124

- “Thoughts on the Economy

Tennessee Tombigbee
Waterway Development
Authority
August 11, 2022



My High School Reunion



Marriage Wisdom

Marry a short gal and keep
your guns on the top shelf

She still might get ya, but
you'll hear her dragging the
chair across the floor




/
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The National Economy:



Components for RGDP

GDP Breakdown

Government consumption
expenditures and gross
investment

16.6%

Gross private domestic
investment

17.7%

MNet exports of goods
and services

-2.9%




RGDP Actual 2020

Quarter Wells Fargo Consensus
20-1 -5.0% -5.0%
20-11 -31.72% -31.72%
20-111 33.4% 33.4%
20-1V 4.3% 4.3%
21-] 6.4% 6.4%

First recession in modern history where people did not de-
leverage



Demand Side: Personal Income Bump
Stimulus Checks, Child Tax Credit
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http://fred.stlouisfed.org/graph/?g=D8wJ

Consumption Spending Indicator:

FRED -/ — Advance Retail Sales: Retall Trade
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http://fred.stlouisfed.org/graph/?g=FK65

But they did not
spend it all!

ooooooooooooooooooooooooooooo
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Net Worth by Wealth Percentile

Q1-2000=0%, Dashed Lines=Reaching Pre-2008-09 Recession Peak
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RGDP Actual

Quarter Wells Fargo Consensus
21-] 6.4% 6.4%
21-11 6.7% 6.7%
21-111 2.3% 2.3%

| 21-1Iv 6.9%* 6.9%*




The Weird Event:

Fear of supply chain issues led
to build up in inventories

November & December retail
sales way below expectatio

Result: Largest invent

buildup in history

Dr. Loren C Scott & Associates Inc. @"’"13
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U.S. Real GDP Growth

Contributions to U.S. Real GDP

Percentage Points at Annual Rate
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Was This 15t Sign of Recession?

Quarter Wells Fargo Consensus
21-] 6.4% 6.4%
21-11 6.7% 6.7%
21-111 2.3% 2.3%
21-1V 6.9%* 6.9%*

[22]] -1.6%* -1.6%




FRED s/ — Trade Balance: Goods and Services, Balance of Payments Basis

Millions of Dollars
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Presentation Notes
Source:
            U.S. Census Bureau
Source:
            U.S. Bureau of Economic Analysis
Release:
            U.S. International Trade in Goods and Services
Units: 
            
Millions of Dollars, Seasonally Adjusted
Frequency: 
            
      
          Monthly
Further information related to the international trade data can be found at https://www.census.gov/foreign-trade/data/index.html Methodology details can be found at https://www.census.gov/foreign-trade/Press-Release/current_press_release/explain.pdf
U.S. Census Bureau and U.S. Bureau of Economic Analysis,
                    Trade Balance: Goods and Services, Balance of Payments Basis [BOPGSTB],
                    retrieved from FRED,
                    Federal Reserve Bank of St. Louis;
                    https://fred.stlouisfed.org/series/BOPGSTB,
                    May 4, 2022.



https://fred.stlouisfed.org/graph/?g=OVSd

In the Background:

PCE still rolling

But going to run out of the
savings pool

/

Dr. Loren C Scott & Associates Inc.



RGDP Forecasts(7/22)

Quarter Wells Fargo Consensus
21-] 6.4% 6.4%
21-I1 6.7% 6.7%
21-111 2.3% 2.3%
21-1V 6.9%* 6.9%*
22-] -1.6%* -1.6%*
22-11 -0.9% -0.9%

2 Quarters down = recession?
Weak inventories = -2 percentage points
Do not think NBER will call this a recession



RGDP Forecasts(7/22)

Quarter Wells Fargo Consensus
21-] 6.4% 6.4%
21-I1 6.7% 6.7%
21-111 2.3% 2.3%
21-1V 6.9%* 6.9%*
22-] -1.6%* -1.6%*
22-11 -0.9% -0.9%
22-111 1.6% 1.7%
22-1V 0.7% 1.2%
23-1 -0.8% 0.8%
23-11 -2.3% 0.8%
23-1I -1.4% 1.1%
23-1V 2.8% 1.7%




Recreational Wisdom

You do not need a parachute to skydive.
You need a parachute to skydive twice



Plus Problem: CPI +9.1%
Worst in 40 years

Now the Fed suddenly
looms large

/ Must Act Aggressively




2 Key Reasons for Slower Growth

1. Monetary Policy: Anti-inflation measures
OMO: From adding to balance sheet to subtracting

ooooooooooooooooooooooooooooo
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Why 9.1% Inflation? Balance Sheet Up 4.5X!

FRED‘ o~ — Assets: Total Assets: Total Assets (Less Eliminations from Ceonsoclidation): Wednesday Level
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Presenter Notes
Presentation Notes
Source:
            Board of Governors of the Federal Reserve System (US)
Release:
            H.4.1 Factors Affecting Reserve Balances
Units: 
            
Millions of U.S. Dollars, Not Seasonally Adjusted
Frequency: 
            
      
          Weekly, As of Wednesday
Board of Governors of the Federal Reserve System (US),
                    Assets: Total Assets: Total Assets (Less Eliminations from Consolidation): Wednesday Level [WALCL],
                    retrieved from FRED,
                    Federal Reserve Bank of St. Louis;
                    https://fred.stlouisfed.org/series/WALCL,
                    June 9, 2022.



https://fred.stlouisfed.org/graph/?g=Qq2x

2 Key Reasons for Slower Growth

1. Monetary Policy: Anti-inflation measures
OMO: From adding to balance sheet to subtracting
Interest rate increases

75 basis point increases in June (largest since
1994)

+75 basis point increase at July 27t" meeting
+200 basis point increases by end of next year

Cool off interest-rate sensitive spending
(housing)?

ooooooooooooooooooooooooooooo



Works Way Through Furniture & Appliances

Housing Starts
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2 Key Reasons for Slower Growth

2. Fiscal Policy
No more stimulus checks
$300 Ul supplement gone
Temporary Child Tax Credit gone
$300 per child under 6 years old
$250 per child 6-17 years old

ooooooooooooooooooooooooooooo



Marriage Wisdom

HUSBAND:

| want you to have this
bracelet. It belonged to my
Grandmother.

WIFE:

Why does it say,
"Do not resuscitate?"

ooooooooooooooooooooooooooooo



Oil Prices
Demand Side Down — Recession
The Supply Side:

/ Egad!!!




Recent Trends: Recovery From Initial Decline

FRED ﬁ — Crude Oil Prices: West Texas Intermediate (WTI) - Cushing, Oklahoma
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https://fred.stlouisfed.org/graph/?g=Qq0o

Why the Recent Uptick?

Initially Driven by Supply Side: OPEC

OPEC+ Alliance actions

9.7 mmb/d in cuts in May & June 2020
5/11/20: Saudis, UAE & Kuwait announced they will cut another 1.2 mmb/d in
addition to the above.

When price started rising...
12/20: decided to add 500K in January, then meet monthly on subsequent
moves.
By early July 2021: Restored almost 4 mmb/d of cuts; about 5.8 mmb/d left;
July 18th agreement adding 432,000 b/d each month through September 2022
to fully restore remaining 5.8 mmb/d in cuts.
As of August 2", still 3 mmb/d short of pre-COVID

30



Recent Trends: Note War Impact

FRED ﬁ — Crude Oil Prices: West Texas Intermediate (WTI) - Cushing, Oklahoma
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Russia-Ukraine War Impact

Russia Produced about 10% of global oil production

By May 2022, 1.4 mmb/d Russian oil off the market---about
1.5% of global output

US & UK embargoes

EU has cut 15% (deep dependence hampers total cut)
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Russia-Ukraine War Impact

Russia Produced about 10% of global oil production

By May 2022, 1.4 mmb/d Russian oil off the market---about
1.5% of global output

US & UK embargoes

EU has cut 15% (deep dependence hampers total cut)

Decline in Russia domestic demand

India (+730,000 b/d) & Turkey (+180,000 b/d) have stepped up
purchases to partly offset, as has China

When EU ---biggest destination for Russian oil---fully
embargoes Russian oil---loss rises to 3 mmb/d, Russia’s
lowest level in 2 decades

Remember: demand for oil very inelastic

Loren C Scott & Associates Inc. 34



3,700 Crude Carriers
Impact of $40 Discount of Urals to Brent

Average Freight Rate Assessment (AFRA) Scale - Fixed £
Cargo type VWessel class, capacity (thousand deadweight metric tons)

& Associates Inc.

GF (Geners! Pupoze) 10-25 DWT

Refined products

LR1 (Long Range 1)

Refined products
or crude oil

B0-120DWT

LR2 (Long Range 2}

VLCC (Veny Large Crude Camien

Crude ail

Dr. Loren C Scott & Associates Inc. 35



/

Dr. Loren C Scott & Associates Inc.

Meanwhile: US Production



OPEC Adding 432,000/d Each Month to September;
But in the Meanwhile Back in the US....

U.S. Crude Oil Production (Weekly)
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Correlation Broken: Rig Count to WTI

U.S. Oil Rig Count vs WTI Oil Price
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#1: Choking Off of Capital to E&P

Publically-held: heavily influenced by ESG-minded
institutional investors---pension funds, mutual funds,
university endowments—wanting greener investments
& less fossil fuels

Major Banks implementing aggressive ESG mandates
Smaller privately-held E&Ps much harder to raise capital

Moving from strategy of growth stocks to yield equities;
slashing capex and prioritizing free cash flow generation
to boost shareholder returns

Continental Resources & Matador Resources stock
hammered when indicated capex increase

ooooooooooooooooooooooooooooo



#2: Biden Anti-Fossil Fuels Agenda

Stopped XL Pipeline
Moratorium on lease sales on public land and waters
Lease sale held last November---nullified by federal judge

End of latest 5-Year leasing plan 6/30/22; No new offshore
plan offered yet; Steps:

Draft proposed rule

Proposed rule

Final rule

There are two more steps before a new plan can be released. API
official says unlikely to have new lease sale in GOM before end of
2023.



#2: Biden Anti-Fossil Fuels Agenda

Under Proposed Inflation Reduction Act Plan:
Forces DOI to do lease sales and reinstate last November sale

Levies 16.4 cents a gallon tax on imported crude oil and refined
products (revival of Superfund tax); index fee to inflation

Methane fee on oil & gas produced on public lands

Increases royalty fee from 12.5% to 18.5%; latest plan reduces # of
acres available

An unelected official with the EPA says may soon issue ruling
that Permian Basin (43% of U.S. oil production) is in “non-
attainment” status under agency’s ozone regulations; direct
governmental assault on country’s most active & productive
oil & natural gas region

Dr. Loren C Scott & Associates Inc. 41
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hese policies remind
me...That awkward moment
when a Zombie is looking for
brains....

...and walks right on by
/these people.

I‘l:n( scant
& Associates Inc



Will Rogers Wisdom

There are 3 kinds of people
1. The ones that learn by reading
2. The few who learn by observation

3. The rest of them have to pee on the electric fence for
themselves.



Latest OPE(+|Decision

i

6/2/22: Agreed to bump addition to 648,000 additional b/d in July &
August;

will Saudis make up for any shortfalls from Russia?

September: +100,000 b/d

44



“Market” Speaks on Qil Prices

What does “the market” say about the future of oil price
movements? (8/2/2022)

9/22: $94.42
10/22: $93.22
11/22: $92.29
12/22: $91.33
6/23: $86.24
12/23: $82.65

Resolution of war in Ukraine?
Recession (worldwide) reduces demand

ooooooooooooooooooooooooooooo
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Scientific Statistical Issue

Qil Price Forecasts
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FIRED -/ — personal consumption expenditures: Food
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Presenter Notes
Presentation Notes
Source:
            U.S. Bureau of Economic Analysis
Release:
            Personal Income and Outlays
Units: 
            
Billions of Dollars, Seasonally Adjusted Annual Rate
Frequency: 
            
      
          Monthly
BEA Account Code: DFXARCFor more information about this series, please see http://www.bea.gov/national/.
U.S. Bureau of Economic Analysis,
                    Personal consumption expenditures: Food [DFXARC1M027SBEA],
                    retrieved from FRED,
                    Federal Reserve Bank of St. Louis;
                    https://fred.stlouisfed.org/series/DFXARC1M027SBEA,
                    May 4, 2022.
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“1 asked my new assistant to get
me a sheet of graph paper.”



Used to Be Easiest Thing to Forecast

Historical Price of Oil
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Scientific Statistical Issue

Oil Price Forecasts
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(C)

Temperature

Daniel Fahrenheit: 1st reliable measure 1714
Proxies: Bore Holes in Greenland; Tree Rings

gggggggggg

D
- - = (=2
> =
-29 E — =2 L T %
S S g8 < & 8
D = s = @ E =
5 S = S =5 = .
— ~Current :
g temperature™ -
= :
= \ 1
-31 @ <
Bronze Iron High
-32 Age Age S Middle
Ages
-2000 -1500 -1000 -500BC 0 AD 500 1000 1500 2000

Year



Dietary Wisdom

Did you know?!

By replacing your potato chips
with grapefruit as a snack
you can lose up to 90%
of what little joy you still
have left in your life.




The Natural Gas Market

Russia-Ukraine War?

/ Wind In North Sea:



Upward Bump: Demand & Supply

LNG Exports & Less “Associated” Natural Gas
Price of Natural Gas: Henry Hub
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U.S. Crude Oil Production (Weekly)
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Russian Gas Pipelines to EU

Major European Gas Import Pipeline Routes and LNG Terminals
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Note Green Diamonds

Major European Gas Import Pipeline Routes and LNG Terminals
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Russia-Ukraine War

EU Consumes: 40 bcf/d
Domestic: 10 bcf/d

Imports: 30 bcf/d
Russia: 15+ bcf/d (9 bcf/d to Germany)
Plan A

+4.8 bfc/d LNG imports by end of 2022; +519 cargos (capacity?)
+ price in US
+ LNG export projects

+ pipeline imports from North Africa (+1.4 bcf/d?)

+ renewables




Remember Where Europe Is!

Dr. Loren C Scott & Associates Inc.




BASF Ludwigshafen, Germany:
200 Plants; 39,000 Employees; 60 Miles of Roads; 8
Restaurants; 4% of Germany Gas Demand

. Loren C Scott & Associates Inc.
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Where is the world going
to go for chemicals?



Parental Wisdom

Child: “I feel like you are always making up rules
and stuff.”

Mom: “Like what?”

Child: “Like if | don’t clean up my room a portal will
open and take me into another dimension.”

Mom: “Well, that’s what happened to your older
brother.”

Child: “What older brother?”
Mom: “Exactly.”

ooooooooooooooooooooooooooooo
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We need to figure a smart
way to handle this
uncertainty

Be as smart as Charley
Boswell




Charley Boswell
Blind Golfer Hall of Fame



Thank You!

@ Dr. Loren C. Scott
| 225-937-4283
><  lorencscott@aol.com

@ www.lorencscottassociates.com
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