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As the first quarter earnings season kicked off on April 12, expectations for the energy sector were 

decidedly negative. That low bar has tempted analysts to forecast a series of positive surprises as recent 

data releases for both the U.S. and China suggest a stronger economic underpinning, and the 

manufacturing sector appears to have bottomed in both countries. Oil demand — and prices — typically 

follow rising manufacturing and factory output, while rising consumer sentiment normally portends an 

increase in air travel, which also requires higher oil allocations. 

GEOPOLITICS FRONT AND CENTER 

Certainly, geopolitical concerns have added to higher prices, with focus squarely on the Israel-

Hamas conflict and worries hovering over markets regarding the potential for the war to broaden 

into the oil-producing region. The attacks on oil tankers in the Red Sea by the Yemen-based 

Houthis, considered a proxy for Iran, have also led to crude oil prices inching higher.  

In terms of the Ukraine-Russia conflict, Ukraine’s continued drone attacks on Russian oil 

refineries have also pushed oil prices higher as supply disruptions, regardless of the cause, 

support prices. 

DEMAND AND SUPPLY FORECASTS 

Within the discussion of the production/price equation, the OPEC+ decision advocated by Saudi 

Arabia and Russia to maintain voluntary production cuts until the end of June has helped 

maintain higher prices. The 53rd meeting of the Joint Ministerial Monitoring Committee, 

scheduled for June 1, will play a key role in the trajectory of crude oil prices, as will data releases 

from the world’s two largest economies, the U.S. and China, in helping to determine forecasts 

based on global demand. 
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OPEC+ OIL PRODUCTION REMAINS MUTED AS PRODUCERS STAND BY CUTS 

Source: LPL Research, Energy Information Administration 04/11/24 

Headlines associated with the International Energy Agency (IEA) forecasts typically move 

markets as the organization serves as an important global advisor to governments and the 

energy industry with timely data releases. In mid-March, the IEA altered its view on 2024 oil 

demand by forecasting global requirements would increase by 1.3 billion barrels per day as 

supply estimates were lowered, indicating a tighter market scenario.  

The IEA’s predictions for oil demand peaking in 2030 continue to be refuted by oil company 

leaders who see robust demand for oil well beyond 2030. In 2019, when Warren Buffett’s 

Berkshire Hathaway (BRK/A or BRK/B) began its initial investment in Occidental Petroleum 

(OXY), Buffett commented that the investment was a bet on oil prices over the long term. Since 

then, CEOs of the energy majors have echoed that sentiment as they lead in merger and 

acquisition activity. 

Economic growth forecasts issued by OPEC+ continue to estimate stronger global growth for 

2024 and 2025, which would provide an important tailwind for oil demand. The cartel views the 

economies of China, the U.S., and India reinforcing its forecast. Although the goal of OPEC+ is 

to keep prices elevated, the consortium is also careful not to cut production dramatically, which 

could ignite a serious economic downturn denting oil prices. 
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NEW OIL DEMAND DRIVEN ALMOST ENTIRELY BY ASIA-PACIFIC NATIONS 

Source: LPL Research, International Energy Agency 04/11/24 

*FSU - the Former Soviet Union refers to the independent states that emerged following the dissolution of the Soviet Union. 

TRANSITIONING MONETARY POLICY 

Although Federal Reserve (Fed) speakers, including Chairman Jerome Powell, imply that the 

Fed remains data-dependent and requires a series of inflation-related reports confirming that 

inflation’s downward trajectory hasn’t stalled before they can consider initiating an easing cycle, 

the rally in precious metals, industrial commodities, and even oil, point to a resumption of inflation 

ticking higher. Moreover, financial conditions appear easier than Powell’s steadfast replies to the 

contrary. 

Still, despite “sticky” inflation perhaps inhibiting the Fed’s first move to cut rates, the probability 

for a June 12 easing stands just below 20%. As the market moves closer to that date, the dollar 

should react to fresh incoming data. If the probability for a June 12 rate cut climbs definitively 

higher, the dollar should simultaneously soften. 

Consequently, this would further ease financial conditions and be constructive for oil 

fundamentals. Following disappointment with the most recent Consumer Price Index (CPI) 

report, the dollar has edged higher, implying that the Fed may continue to hold rates higher for 

longer. 
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INDUSTRIAL METALS PRICES HAVE MOVED HIGHER IN 2024 

 

Source: LPL Research, Bloomberg 04/11/24 

Indexes are unmanaged and cannot be invested in directly. Past performance is no guarantee of future results. 

THE REFLATION TRADE 

As global central banks appear poised to begin easing monetary policy sometime this year, the 

so-called “Reflation Trade” is gaining prominence. The momentum in commodities has 

embraced the future of lower rates, a weaker dollar, and a more solid global manufacturing and 

consumer landscape. 

However, as in any major moves higher, especially the parabolic nature of the recent climb in 

crude oil prices, overbought conditions set in, most likely necessitating a pullback, or sideways 

trading to burn off the froth. 

The overarching fundamentals of quality names within the energy sector, representing a 

reflationary cycle, include strong cash flows, with a focus on reducing debt levels, and solid 

positioning to return shareholder value with prominent share repurchasing programs and 

increasing dividends.  

Additionally, valuations are exceptionally attractive given steady and reliable cash flow margins 

in most quarters. 
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Inflows into the sector remain muted as the price of crude oil continues to be the key driver for 

investors rather than strong corporate fundamentals. As a result, the sector remains under-

owned, or in the market’s parlance, “unloved.” 

CRUDE OIL CONTINUES ITS RUN AS PRICES APPROACH $90 

 

Source: LPL Research, Bloomberg 04/11/24 

Past performance is no guarantee of future results. 

Any futures referenced are being presented as a proxy, not as a recommendation. 

BE MINDFUL OF WEAK HANDS 

Crude oil, like many other commodities, attracts speculators via a wide assortment of 

quantitative trading strategies that rely on the ability to uncover and quickly monitor information, 

data, and rumors to stay ahead of price action.   

When prices edge closer to overbought conditions, as with oil prices at current levels, sell signals 

can lead to speculators racing out of positions. This accelerates prices moving lower at a rapid 

clip as they wait for the next catalyst to re-enter the market. 

In this environment with geopolitical uneasiness dominating headlines, the temptation to exit the 

crude oil market may be negated by the potential for a significant military event that could 

meaningfully disrupt supply. 
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THE ENERGY SECTOR IS MORE THAN JUST CRUDE OIL PRICES 

The comprehensive components of the energy sector, ranging from the largest integrated oil 

majors, oil refiners, natural gas providers, oil services, drillers, and a wide assortment of 

production and exploration companies, provide investors with an opportunity to benefit from an 

industry transformation that is based on operating efficiencies, and returning wealth to 

shareholders. 

TACTICAL ASSET ALLOCATION INSIGHTS 

LPL’s Strategic and Tactical Asset Allocation Committee (STAAC) maintains its neutral equities 

stance tactically. The improved economic and earnings outlook this year has kept the risk-reward 

trade-off for stocks and bonds fairly well balanced, perhaps with a slight edge to bonds over 

stocks currently. Recent stubbornly high inflation readings may delay Fed rate cuts and limit the 

upside to stock prices over the balance of the year, although two or possibly three cuts may still 

come by year-end. 

Within equities, on a tactical basis, the STAAC continues to favor a tilt toward domestic over 

international equities, with a preference for Japan among developed markets, and an 

underweight position in emerging markets (EM). The Committee recommends a very modest tilt 

toward the growth style after reducing its overweight position in mid-March, in favor of adding 

small caps to remove that underweight position. Energy remains a favored sector, along with 

communication services. Finally, the STAAC continues to recommend a modest overweight to 

fixed income, funded from cash. 
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This research material has been prepared by LPL Financial LLC. 

Securities and advisory services offered through LPL Financial (LPL), a registered investment advisor and broker-dealer (member 

FINRA/SIPC). Insurance products are offered through LPL or its licensed affiliates. To the extent you are receiving investment advice from  

a separately registered independent investment advisor that is not an LPL affiliate, please note LPL makes no representation with respect to 

such entity.  
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IMPORTANT DISCLOSURES 

 
This material is for general information only and is not intended to provide specific advice or recommendations for any individual. There is no assurance that the 
views or strategies discussed are suitable for all investors or will yield positive outcomes. Investing involves risks including possible loss of principal. Any economic 
forecasts set forth may not develop as predicted and are subject to change.  
 
References to markets, asset classes, and sectors are generally regarding the corresponding market index. Indexes are unmanaged statistical composites and 
cannot be invested into directly. Index performance is not indicative of the performance of any investment and do not reflect fees, expenses, or sales charges. All 
performance referenced is historical and is no guarantee of future results. 
 
Any company names noted herein are for educational purposes only and not an indication of trading intent or a solicitation of their products or services. LPL 
Financial doesn’t provide research on individual equities.  
 
All information is believed to be from reliable sources; however, LPL Financial makes no representation as to its completeness or accuracy.  
 

The Standard & Poor’s 500 Index (S&P500) is a capitalization-weighted index of 500 stocks designed to measure performance of the broad domestic economy 
through changes in the aggregate market value of 500 stocks representing all major industries.  
 
All index data from FactSet.  

 
International investing involves special risks such as currency fluctuation and political instability and may not be suitable for all investors. These risks are often 
heightened for investments in emerging markets. 
 
LPL Financial does not provide investment banking services and does not engage in initial public offerings or merger and acquisition activities.  
 
The fast price swings of commodities will result in significant volatility in an investor's holdings. 


