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Oil Prices are Rising Fast—Should Investors Be Worried?

Oil prices have been on the move—but not in the direction that favors
consumers.

In the first quarter of 2024, the price of a barrel of West Texas

Intermediate crude has risen almost 15%, and Brent crude futures — Mitch Zacks, MBA

the global benchmark — are up 18%. That puts the global price of a CEO, Senior Portfolio Manager
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with the national average at $3.57 a gallon.? bl it e (s bes
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Sun-Times and has published two
books on quantitative investment
strategies. He has a B.A. in
Economics from Yale University
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There are a few forces driving up prices. On the supply side, the two ongoing wars have caused
disruptions. Ukrainian attacks on Russian oil-refining facilities have dented diesel exports, which has
prompted refiners elsewhere to increase output (requiring cruder). Traders also fear that escalations in
the Middle East could impact production, though we haven’t seen major disruptions to date.

The more meaningful hit to supply is actually coming from the U.S. The United States is the world’s
largest oil producer, and it looks like output could weaken from here. When oil prices went up last year,
producers tapped drilled-but-uncompleted wells, which sent production to all-time highs—and also put
downward pressure on prices. Lower prices and still-high interest rates have discouraged new
investment, which is evident in steeply declining oil rig counts.
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On the demand side, a large swath of the global economy looks like it’s flipping back into growth mode,

which of course puts upward pressure on crude oil and other raw materials. Other factors — like rising
demand for jet fuel from robust travel activity, and cargo ship disruptions in the Red Sea that are
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requiring more fuel to sail around the southern tip of Africa — are adding to the demand equation. All
told, the International Energy Agency estimates 103 million barrels per day of global oil consumption,
which would be a record.

In the near term, | would not be surprised if falling U.S. output and rising global demand place even
more upward pressure on crude oil prices. This may also be a reason that the Energy sector
outperformed in the first quarter, rising 13.7% in the first three months compared to the S&P 500’s
10.6% gain.

So, should investors be concerned if oil prices keep going up in the coming months, perhaps even
crossing $100 a barrel?

Not necessarily. As I’ve written before, there is not a historically tight correlation between higher oil
prices and weak economic growth and/or an underperforming stock market. The chart below
demonstrates this point. Pictured is the global price of Brent Crude and West Texas Intermediate oil
going back to 2000. I’ve circled in green a period of about 4 years when oil prices hovered in the $100 a
barrel range, which were also years when the economy grew consistently — albeit modestly — and stocks
remained locked in a bull market.

The U.S. economy can withstand higher oil prices
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Oil production also is sensitive to price, not global volumes. If the price of a barrel of oil rises above
$100 a barrel, I think we’d see major producers ramp up to take advantage of higher margins. Such an
outcome is consistent with what we’ve seen historically, and new technology allows producers to
increase output fairly quickly.
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Higher oil prices are not without risks. The U.S. economy is at a point in this cycle where inflation needs to
remain steady or continue trending downward so that the interest rate outlook and expectations for rate cuts
in 2024 remain intact. Since oil is used in the production of everything from plastics, fertilizers, and of
course gasoline, higher crude prices can impact the cost of travel, food, and other goods and services that
exist downstream. This could pinch consumer spending, delay the Fed’s policy loosening plans, and
ultimately disappoint markets.

These are all real possibilities, in my view, and I think it’s possible we see volatility this summer if
uncertainty persists—especially given the U.S. presidential election looming in the background. But as |
mentioned before, the economy has proven many times over that it can withstand higher oil prices, and |
would anticipate that a period of higher prices would only be temporary as it incentivizes more production.
Markets will likely anticipate that outcome, too.

1Wall Street Journal. April 4, 2024. https://www.wsj.com/business/energy-oil/oil-is-hitting-its-highest-level-in-monthsjust-in-time-for-summer-driving-
season-3370fbf7

2Fred Economic Data. April 3, 2024. https://fred.stlouisfed.org/series/DCOILWTICO#

3 Fred Economic Data. April 4, 2024. https://fred.stlouisfed.org/series/DCOILBRENTEU#
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Important Market News We Think Worth Considering
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» March’s inflation report
> The high cost of homeownership
» The cost of missing tax season

All Eyes on March’s Inflation Report

The Labor Department released March data for the
consumer price index (CPI), which sent the stock
market into a volatile trading session. It was
reported that prices rose 3.5% year-over-year in
March, which was slightly higher than economist
expectations and marked an acceleration from
February’s 3.8% print. On a month-over-month
basis, the Labor Department reported that prices
rose 0.4%, which was 0.1% higher than the street
was expecting. March’s inflation data sent markets
into a flutter of shifting expectations about rate
cuts in 2024, which many believe may not occur
until September. Narratives in the financial media
this week flagged this CPI report as troublesome,
mostly because of the notion that rate cuts would
be pared back and/or delayed as a result. But as
we’ve written before, the fate of the bull market
and economic expansion do not lie solely in the
Federal Reserve’s hands. Many seem to forget that
2023’s better-than-expected economic growth—
and the strong market rally that accompanied it—
took place while interest rates were still moving
higher. The economy has already proven it can
withstand higher rates, and we also do not buy into
the idea that inflation could head in the wrong
direction this year. The consumer price index is
known for having an outsized weighting on
‘shelter costs,” which make up roughly a third of
the index. The Fed’s preferred measure of
inflation has come in below 3% and will be

released later in the month. We see that gauge
trending towards 2% as the year progresses.*

The High Cost of Homeownership

The National Association of Realtors reports that
home-buying affordability is at its lowest level
since 1985, when mortgage interest rates were still
in the double-digits and had at one point reached
18%. Current mortgage rates are nowhere near
those levels, of course, but it’s the cost of
everything else that has risen dramatically in
recent years—home maintenance costs,
homeowner’s insurance, property taxes, and
utilities. According to a home-improvement
company called Thumbtack, it costs over $6,500 a
year to maintain a home, up 8.3% from 2022.
Homeowner insurance prices have also been
surging, as more Americans find themselves living
in areas where flood, fire, and other natural
disasters are occurring more frequently and with
higher intensity. Insurance premiums have risen
by about 20% over the last three years, with
average annual rates climbing past $2,300.
Property taxes have also been going up. According
to real-estate data firm Attom, the average
property tax for a single-family home in the U.S.
was $4,062 last year, up over 4% from 2022. All
told these non-mortgage costs account for more
than half of a homeowner’s overall annual costs,
and it’s been pinching household budgets.?

Tax Day is Right Around the Corner.
Missing It Could be Costly

It’s everyone’s favorite time of year: tax season.
2024 is shaping up to be different from past tax
years. The IRS estimates that 19.4 million
Americans will request an extension, which is
nearly a record high. For context, in 2014 only
12.5 million Americans requested extensions. In
some cases, extensions were granted by the IRS
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for people living in areas affected by natural
disasters. But many Americans simply do not get
their taxes done on time or may request more time
because of a high tax balance owed. At the very
least, Americans should request an extension if
they’re not able to get their taxes in by the 15™,
and it’s also wise to make some form of payment
in the process. For individuals, failure to file
triggers a 5% penalty for unpaid taxes each month,
capped at 25% of the total.®
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1wall Street Journal. April 10, 2024. https://www.wsj.com/economy/inflation-march-cpi-report-interest-rate-
239b7e5e

2Wall Street Journal. April 10, 2024. https://www.wsj.com/economy/housing/housing-affordability-taxes-
insurance-costs-rise-bca64dfl?mod=hp lead pos?7

3 Wall Street Journal. April 10, 2024. https://www.wsj.com/personal-finance/taxes/tax-day-2024-extensions-
refunds-irs-d12ada6d?mod=hp lista pos3

DISCLOSURE
Past performance is no guarantee of future results. Inherent in any investment is the potential for loss.

Zacks Investment Management, Inc. is a wholly-owned subsidiary of Zacks Investment Research. Zacks Investment Management is an
independent Registered Investment Advisory firm and acts as an investment manager for individuals and institutions. Zacks Investment
Research is a provider of earnings data and other financial data to institutions and to individuals.

This material is being provided for informational purposes only and nothing herein constitutes investment, legal, accounting or tax
advice, or a recommendation to buy, sell or hold a security. Do not act or rely upon the information and advice given in this publication
without seeking the services of competent and professional legal, tax, or accounting counsel. Publication and distribution of this article
is not intended to create, and the information contained herein does not constitute, an attorney-client relationship. No
recommendation or advice is being given as to whether any investment or strategy is suitable for a particular investor. It should not be
assumed that any investments in securities, companies, sectors or markets identified and described were or will be profitable. All
information is current as of the date of herein and is subject to change without notice. Any views or opinions expressed may not reflect
those of the firm as a whole.

Any projections, targets, or estimates in this report are forward looking statements and are based on the firm’s research, analysis, and
assumptions. Due to rapidly changing market conditions and the complexity of investment decisions, supplemental information and
other sources may be required to make informed investment decisions based on your individual investment objectives and suitability
specifications. All expressions of opinions are subject to change without notice. Clients should seek financial advice regarding the
appropriateness of investing in any security or investment strategy discussed in this presentation.

Certain economic and market information contained herein has been obtained from published sources prepared by other parties. Zacks
Investment Management does not assume any responsibility for the accuracy or completeness of such information. Further, no third
party has assumed responsibility for independently verifying the information contained herein and accordingly no such persons make
any representations with respect to the accuracy, completeness or reasonableness of the information provided herein. Unless otherwise
indicated, market analysis and conclusions are based upon opinions or assumptions that Zacks Investment Management considers to
be reasonable.

Any investment inherently involves a high degree of risk, beyond any specific risks discussed herein.

It is not possible to invest directly in an index. Investors pursuing a strategy similar to an index may experience higher or lower returns,
which will be reduced by fees and expenses.

The ICE U.S. Dollar Index measures the value of the U.S. Dollar against a basket of currencies of the top six trading partners of the United
States, as measured in 1973: the Euro zone, Japan, the United Kingdom, Canada, Sweden, and Switzerland. An investor cannot directly
invest in an index. The volatility of the benchmark may be materially different from the individual performance obtained by a specific
investor.

Zacks Investment Management, Inc. is a wholly-owned subsidiary of Zacks Investment Research. Zacks Investment Management is an
independent Registered Investment Advisory firm that acts as an investment manager for individuals and institutions. Zacks Investment
Research is a provider of earnings data and other financial data to institutions and to individuals.

This material is being provided for informational purposes only and nothing herein constitutes investment, legal, accounting or tax
advice, or arecommendation to buy, sell or hold a security. Do not act or rely upon the information and advice given in this publication
without seeking the services of competent and professional legal, tax, or accounting counsel. Publication and distribution of this article
is not intended to create, and the information contained herein does not constitute, an attorney-client relationship. No
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appropriateness of investing in any security or investment strategy discussed in this presentation.
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Investment Management does not assume any responsibility for the accuracy or completeness of such information. Further, no third
party has assumed responsibility for independently verifying the information contained herein and accordingly no such persons make
any representations with respect to the accuracy, completeness or reasonableness of the information provided herein. Unless otherwise
indicated, market analysis and conclusions are based upon opinions or assumptions that Zacks Investment Management considers to
be reasonable. Any investment inherently involves a high degree of risk, beyond any specific risks discussed herein.

The S&P 500 Index is a well-known, unmanaged index of the prices of 500 large-company common stocks, mainly blue-chip stocks,
selected by Standard & Poor’s. The S&P 500 Index assumes reinvestment of dividends but does not reflect advisory fees. The volatility
of the benchmark may be materially different from the individual performance obtained by a specific investor. An investor cannot invest
directly in an index.

The Russell 1000 Growth Index is a well-known, unmanaged index of the prices of 1000 large-company growth common stocks selected
by Russell. The Russell 1000 Growth Index assumes reinvestment of dividends but does not reflect advisory fees. An investor cannot
invest directly in an index. The volatility of the benchmark may be materially different from the individual performance obtained by a
specific investor.

Nasdaq Composite Index is the market capitalization-weighted index of over 3,300 common equities listed on the Nasdaq stock
exchange. The types of securities in the index include American depositary receipts, common stocks, real estate investment trusts (REITs)
and tracking stocks, as well as limited partnership interests. The index includes all Nasdaq-listed stocks that are not derivatives,
preferred shares, funds, exchange-traded funds (ETFs) or debenture securities. An investor cannot invest directly in an index. The
volatility of the benchmark may be materially different from the individual performance obtained by a specific investor.

The Dow Jones Industrial Average measures the daily stock market movements of 30 U.S. publicly-traded companies listed on the
NASDAQ or the New York Stock Exchange (NYSE). The 30 publicly-owned companies are considered leaders in the United States
economy. An investor cannot directly invest in an index. The volatility of the benchmark may be materially different from the individual
performance obtained by a specific investor.

The Bloomberg Global Aggregate Index is a flagship measure of global investment grade debt from twenty-four local currency markets.
This multi-currency benchmarkincludes treasury, government-related, corporate and securitized fixed-rate bonds from both developed
and emerging markets issuers. An investor cannot invest directly in an index. The volatility of the benchmark may be materially different
from the individual performance obtained by a specific investor.

The ICE Exchange-Listed Fixed & Adjustable Rate Preferred Securities Index is a modified market capitalization weighted index
composed of preferred stock and securities that are functionally equivalent to preferred stock including, but not limited to, depositary
preferred securities, perpetual subordinated debt and certain securities issued by banks and other financial institutions that are
eligible for capital treatment with respect to such instruments akin to that received for issuance of straight preferred stock. An investor
cannot invest directly in an index. The volatility of the benchmark may be materially different from the individual performance
obtained by a specific investor.
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