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Weekly perspective on current market sentiment April 20, 2022  

Will high prices cure high prices? 
Key takeaways 

• Historically, high prices have tended to push producers to increase 
production, which, eventually, can lead to oversupply. 

• We believe this is unlikely to be the case in the oil market, at least in 
the intermediate term, as companies focus on capital discipline. 

There is an old saying amongst commodity traders that “high prices cure high prices.” That bromide could be 
applied to many other industries as well. It goes back to the relationship between supply and demand. When 
demand exceeds supply, prices typically rise. Then, in response to higher prices, producers of the goods seeing 
strong demand start to produce more of those goods. Eventually, the amount of supply is more than what the level 
of demand can support and prices fall. This back-and-forth relationship between prices, demand, and supply can be 
traced back many centuries, especially in the commodities markets. For example, there are many tales of the 
boom-and-bust cycles of the price of rice in Japan and wheat and other grains in ancient Egypt. It really isn’t that 
complicated. It is a matter of basic economics.  

We all know that the price of many, if not most, commodities has surged over the past 18 months as the world 
catapulted out of the economic depths of the pandemic. Demand surged for manufactured goods and the raw 
materials needed to produce them. Prices for everything from industrial metals to paper goods to copper to oil, 
natural gas, and grains rose dramatically. The well-known supply-chain disruptions that absolutely couldn’t handle 
the jump in volumes are a big part of the story. Factories, mines, and other production facilities also suffered from 
virus-related closures that resulted in dwindling supplies relative to demand. 

In recent days, as this strategist filled up his tank with $4 gasoline (we realize that is a bargain when compared to 
either coast), one has to wonder why, given the current price of crude oil, every producer in the country isn’t 
boosting oil output to take advantage of the elevated price. There are a number of reasons, but the most crucial 
factor in the decision, based on a recent survey by the Dallas Federal Reserve, is that investors (shareholders) want 
companies to focus on capital discipline. In other words, rather than reacting to higher prices by putting meaningful 
capital to work ramping up operations, investors want oil producers to put cash generation and returns to 
shareholders at the top of their focus list. Also consider that the cost to boost production has increased 
dramatically. As an example, due to supply-chain issues, the cost of steel and cement has risen more than 40% and 
the cost of fracking has tripled. A severe labor shortage has also created headwinds for the industry. 

The bottom line for investors is that we are not looking for oil prices to pull back any time soon. We continue to 
project West Texas Intermediate (WTI) oil prices to be in the $120-$140 per barrel range at the end of this year. 
We recommend that portfolios carry a market-weight allocation to the Energy equity sector as well as a full long-
term or strategic allocation to the broader commodities asset group. Unfortunately for consumers, at least in the 
intermediate term, we do not expect higher prices to cure higher prices. 

Scott Wren 
Senior Global Market Strategist 
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Risk considerations 

Each asset class has its own risk and return characteristics.  The level of risk associated with a particular investment or asset class generally correlates with the level of return the 
investment or asset class might achieve. Stock markets, especially foreign markets, are volatile.  Stock values may fluctuate in response to general economic and market conditions, the 
prospects of individual companies, and industry sectors.  Sector investing can be more volatile than investments that are broadly diversified over numerous sectors of the economy and 
will increase a portfolio’s vulnerability to any single economic, political, or regulatory development affecting the sector. This can result in greater price volatility. The commodities 
markets are considered speculative, carry substantial risks, and have experienced periods of extreme volatility.  Investing in a volatile and uncertain commodities market may cause a 
portfolio to rapidly increase or decrease in value which may result in greater share price volatility. 

General disclosures 

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank, 
N.A., a bank affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Investment Strategy.  Opinions represent GIS’ opinion as of the date of this report and are for general information purposes only 
and are not intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to advise you of any 
change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different 
conclusions from, this report. 

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor.  This report 
is not intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell 
securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant 
information, including your existing portfolio, investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared from 
sources and data we believe to be reliable but we make no guarantee to its accuracy or completeness. 

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or registered with any financial 
services regulatory authority outside of the U.S.  Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be afforded certain 
protections conferred by legislation and regulations in their country of residence in respect of any investments, investment transactions or communications made with Wells Fargo 
Advisors.  

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered broker-dealers and 
non-bank affiliates of Wells Fargo & Company. CAR-0422-02796 
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