreads at an unprecedented level. Costs for bullish oil options are 

continuing to rise. Brent June $150 calls traded above $9/B, up from less than $1/B at the beginning of March. Several broad commodity 

ETFs saw record weekly inflows. As we pointed out in the past, the near-term market focuses on OPEC+ to increase 400k bbl./d oil. Without 

Russia, OPEC members are already at high utilization. Well, if the world removes 4.6 million bbl./d Russian oil from the global market, it will 

only add to the desperation, as the spare capacity OPEC held is nothing like what they had in 1990. Back then, Saudi Arabia alone boosted 

output by about 3 million bbl./d over five months and still had more reserves. It might struggle to do that now. Even OPEC members could 

use spare capacity to boost supply to replace most of the shortfall, but it might not stop oil prices from rising. Just look back at history when 

Iraq attacked Kuwait in 1990. At the time, the global reserve-replacement ratio and reserve life had already declined significantly due to a 

lack of capital investment before the war breakout. The tight supply condition is already on the way to push oil prices higher; the invasion 

only adds to the intensity and pull forward the timeframe. 

Second-order effects The second-order effects from the 

commodity shock, not just the impact from the financial sanctions, 

make it difficult for banks to process payments, reputational risks 

on the part of companies unwilling to deal with Russia, and 

difficulty finding tankers to load crude at Russian ports amid 

spiraling freight and insurance costs. It can also mean higher food 

prices. According to The Food and Agriculture Organization’s food 

price index, world food prices hit a record high, averaging 140.7 in 

Feb, led by a surge in vegetable oils and dairy products. The reading 

was 20.7% higher over a year ago, significantly higher than the all-

food CPI of 11.1% between 2017-2021. In 2020, households in the 

lowest income quintile spent an average of $4,099 on food 

(representing 27% of income), while families in the highest income 

quintile spent $12,245 on food (representing 7% of income). As 

food prices work through the supply chain, the relief might not 

come anytime soon. High inflation can put a heavy burden on 

consumer consumption if it persists.  
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At what oil price level does demand destruction kick in? During the 2008-2009 financial crisis, demand destruction kicked in around 

$150/bbl. in July 2008. Not only did the absolute monthly price hit the record, but it was also a significant change when compared to 

one year, two years, and three years prior. Although current weekly Brent crude oil prices are still far below the 2008 level, the rate of 

change caught our attention. The crude oil prices are far from predicting a US recession at current levels, but that is only because the 

future is exceptionally unclear. The U.S. oil & gas producers once had dramatically increased oil production for energy independence 

only to face stricter regulation and collapse of oil prices. The industry has spent the past few years strengthening balance sheets and 

rebuilding confidence with investors through share repurchases and dividends. Restrictive policies and regulations not only impact 

drilling permits but also make large capital-intensive infrastructure projects impossible. Those roadblocks reduced the incentives for 

producers to make long-term commitments by replacing the reserves and securing takeaway capacity. The chart below shows the 

divergence between production and the number of drilled uncompleted wells (DUC) since mid-2020 when pandemic disrupted energy 

consumption. As a result, producers put the drilled but uncompleted wells into inventory waiting for better commodity prices. Fast 

forward to today, the DUCs have depleted more than half from over 8,700 to 4,300 only seeing U.S. shale production grow from the

trough 7.0 mil bbl./d to 8.9 mil bbl./d. The short-term production increases were primarily driven by the fastest depletion of DUCs as 

producers await clarity from policymakers to make the long-term capital commitment. Without it, any substantial oil productions 

increase means more rigs, higher costs for producers with great uncertainty. We remain bullish on Energy in diversified portfolios as it is 

one of the few time-proven crises and inflation hedges available to equity investors. There is not enough exposure in the broader equity 

market.

U.S. Total Crude Oil Production and U.S. Crude Rotary Rig Count (reported March 2nd for last week of Feb):

1. The West Texas Intermediary (WTI) oil price was $91.59 per barrel for the week ended Feb. 25, 2022, up another 7.2% from the 

previous month. 

2. U.S. oil production is unchanged at 11.6 mil bbl./d, the same level for the past three weeks despite evidence that rigs counts 

have been on the rise for months. Some major producers have indicated they’ve been raising production. 

3. According to Baker Hughes, the U.S. oil rigs count increased by 27 from the previous month to 522. Despite higher oil prices, 

oil rigs remained significantly below pre-COVID levels. 

Source: Bloomberg, Dividend Assets Capital
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The U.S. Commercial Crude Oil Inventories (excluding those in the Strategic Petroleum Reserve) and Inventory Changes:

1. Inventory decreased by 2.6 million barrels from the previous week to 413.4 million barrels. This inventory level is also about 
12% below the five-year average for this time of year.

2. Total crude stockpiles including the Strategic Petroleum Reserve (“SPR”) dropped another 5.0 million barrels. The larger-
than-expected drawdown may push WTI prices higher ahead of the seasonal ramp-up of refinery utilization in April. 

U.S. Imports and Exports:

1. U.S. crude exports increased 1.1 million bbl./d or 40% to 3.8 million bbl./d from the previous week, the strongest level
since July 2021. It’s a 2nd weekly gain and now carries outflows firmly well above the 3 million bbl./d mark. These
outflows are taking leads from a growing discount of WTI relative to Brent. This week that discount has reached minus
$6.5/bbl., making U.S. oil more attractive to buyers.

2. U.S. crude oil imports declined over 1 million bbl./d last week, taking volumes to 5.8 million bbl./d, the lowest since
September. Over the past four weeks, crude oil imports averaged about 6.2 million barrels per day, 9.4% more than the
same four-week period last year.
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Dividend Assts Capital, LLC is an independent, employee owned wealth advisor specializing in high quality companies with a history of consistently 
increasing dividends. Built on a pioneering legacy, our goal is straightforward; achieve our clients desired outcomes throughinvestments that provide 

sustainable and rising income with long-term capital appreciation. We partner with successful families, advisors and institutions delivering tailored 
services that adhere to fiduciary principles to provide…

Clarity: A transparent and understandable 
approach to portfolio management.

Simplicity: We believe dividends are the best 
indicator of the future price performance of a stock.

Devotion: We build confidence through a 
disciplined process and strong devotion to our 

investment philosophy and clients.

Clarity. Simplicity. Devotion.
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U.S. Refinery Inputs and Utilization Rates:

1. U.S. crude oil refinery inputs averaged 15.4 million bbl./d for the week ending Feb 24, 2022. Four-week inputs averaged 15.3 

million bbl./d and were 18.1% higher than the same time a year ago.  

2. Refinery Utilization fell for the fourth straight week to 87.7% while Refiners on the East Coast ran at 85.8%. The lower 

refinery run is probably impacted by the maintenance schedule. The national average retail regular gasoline price increased 

to $3.608 per gallon at the end of February, while the national average retail diesel fuel price increased to $4.104 per gallon 

or 34% higher than a year ago. 

3. Gasoline demand is inching closer to the pre-pandemic 5-year average after a fifth straight week of gains. The four-week 

moving average of product supplied rose 130k bbl./d. Road traffic levels tracked by Bloomberg have seen substantial gains 

in recent weeks, and we shall expect fuel consumption to continue to improve in the coming weeks. 
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