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Insights of the Month: There are reasons for concern, but OPEC spare capacity could be a near term catalyst

Not only has oil rocketed to a fresh seven-year high near $92/bbl., but the Bloomberg commodity index has also surged to a fresh all-

time high. The market’s structure is trading at its strongest level in years, indicating scarce supply, which we had projected early last 

year. It is not hard to see increased volatility after this magnitude of a price rally. 

But trading patterns can be short-lived if the fundamentals support higher prices for longer. To help understand the oil market, 

investors should know global supply chain and demand are essential. Near term, investors should focus on OPEC+’s actual spare

capacity and how quickly or willingly those barrels migrate into the supply chain. In January, total production from OPEC was about 

28.14 million b/d, up only 50k b/d from December, a much smaller number than the 400k b/d increase they agreed upon. Why is the 

increase not more significant? It boils down to three members with more than 1 million b/d spare capacity – U.A.E, Saudi Arabia, and 

Iran. For January, the most noticeable production increase was a 100k b/d from Nigeria, then 50k b/d each from Saudi and U.A.E. only 

to offset by a decline of -140k b/d from Libya. So, the key is how quickly and willingly the additional barrels from OPEC join the global 

market. As for Russian crude, it is still flowing. But it’s hostage to geopolitical tensions over Ukraine. Meanwhile, U.S. shale producers 

are still focusing on reassuring shareholders that there will be no repeat of the boom and bust during the past decade. As for demand, 

the state of the global economy is the biggest downside at this point. 

Geopolitical risks; High natural gas price + record cost on CO2 emissions = unsustainable policy

Tensions with Russia could push European Natural Gas to a record level, at the same time the cost of European polluting emissions 

(CO2) has jumped to €96.2 per tonne, a new record. Europe has no medium-term gas strategy but relies on fossil fuel when the 

renewable supply falls short. It has a clear 2050 net-zero goal but no pathway. That’s just the reality of the transition. 

continued the next page
Source: Bloomberg, Dividend Assets Capital

North 
America

27%

Central & 
South America

7%

Europe
19%

Middle East
31%

Africa
8%

Asia Pacific
8%

WORLDWIDE DAILY PRODUCTION (MBPD)

Source: Bloomberg, Dividend Assets Capital

0

20

40

60

80

100

120

202220202018201620142012201020082006200420022000199819961994

TOTAL WORLD CRUDE OIL DEMAND

OECD Non-OECD Total World Crude Oil Demand

https://dacapitalsc.com/
https://dacapitalsc.com/


D I V I D E N D  A S S E T S  C A P I T A L  – I N V E S T M E N T  S T R A T E G I E S  F O R  R I S I N G  I N C O M E  &  G R O W T H

58 RIVERWALK BOULEVARD │ RIDGELAND, SC  29936 │ 843.645.9700 │ dacapitalsc.com

Commodity cycle

Commodities are displaying a well-established, mean-reverting behavior. It is commonly said the best cure for high commodity 

prices is high prices. As prices attain a high level, the laws of supply and demand kick in, and drillers increase supply which begins 

the mean-reverting cycle. This time around, not so fast. Domestic energy upstream operators may highlight robust financial metrics 

for 4Q and 2022 guidance, indicating growth in spending and slightly higher than anticipated production. Yet E&Ps are still facing 

political and civic pressure as well as longer-term shifts in the use of renewable fuels. As the industry learns from the past, the well-

positioned E&P players will remain capital disciplined and focus on sustaining oil production. We anticipate private drillers to be 

active again, but lack of scale and cost inefficiency will have a limited impact on the aggregate output. We continue to expect higher 

cash flow and more financial flexibility in 2022. Strong free cash generation across the upstream industry with record low breakeven 

prices will drive base dividends higher and deploying cash flow for M&A to consolidate assets will play a significant role in 2022. 

U.S. Total Crude Oil Production and U.S. Crude Rotary Rig Count:

1. The West Texas Intermediary (WTI) oil price was $86.82 per barrel for the week ended January 28, 2022, up another 15.9% 

from the previous month. 

2. U.S. oil production fell again at 11.5mil b/d; that’s the third drop in four weeks and takes the volume to the lowest in ten 

weeks, back to where it was in mid-November. Cold weather may have contributed to the drop. 

3. According to Baker Hughes, the U.S. oil rig count increased 15 from the previous month to 495. Despite higher oil prices, oil 

rigs remained significantly below pre-COVID levels. In 2021, total oil rigs increased 216 or 82% more than the end of 2020, but 

the entire production only increased 800k b/d or 7.3% in the same period. 

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 1.0 million barrels over the previous week to 415.1 million barrels. This inventory level is also about 

9% below the five-year average for this time of year. Not only is the U.S inventory level below the historical level, but 
Canadian crude inventories are also dwindling as oil-sands producers are shutting down some operations for maintenance. 
Crude stockpiles in western Canada have fallen by more than 14 million barrels since early November to 25 million at the 
end of January, at about 36% of storage capacity. 

2. Total crude stockpiles including the Strategic Petroleum Reserve (“SPR”) dropped another 2.9 million barrels. SPR caverns 
are holding at their lowest levels since 2002 as drawdowns continue. More draws are expected.

U.S. Imports and Exports:

1. U.S. crude exports declined 0.4 million bbl./d to 2.4 million bbl./d from the previous week. Over the past four weeks, crude 
oil exports averaged about 2.4 million bbl./d, 19.5% lower than a year ago. 

2. U.S. crude oil imports surged over 800k bbl./d last week, taking volumes to 7.1 million b/d, the highest since July last year. 
Much of this was from the increased intake at PADD 5, where deliverers rose to their highest since August. The volume 
arriving from Saudi and Iraq hit the highest level since crude pumped during the production free-for-all of early 2020 hit U.S. 
shores back in May and June of that year. 
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increasing dividends. Built on a pioneering legacy, our goal is straightforward; achieve our clients desired outcomes through investments that provide 
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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.
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U.S. Refinery Inputs and Utilization Rates:

1. U.S. crude oil refinery inputs averaged 15.2 million bbl./d for the week ending Jan 28th, 2022. Four-week inputs averaged 

15.8 million bbl./d and were 10.9% higher than the same time a year ago.  

2. Refinery Utilization fell for the fourth straight week to 86.7%, the lowest since November, as more refiners carry out seasonal 

maintenance. Heavier maintenance might be the reason for low refinery utilization, as operators delayed the process to 

preserve cash during 2020-2021 troughs.

3. Diesel consumption remains elevated during cold weather, while the seasonal build in gasoline stockpiles is a short-term 

concern. Gasoline exports have yet to normalize to 2019 levels, as a strong dollar and higher oil prices likely subdued Latin

American demand. 

https://dacapitalsc.com/
mailto:info@DACapitalSC.com
http://www.adviserinfo.sec.gov/
https://dacapitalsc.com/

