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PORTFOLIO MANAGER INSIGHTS

It’s impossible to understand today’s economy and markets without a clear perspective on global supply chain 
disruptions. From computer chips to the availability of workers, supply bottlenecks are raising concerns around 
economic growth and inflation. One major contributor to these worries is the energy sector with oil prices rising above 
$80 per barrel, the highest since 2014. What implications will this have for the economy and long-term investors?

Even as investors focus more and more on renewable 
energy sources, the world is still primarily driven by 
fossil fuels. The International Energy Agency (IEA) 
estimates that global oil demand was 100 million 
barrels per day prior to the pandemic and could 
recover to 96.2 million barrels per day by the end of 
2021. The sharp economic rebound has helped to 
boost demand after oil prices plummeted during the 
pandemic. At one point, the price of the front-month 
contract fell to negative territory for the first time in 
history due to a lack of oil storage capacity.

Supply has been slower to keep up. OPEC and Russia 
(known collectively as OPEC+) have raised production 
only modestly and U.S. producers haven’t filled the 
gap as they have cut costs and improve efficiency. 
Dwindling natural gas supplies and inventories are 
expected to spill over into oil markets. Places like the 
U.K. are dealing with gasoline shortages while China 
is suffering rolling blackouts. Altogether, these forces 
are pushing energy prices higher.

Energy prices affect investors in many ways. First, 
today’s oil and natural gas prices are symptomatic of 
supply chain issues facing almost all industries. Not 
only are shortages of raw materials and labor impacting 
production and manufacturing, but logistics are hamstrung with container ships stuck waiting to unload. While it’s 
normal for energy costs to rise over the course of a business cycle, as they did before 2008 and during the last cycle, 
today’s situation is somewhat unique.

Thus, even with U.S. consumers in a strong financial position, supply constraints are impacting economic growth. While 
this should eventually be resolved, it’s hard to estimate how long it will take and will depend on each industry. Some 
economists, the Fed included, still believe that these factors are “transitory” and could be resolved in 2022.

Second, higher energy prices are negative for U.S. consumers and businesses since they boost the cost of products and 
services directly and indirectly. Gasoline, for instance, has risen from a nationwide average of around $1.75 a gallon to 
over $3.25 today. However, it’s also the case that energy prices, including gasoline, have been relatively low for much of 
the past 7 years.  
                                                    (continued on next page)

OIL PRICES ARE RISING DUE TO SUPPLY  
CONSTRAINTS

KEY TAKEAWAY:

1. Oil prices have been rising over the past 18 months 
due to surging demand and limited supply. This is 
consistent with broader supply chain bottlenecks across 
the global economy.
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Third, from an investment perspective, the energy sector has been a volatile component of diversified portfolios. The 
shale revolution which began in the early 2010’s, has faced many ups-and-downs as over-supply became an issue 
before the pandemic. This led to the underperformance of the sector for years, which most likely caused some investors 
to avoid energy-related assets.
            
However, for those who are properly diversified, the energy sector accounts for just under 3% of the S&P 500’s market 
capitalization. The fact that the sector has gained 50% this year alone, and 81% over the past twelve months, emphasizes 
the importance of investing within and across markets. It’s difficult to know what may or may not outperform in any given 
year, especially once a sector falls out of favor, and thus it’s important to be broadly diversified.

Thus, rising oil prices are both a reflection of supply chain problems as well as a factor that will directly impact 
consumers and businesses. Although oil prices are above $80, there are reasons to believe that the economy can still 
grow steadily, especially if more supply can come online. Long-term investors ought to stay diversified and focused on 
the underlying issues rather than the day-to-day movements of energy prices.  
 
Investors should maintain perspective on supply chain issues rather than day-to-day oil price movements. Staying 
diversified across sectors is still the best way to manage through the current environment and to achieve financial goals.

Historical references do not assume that any prior market behavior will be duplicated. Past performance does not indicate future results.  This material has been prepared by Kingsview Wealth 
Management, LLC.  It is not, and should not, be regarded as investment advice or as a recommendation regarding any particular security or course of action.  Opinions expressed herein are 
current opinions as of the date appearing in this material only.  All investments entail risks.  There is no guarantee that investment strategies will achieve the desired results under all market 
conditions and each investor should evaluate their ability to invest for the long term.  Investment advisory services offered through Kingsview Wealth Management, LLC (“KWM”), an SEC 
Registered Investment Adviser.  (2021)

U.S. OIL PRODUCTION HASN’T KEPT UP  
WITH DEMAND

THE ENERGY SECTOR HAS BENEFITED FROM  
HIGHER PRICES

KEY TAKEAWAYS: KEY TAKEAWAYS:

1. While U.S. energy companies were expected to serve as  
 the marginal “swing” producers, their production levels  
 have yet to fully recover. 
2. Coupled with limited supply increases from OPEC+, rising  
 demand has boosted energy prices to multi-year highs.

1. The energy sector has benefited from higher prices with the  
 S&P 500 Energy index gaining 50% year-to-date. 
2. Many investors had avoided the sector over the past few  
 years due to poor performance. This is further evidence that  
 investors should stay diversified both within and across  
 markets since predicting exact winners and losers is  
 difficult, if not impossible.


