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Misdiagnosis.

r
History has shown that neither
the FED nor a recession can stop a
commodity-driven inflation cycle.
Capital investment
is the only cure.

b
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Our failure to learn from history
is likely to depress capex and
extend the inflationary cycle...

...consistent with historical
periods of outperformance for
commodity-levered investments.

INVESTMENT ADVISORS



Recurrent Investment Advisors — July 2022 RECURRENT
Research Material Disclaimer INVESTMENT ADVISORS

This material is for informational purposes only and is an overview of the relationship between inflation and several different
economic variables. Included is a discussion on the potential impact on the energy and natural resources investment markets,
and these discussions are intended for educational and illustrative purposes only.

This material is not designed to cover every aspect of the relevant markets, and is not intended to be used as a general guide to
investing or as a source of any specific investment recommendation. It is not intended as an offer or solicitation for the
purchase or sale of any financial instrument, investment product or service.

This material does not constitute investment advice, nor is it a substitute for such professional advice or services, nor should it
be used as a basis for any decision or action that may affect your business. Before making any decision or taking any action that
may affect your business, you should consult a qualified professional adviser. In preparing this material we have relied upon
data supplied to us by third parties.

This white paper contains forward-looking statements. All forward-looking statements are Recurrent’s expectations of future
events as of the stated date and are subject to a number of factors and uncertainties that could cause actual results to differ
materially from those described in the forward-looking statements. These statements are not guarantees of future performance
and undue reliance should not be placed on them. Recurrent undertakes no obligation to update forward-looking statements if
circumstances or Recurrent’s estimates or opinions should change, except as required by applicable securities laws.

The information has been compiled from sources believed to be reliable, but no representation or warranty, express or implied,
is made by Recurrent Investment Advisors, LLC as to its accuracy, completeness or correctness. Recurrent Investment
Advisors, LLC does not guarantee that the information supplied is accurate, complete, or timely, or make any warranties with
regard to the results obtained from its use. Recurrent Investment Advisors, LLC has no obligations to update any such
information.
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Not Intended as Investment Advice. Sources provided on final page.



The misdiagnosis of how to manage today’s inflation is RECURRENT
sowing the seeds for a lengthy commodity cycle INVESTMENT ADVISORS

Excluding transitory money supply impacts, inflation is a product of the commodity investment
(capex) cycle. Without capex, Fed hikes and recessions historically have not stopped inflation.

Misdiagnosed as “transitory” due increased money supply during COVID, inflation today is actually a
result of multi-year underinvestment in commodities.

Using a proprietary 60-year economic, operating and financial dataset, we show the only cure for
persistent (commodity-driven) inflation is a surge in capital investment.

The Fed’s current approach — raising rates to slow GDP in an attempt to reduce commodity prices —
has failed before in the early 1970s, and may reduce capex, extending the cycle.

Inflation has historically reduced broad market returns returns, but has also driven multi-year
outperformance for commodity-levered sectors. With unprecedented societal, political and
financial hostility to capex today, we see potential for a repeat of the huge outperformance of 1971-81.
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inflationary cycles

Fed hikes show limited impact, and recessions may
deter capex, extending inflation — capex is the answer
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Capex is THE key variable for understanding commodity and RECURRENT

INVESTMENT ADVISORS

One challenge in understanding inflation is
that correlation does not imply causation...

...But we see that higher capex levels coincide
with lower inflation rates 1 year later.

Even if we cannot prove causation, we see that
inflation has persisted in hawkish policy
environments and during weak GDP growth,
but inflation almost NEVER exists in
times of high drilling/mining capex.

Let’s walk through 60 years of inflation/capex
history to examine our claim: that capex is

truly the only cure for inflation.



resource and energy investors?

Incredibly, knowing past capex been more useful for energy
investors than accurately predicting current year oil price
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Even excluding the "inflationary experience" of the 1970s and
1980s, capex remains the dominant variable
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Why is understanding the capex cycle so important for natural f+{ I [4:{:{ 3R]

INVESTMENT ADVISORS
When capex is lower, relative energy
performance has historically been stronger...

...with 3-year trailing capex showing a stronger
relationship and higher correlation to relative
performance than actual oil prices!

As shown at lower left, the primacy of capex
remains intact post-1986, with even stronger
correlation.

This leads us to a powerful and unexpected
conclusion: forecasts of GDP, interest rates, and
oil prices — even good forecasts — may be less
useful for investors than understanding the
long-term capex cycle. 5



INVESTMENT ADVISORS

60 years of inflation vs. the commodity
capital investment (capex) cycle



In fact, the inflation cycle and the capex cycle are RECURRENT

inextricably linked INVESTMENT ADVISORS

Inflation: a product of the commodity capex cycle

Capex Rises
Capex remains low due Capex increases as
to weak economy, Q/(i\(\% inflation remains high
Tichtenin political interference, X in the face of mediocre [N 000l)01E
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1960s: Low postwar inflation, oil production overcapacity

»
4
RECURRENT

INVESTMENT ADVISORS

Headlines: cracks appear in postwar lull

s L erncy WIDER ROLE SEEN
FOR OIL INDUSTRY

Jfrom quota-protected US oil prices
Petroleum Institute Told of

Total-Energy Potential

bred low capex and complacency

Artificial prices, low capex, low inflation: WWII
created excess US oil production capacity. To avoid a

postwar bust, quotas were used to support prices. Capex

was low given excess capacity. CEOs expressed discomfort
with price floors and low capex, but supported quotas,
fearing a flood of foreign imports and a collapse in domestic
profits. Political support grew for subsidy cuts.

Depressed Prices for C rude Oil -
| Aggravate Situation in Market

US: Aide Cites Impairment
of Industry's Financing

By J. H. CARMICAL

t The petroleum industry is in
ithe total-energy business, not
|just the oil business, A. C. Ru-
Ibel, retired chairman of the Un-
jion Oil Company of California,
:declared here vesterday. He
spoke at the opening session of
' the annual meting of the Amer
lican Petroleum Institute.

—Mr. Rubel said the successful
'0il company of the future would
'he eneaeed in the development

U.S. Oil Spokesman Defends Embattled Industry

Capital Spending (Capex) vs. Inflation:

1961-69: post-WW?2 capex was low, oil was abundant. Vietnam-era _ _
CHICAGO, Nov. 11 (AP) —

deficits pushed PPI higher in late 60s/early 70s, even as GDP slowed A Federal offioil sald today

Times of low capex: continued depressed ‘crude oil
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continue to be depressed by the
operations of the market forces|

now. bearing on the industry,”

1968 (right): CEO
of Esso (Exxon) says
ending import
quotas would
destroy US energy
independence,
putting the US in
“the position
Western European
countries are in...
they sure would love
to get out of it.”

Esso Chief Sees Need
For Oil Import Curbs

By WILLIAM D. SMITH

Michael L. Haider is aj
man who speaks directly and
with authority.

The authority comes from
the fact that he runs the
world’s largest oil enterprise,
the Standard Oil Company
(New Jersey).

And being direct is just
Mike Haider's way.

An executive of a compet-
ing company has commented:
“You will always l‘gﬂ' a
straight answer out of Mike.
If he can't give you the an-
swer, he'll “let “you know

In a recent interview Mr.
Haider, Jersey Standard’s
chairman and’ chief execu-
tive officer, met many of
the industry’s most important
issues head-on and seemed
to enjoy every minute of It.
He had no battery of law-
ers to shield him. A pub-
ic relations man was pres-
ent, but his sole task seemed

to be to take care of the

Question: Mr. Haider, at
present there is a furor over
the nation's oil import laws.
What is your position on im-

ort:

Answer: The United States
needs an import restriction
program for reasons of na-
tional security, and that is
the hard truth of the matter.
I don't like import restric-

ideal situation, but oil is vital
to the nation's security and
its future supply must be
guaranteed. )

Q. If import restrictions
were lifted, how would this
affect the nation's security?

A. Well, there is a hell of
lot of ofl In the world —
tremendous producing capac-
ity. If foreign ail were to

Otto Miller has been chair-

- man and chief executive offi-

cer of the Standard Oil Com-
‘pany of California for the last

tions on principle because I osition we should have our
am basically a free trader. Ruds examined. Maybe you
For me, no barriers on any shouldn't quote me on that.
commodity anywhere is the No, go ahead, It's the truth.

flood the United States, per-
haps 50 per cent of the
domestic producing capacity
would shut down for eco-
nomic reasons.

The United States would
quickly become dependent on
foreign oil for survival since
75 per cent of the nation’s
energy is supplied by oil and
gas. Foreign countries could
use oil as a political weapon.

1f we put ourselves in this

Look at Europe. This is
the position the Western
European countries are in,
and they sure would love to
get out of it.

Q. Opponents of oil im-
port restrictions contend that
prices on oil products would
go down sharply if crude
were allowed to come inlo

cused of making exorbitant
profits. Nothing could be fur-
ther from the truth. Our prof-
its are below the average for

of oil-import quotas. The in-
dustry has generally been
against any relaxation of the
present system. Is this still
the case?

MR. MILLER: This has been
said over and over again and
I am at a loss to understand
why some people don’t com-
prehend it. A strong oil-import
program is essential to na-
tional security.

also encourage exploration in
the United States,

Q. There has been consider-
able talk about a continental
oil policy. What is your opin-
jon on it? .

MR. MILLER: 1 don't see
any future for a continental
ail policy, although Canadian.
oil will” always have some
preference in the United
States market.

1969 (above): in a refrain that
will be heard from oil companies
for decades to come, ex-CEO of
Esso California (Chevron)
expresses frustration that oil
industry is “poorly understood,”
its “profits are below average,” it
is “accused of not paying its fair
share of taxes,” and admits “we
haven't tried very hard to
explain ourselves to the public.”

8



The economy accelerates into a oil shock: While GDP
soared after the 1970 recession, TX Railroad Commission

warned of the end of “excess capacity.” Majors’ demands

triggered Libyan nationalization in 1972, a prelude to 1973’s
Arab Oil Embargo. While 1973 is seen as a watershed, the
“Energy Crisis” was front page by “71. The launch of the EPA,
price controls, recession held capex low in 1973-74.

Capex vs. Inflation:

1970-74: Gold standard ends, enabling deficits. Oil spikes on Arab
embargo. Belief in "transitory," fears of a recession keeps capex low
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Headlines: GDP up, oil supply down

Jan 1971: OPEC (prior to its days as
price-setter) expresses anger at
receiving a fraction of oil prices
received in western oilfields

10 Oil-Producing Nations Say: :
. Companies Balk on Price Rise

TEHERAN, Iran, Jan, 13 (AP),
— Representatives of 10 major,
oil producing ‘nations accused
a delegation from Western oil|
companies thdawv af reficing +n!

with payments for their ail.

Noting that prices in Britdin,

France, Belgium and the
Netherlands had . gone up 59
cents a barrel, the Iranian min-

Is U.>. Energy Flagging?

By EDWARD COWAN
WASHINGTON — When. ~ciency
ever the shortage of fuels and

try’s traditional self-sulfi- The fuel and electric-pow-
ncy in ener er industri

industries like to blame

The comersione of that environmentalism. Natural

electric power is discussed policy is devising ways to gas spokesmen argue that

these days, someone invari- get more en

Jan 1973
(above): calls for
new supply from
offshore and
Alaska as demand
is doubling every
~15 years given
energy-intensive
US GDP

— clean Federal regulation of gas
ably asserts that what this energy — from country’s wellhead prices has kept the
country needs js “a national _enormous _deposits_of coal _price artifici ow in re.

Feb 1972: TX RRC warns

that state’s wells are under-

performing theoretical
“excess capacity,”
threatening price stability

TEXAS INCREASING

Sets March Producing Rate
at Highest in 16 Months

Speclal (o The ¥ew York Times

AUSTIN, Tex., Feb., 17 — A
mounting demand for Texas

crude oil, triggered by higher

costs of foreign oil, led the
Texas Railroad Commission to
set today a producing rate for
March higher than any since
November, 1970. .

- But "t_he aﬁency's chairman,

vemmnll snmumad that #laal D l ............

A Specér of Recession

By ROBERT H. PHELPS

Economy on an Express Track [

Early 1970s: Despite inflation and an oil shock, tightening RECURRENT

economic conditions restrained capex INVESTMENT ADVISORS

Inflation Rising

May 1972 (below): oil CEOs strike
negative tone on geopolitics, tighter
environmental policies

crisis,” lower prices for fuel
oil and gasoline, environmental
conflicts and the growing

PESSIMISM SHOWN istrength of the producing na-
AT OHJ MEET[NGS !tidll;lf'Ncw vork, Rawleigh War-

(ner Jr., chairman of the Mobil
loit Corporation, told stockhold-
ers that environmentalists were
retarding oil and gas develop-
ment in the face of what could
*| |become the worst peacetime
energy shortage in the history
of the United States.

., ) “The situation is confusing
Oil  executives were busyl to many American% for \lN}mm
oot N e as always

Officials Address Seminars

i and Holders' Sessions
]
| [ —
i

By WILLIAM D, SMITH

Americans

' —7 juld and the
- | because
| | | believe it
| !
1 i i

nomy

%‘b U
N

From 1972 to 1974: ebullient

==

ASHINGTON-It's going to be a rough year for

the Government officials responsible for keeping

the American economy in tune. For added to the

problem of inflation, which persisted throughout 1973, is
the specter of a recession in 1974. Not just a typical,
cyclical downturn in business that would respond to the
traditional toals of economic stimulus, but a recession
caused by a shortage of energy and of the materials
produced by energy—and therefore not as responsive to
the traditional methods as previous recessions. The dan-
er of both widespread unemployment and soaring infla-

ing of a razor-thin growth in the nation's output of
about 1 per cent. This is hardly a comfortable outlook,
but it is better than the forecasts of some private econo-
mists who fear a downturn in the G.N.P. in two consecu-
tive quarters. Such a decrease would meet the generally
accepted definition of a recession.

GUnemployment, which was down to about 4.5 per
cent during the last part of 1973, will rise to somewhat
less than 6 per cent in 1974. This would mean an in-
crease of nearly 1.5 million in the number of unemployed.
Some private economists are predicting an 8 per cent
jobless rate.

assessments in 1972-73 (above) give
way to dour forecasts of a sharp
recession driven by higher oil prices
by early 1974 (left)
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Inflation falls with GDP: in a lesson to today’s
policymakers, falling GDP and rising rates increased
economic concerns and costs, prolonging underinvestment.
After backing price floors for years, Big Oil is victimized by
US gov'’t price-setting as floors became caps. Price caps were
partially removed in 1973-75, but capex stayed low until the
Carter WH committed to price “decontrol” in 1978.

Attacks on Oil Industry Grow Fiercer ofWMajoroiic

1974-1979: Regulations tighten and stocks are volatile despite R E c “’«R RE N '|'
strong profitability. Low capex extends inflation cycle INVESTMENT ADVISORS

Headlines: weak GDP, oil profits, angst

‘Slumpﬂation’ 1974 (left): “Tight money

policies were intended to bring
It o i O e s meens the | inflation under control, but had

second recession of the Nixon years. the effect of wrecking the housing
In the final quarter of 1973, real G.N.P. —total output k And d . h
carrected for inflation—was still crawling upward at | /12a7'Kel. And despite the money
an annual rate of 1.3 per cent. However, even that virtu- : ' £
;.Ialdy stagnant rate of output would not have occurred ggueeze, mﬂatlon worsened
business not miscalculated on production . . . . .
For businesses produced more goods than tney Despite 197 5 Lag, Oil Profits Still Gush

Inflation Rising

T A

By ANN CRITTENDEN
One year Croesus, the next

° - ) . I -roe e
° _ oline \5. based international companies y::r Jul;—!hls is the nch;_s: .
Capex vs. Inflation: Energy Crisis RS Bt 25 | Aug 1975 (left): “For all it
. . . . .. Criticism Change ~*  Change Almost all major oil com- | PTrOblems, the oil industry remains
1974-79: oil shock drives '74 inflation >15%. Recession in '75 sends o5 Tl e el sem o i e - :
. B clpitous drope in seend- | one of the most profitable in the

inflation below 5%; capex is still low, so inflation returnsin '76-78

. AR $1.48-bil. ERETE
+37

2 $510.0-mil. the last three months and

zezsmi. | e fiest hat of 1975 e | US.” Politicians attack the oil

14 . IREEE] 184.2-mil. worst year-to-year declines ) . .
. ).0-mil . AR 195.0-mil. in the industry’s postwar his- lndustry as lt grapples wlth the
LOW Ca pex: Inflatlon bd-mil. bR 285.3-mil. JRETEE 181.7-mil. m?l;:hile the tumble was al- . . .
most inevitable afier the éiz. | 1'ecession, discouraging capex.
12 almost ALWAYS Tha Now York Times/Ausust 2, WIS zying heights reached by oil
. . 1978-1979 '*
rising < .. .
= . 1].S. Ponders Arab Pricing Suit  juli975 (lefv):
10 s Attorney General Edward par -~ : compensation guaranteed DY R H th
= ’ ey hward : G Conattucion eflecting one of the
= y Oct 1976 (above): Constant threats ot e pest ancirust The Series B preferred . .
= .~ T 1974-1975 o 1977.1978 break “th ! Iwvers in the” couniy— sock and commen siock it | stages of grief,
T 8 a Y =1 to dreak up, sue, or tax ‘the pelrofeum whether the Justice Depart B niess i s | politicians discuss
a ] 1 ; ment should bring suil in declared. He said he would A
= 1969-1974 Average oz industry, to which ordinary DTESSUTES 1 retens o o oo ;g?{gﬁg;@:ﬁ;" wa | “punishing” rather than
x \ $ 1976:1977 of economics, law, and patriotism seem  for_conspiring o fix ol S ere of ' “Full measure of o . :
Ko v ; > law, TS, foreign concerns just compensation.” Jixing inflation, floating
k= vt not to apply... Tt uhieh sifoct the Amer- otk B, Bemnett, e | Lhe 1dea of suing OPEC
g i o T reements S host_towr vearsm | _for uncompetitive price
2 1975-1976 . . ‘ after almost_four v -
=4 F.E.A.to Study Whether Refiners ez B e e e . ;
t h d O l U : b B 11 - ?’m‘j‘” confer- ¢ hy Giractor of the Fxxon Corpa- .ﬁXIHQ practlces
= : - : { o - ratinn,_ Mr, Bennett, when he
3 Overc arge 1 Serspy B1ilions F i e
© . .
g2 S — R Energy Is Still the Problem
Special to The New York Times . .
WASHINGTON, July 25—A special task |formulated and genuine confusion could Inflation Is Merejy the Mirror
0 force formed by the Federal Energy Ad-|have been the culprit. ) Almost half of last month’s troubling increase in  incomes and real standards of living would be going
e message, thesetore, should be coar: (s cnergy . So whie th ivable Government poli.
- n n * message, fore, be clear: energy . while there are conceivable ment poli-
Jul 1977 (above): As in every inflationary cycle, e aing 1o setve.the ﬁn’ium'mm“w‘?’tﬁ;,ﬂ?éi 2&?;'3‘;%?32?3’ mﬁM"@m
() economically unfounded claims of “gouging” are solying the energy problem. - they involve enormaus soctal costs and are unlikely t&
30 20 70 90 110 130 pushed by politicians to bully energy suppliers. Jul 1979 (above): After a brief respite during the 1977

US Drilling and Mining Capex by Quarter {Sbn)
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recession, inflation returned stronger.
10



1979-1982: There is A New Hope and it’s not only at the box [:{IHI2:{:{}]
office — capex surges as regulations loosen INVESTMENT ADVISORS

(070 118 e) BRGNS A dn o aiiesssiomcrieros - Headlines: denial ends, capex begins
alternating between strategies of “hope” and “price controls” |ERSE—G—GG CARTER CONSIDERING | Feb 1981 (below): Iflation
as cures for inflation, 13% inflation ends the denial stage of G LI} exceeds 13%, and the acceptance

grief, and in 1978-79, Washington accepts that ending price ?ﬁl.cc‘z; tzgu'}zat GORFAg:Jf kl\?g %%W?l%‘( ?i}rll;‘lls;letg)er?]i Zi;;fzoynega;flenﬂy like

likely rise in the a cat... Then it grew bolder... In the

caps (“decontrol”) is key to more capex, and capex is the
only long-term cure for inflation. The result is surging capex EEIeC BRI US, where high incomes limited its

Carter WE GASOLINE PRICES WOULD RISE

accepts that had seen inflation’s savage side.

ending the Now the beast is visible, a killer, Ca pex risin g

° R . — Company Earnings Surged . 2
Capex vs. Inflation: adversarial et public enemy No.
relationship

1979-82: the capex cycle begins in earnest - 6 yrs post-shock, oil with Big Oil and syrel Inﬂation at13.3 %: What Is ThlS Rapacious Thlngp
capex finally doubles from 1978-82, inflation falls from 13% to 4% seal

impact, it seemed only foreigners

every year from 1978 through 1982.

Plan Meant to Bar Windfall Profits

7 ), ““Tnis currenc; manage it is . omy with inflation-caused distortions  that period, 33 “abolished their demo-
removing price WASHINGTO! 6y RODERT D. HERSHEY Jr.  woadertul " tuachine, | coserved 30Years i behavis 3 wacped measiring L siudns v way o 4
PP : Franklin during the Ameri- money J -
14 . ter Administrati gunrraTioN. For years it crepe Benjemin Pranke performs its office OfRIsll'lg bulld a plant whose payot s something  _Infiation, sald Alfred E. Kahn, chair-
ntr 1 t . of a gamble even in normal times. man of the President's Council an
. . . COo oLS 1S the energy program [l skngsiienty ke s cat barsly no.  when we lzse It I pays md cores  Prices o e ol o o ot B B, Coas 0
B . i ticed. Then it changed shape and  troops and provides vicruals and am- “ the City University in London put i, te & sense of outrage and of in-
ow LapeXx: InTiation Imes o 1 capex ] o </ Riice '
. " l l phased lifting of | i arew bolder, but remained moreor  munition. And when we are obiiged to “makes businessmen more cautious, justice even on the part of
—8-1979-1980 on y Ong'ter’ n tic crude oil With e o frendly. In the United States,  issue quantity excessive, it pays tself fmore reluctant to employ labor and  are holding stable or cven improving
I ALWAYS - = i i here high incomes and ~ more reluctant 1 invest, This means their situation. There's a tendency (o
a mOSt 7 ~ |nf|at|on almost . . the wellhead or g 3" immense choice of goods limited fts In modern times, Latin American-  that the sconomic growth rate Is de. et grovp roup.

12 ~ ﬁxfor inflation =¥ impact, it seemed that ooy forelgaers _siyte nflaton has become a ciché, e e S BT . T T, and which
’ e | with social unrest and - Fromabasa of 100In There are very fow poople whose per.  iave, and by how much, is a complex

isi 7 ~ Now the beast s easily visible, 8 coups. Last year, lecland's 81 Spercent 1967, the Conoumer: sonal nsulation offsets even for them  question. But some U be
rising ~ ALWAYS fuminescent specter, a kilier, a threat  rate toppled the governmentandthe I~ Price Index roached the o nanwhoie.”  with a degree of certainty, For exarm-

rd 10 30ciety, public enemy No. 1. raeli rte, running at about 150 percent 220.9In 1979, The loss of socin] cohesiveness neces-  ple, borrowers gain at
How did this monster get loose?  n recent months, bas raised doubts  ftwes 70.2 saryton democracy ls aneven greater,  lenders. The person who fakes vt &
’ f " What and who does it feedon? Howcan  about that country s political stability.  in 1947, though less immedinte, X PHOrIgAGE gets an aset al the Expenae
alling it betamed? Just what s inflation, any-  What is really so bad, then, nbout 8 The economist Giiater  af the savers whooe cash In a bank fs
10 4 way, ths rapacious thing that devours  Uited States inflation of 133 percent? Schmdiders, in 8 study of the period  steadily eroding in value. Another is
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Jan 1981 EXXOI] Raises ItS Outlays Exxon’s Capital - §12 Oct 1981 (below): Volcker takes

’
1974-1979 Average

8 : . Spending naweo . . . .
(right): Bions of dollars credit for slowing inflation, while Fed
1969-1974 Average Exxon’s Continued From First Business Page giving significant clues about Exxon's N— 10 « . . .
several years, possily even this year.  Vision ofits own future as well s the | 33087t oy governors note “slower increases in oil
. The timing and the size of the offering ov;ll'::ll enersvpicm‘r:é s, the Reiance Elactric Company N . .
aggresstve would hinge on market " closed few detall o s spociic ntn. 8 prices... contributed the most to decline
capex Exxon, the world's largest energy  tlons, saying it intended to provide A . . . .. M
company, last borrowed maney in 1677, more information over the next several in inflation to single-digit levels
“ to finance the Alaskan oil pipeline, and ~ months. It did say that it planned to
re ﬂects professes not to be worried about hav-  spend about $10 billion worldwide in the s |
4 » ing todoso again. ',’" l"‘dd v THE NEW YORK TIMES, FRIDAY, OCTOBER 2, 19!
1981-1982 4 response tO “We're not panicking because we c:?s::dr:‘

foresee going to the capital markets," Investm(
Exx

“decontrol” i mrametis e e 2estt Volcker Says Fed Is Winning

earnings, net income for the first nine count for 2

1961-1969 Average of oil prices, — pEv i maintumna Lt The Battle to Control Inflation

. of 1979. None of the major oil compa- S
With 30-50%  nies has yet released ts profits figures Y55 10CH  commmd o P Bt g e, s b S de ooy, s ST
Y prices of rew

for last year. ana) will| m:-.-- %0 denrly et g < one :

0 Y/Y Capex Exxon's annual capital budget Is the ~ $5.1billion  schoed ihis semtiment when, P s o meces o busing lnfatn _ New the Fod ls trying 10 sl the
result of a yearlong process of estimat-  pany by I  {ge ‘piicy. “Impeachmest.” e  Crease &

raises ing economic and energy trends for the  Conoco Inc _.--u-.n-‘_.-' - dechine. That makes 1062, and the pest

next 20 years. Thus, each year is the and the M 12 seroe S0 .
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1982-1986: Not the hero cited in textbooks... Big oil’s capex

blitz actually collapsed inflation... while Volcker got the credit

Long-cycle capex pushes inflation to zero: by the late
1980s, Big Oil traveled full circle from backbone of the

postwar economy, to symbol of obscene global capitalism, to

a necessary evil, and finally an existential threat to the
Western world. Yet, Big Oil’'s unprecedented capex blitz
ended inflation, resulting in a 70% collapse in oil price and a
1980s GDP boom, free of inflationary threats.

Capex vs. Inflation:

1982-86: unable to believe the inflationary danger has passed,
industry pours near-peak capex into a problem already solved

14
Low Capex: Inflation Times of high capex:
17  almost ALWAYS inflation almost
rising ALWAYS
10 falling

o0

\1979-1982 Average
1969-1974 Average

Producr Price Index (PPI Inflation)
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Headlines: after oil collapse, GDP surges

Nov 1983 (below): GDP was expected to stay weak, given sky-high interest
rates. As GDP shot up and inflation stayed low, Volcker got the credit.

A Classic Recovery, After All

The one-year old is
healthy, despite a
huge deficit and
high interest rates.

By WINSTON WILLIAMS

Followlng a

Inflation Falls

. \4

The Outlook
~ On Prices in "85

= best cure fo low prices is simply low

Dec 1984 T e,
(right):
Then-unknown
investor Ray e iy, e s rsarh v
Dalio explains
how declines in oil
will prompt rapid ==
rate cuts in 1985, . _
fueling further T o e e et
growth. e e B e e e

CHICAGO

LITTLE more than a year ago,
Martin S. Feldstein, Chairman of

the President’s Council of Eco-
nomic Advisers, vetoed the Reagan Ad-
mmuu—um:'s ev?l.\.nn; :cor}gmif (org-

....................
460 o: i
‘Source: Center for intermatione! Busini

Aug 1982 (below): a prescient article laid
out fundamental reasons why oil would
likely reverse after a 10x move to $34/bbl.

k
;
i
i

Twilight Nears for the Age of Oil

lndushy s honzons have
been sharply lowered by
oversupply, humbling

sheiks and U.S. oilmen.

Has inflation ...“T.ﬂ?llﬂ 1
Yoarver-ymas chavge in e Conaume: Price index.
monthly data n persest

Why the
Nightmare

\
: [FIP
] |

i
nl-%if:‘-/:ug

Why Inflation Remains Low

Dec 1984
(right):
OPEC
members
struggle to
agree on
plan to
stem the
decline in
oil prices.
Concerns
about the
“credibility
of OPEC.”

Jul 1984
(lefv):
Articles on
falling
inflation
highlight the
role of the
Fed, with
less mention
of the crucial
decline in oil
prices.
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More Drops
Forecast for
Costs of Oil

Analysts Cite
OPEC Split on
Shift in Pricing

By JOHN TAGLIABUE

Syt "
GENEVA, Dec. 30 — The failure of
Petroleum

Nabl, told reporters this that
e accont was Dot serious’
the “megative effect will be greater
than the positive.”
ca-a: that the
would produce a *dmunition of cred-
lity for our orgarization.” M.
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1986-2003: Lengthy period of price stability from the 1980s [ { I (Z4:{:{3 k]
to 2000s led to a wave of mega-mergers, low organic capex INVESTMENT ADVISORS

ANy Gy e G T G i s i ko e il Headlines: few mourn the fall in oil
overinvestment of the 1980s led to nearly 2 decades of

: . - ; ; . Jan 1986 (below): collapse in oil prices 1986-2003 (below): A
relatlvely smooth economic salllng with PPI inflation gives rise to deflationary warnings as series of mega-mergers
remaining between -1% and 4% from 1981 thI'Ollgh 2003, excessive capex drove oil prices down across ~15 years were

nearly 70% in 1986 viewed as necessary to

despite sustained GDP growth. Structural inflation was
gone, even with capex near 1960s lows, providing the world

survive (and cut capex). BP

The Dark Side of O11 Prlce Reductlons bought Sohio (1987), Amoco

s

‘ A concerted

: 0 A (1998) and ARCO (2001);
with ample room to accommodate emerging market growth. T e Chevron bought Texaco ey
. = s desirable (2001); Exxon joined Mobil .
Capex vs. Inflation: (1998); Conoco was spun by Falli ng/LOW Capex
1986-2003: "The Great Moderation" - was 15 years of low inflation Z?gf;iggi%éggerg €

the result of the Fed or Chinese labor? Or was it excessive oil capex?

12 . egqe
Low Capex: Inflation Times of high capex: B.P.in $7.82 Bﬂlgﬁg?ﬂfor Standard
almost ALWAYS inflation almost e R L S G
10 = ALWAYS ':‘; :y{:m?;'ﬁ'ngmm e 0 ot apprevaL the deal "‘1.&;.» e g
g ’mmms:mmon L ALk ol aat St & vouphl when %mmmmmnﬂ
fa”in The agreement, which won the hn:“nywumuwwm he said, '
g SIS Sy Teoieinel Rl !

British Petroleum Is Buying
Amoco in $48.2 Billion Deal

‘ S s
An OlI Merger That Assumes That BzggerIs Not ]ustBetter It's Necessary

By NEELA BANERJEE
With violence n the Middle East

1982-1986 Avg & Wall Street Sees Possibility
& OF a New Suitor for Conoco ;;%

g With No Price Premium, Talk of Counterbid ‘30 Stz ssss

1974-1979 Avg

predictable
floor

-"p
é 19901991
\ 7

biggest players wn the industry: Exxon  more heavily on exploration and prodac-  are expected to come from slrenml uu
Mubul Royal Dutch/Shell and BP Amoco tion rather than refining lnd !cll hing gaso-  projects each company has i the G
Sebooedben
Tepre-

*"D'—hﬁ 'Ih—h_lm——.
S A o e ]

Long Term Appears Turbulent for Oil | e S2ismnsm nm e v In a Texaco

Producr Price Index (PPI Inflation)

| Sy | memmsmmeeies | ey e — Deal, Chevron
’ e AN i DESEEE 2SS EXXON ANDMOBIL ANNOUNCE | Wanis Control
orT S ek s T ooy BTES GmE S fieseid 000 BIIJ JON DEAL TO CREATE [ ewe tu i

3 S

° . 1939'3 199 Dec 1999 (above): In a lesson that has WORLD’S LARGEST COMPANY @ — visswws
- been re-taught over and over again, GDP — S
@ growth — and the then-longest expansion 9,000 TO LOSE JOBS. | | soimsicem oot

30 50 70 20 110 130 Since WWz - did little to stimulate oil price. r— o T

Plan to Link Oil Giants e

—_— an and chief
%]  Will Draw Close Look e T T
From U.S. Officials
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2003-2011: Decades of underinvestment and global demand §:{dH [3:{:{3\}
growth started a brief inflationary cycle; capex quickly surged HINVEYN=AE YRR

(8 1H i o1 5 (O BT D0 10 (550 ER R B S Giondve - Headlines: oil in a geopolitical lens
dovish Fed, tightening conditions in the 2000s came as a | SOy N NN T

Opinion oo
result of the Great Financial Crisis. Despite weak GDP EEERCEAEEREITILUTLED )27 S =
' m ichs i . : How to Weaken the Power of Foreign. =
growth and EU debt crises, PPI made post-1986 hlghs in Venesuela Crisis Complicates Iraq . g =
2011. In stark contrast to the 1970s and 1980s, politicians Situation, Experts Say 1 5
and Wall Street welcomed capex, accelerating Shale o A cautious boom in oil shale in the ®
development and limiting inflationary fallout. _ United States - Business - F F=
By dames Dao and Nesla Baneree International Herald Tribune Sep 2011 —
o | (above):
Capex vs. Inflation: Dec 2006 L national
2003-2011: Great Financial Crisis pushes capex down to 1980s lows, (rlght): Shale oil & emitms security experts  Qect 2011 (below): Oil markets
leading to elevated post-Crisis inflation, despite sov debt crises begins to attract GRAND JUNCTION, Coorado. o1 shle s never macean | OCUS TTPOTES O begin to re-orient to a new bi-
12 attention American company more than a few cents; quite a few, in fact, fOT'elgn Oll polar world where Chinese and
Low Capex: Inflation Times of high capex: Dec 2008 US demand are comparable
almost ALWAYS inflation almost I({rlght‘): Oil expected to remain below $60 a
10 risin ecession . ; ;
a g AL]:N;IAYS wrs oroento barrel in 2009 Awash in Oil, Canada Looks Toward
S alling Y /
2 to depress oil China
m . Heietisetice A [
u_E 8 79-1982 Average prices... 8 Give this artich ) .
o 69-1974 Average SPECIAL REPORT: ENERGY Opinion
o
- L for f LD, d lan Austen EDITORIAL
>< 870 a Barrel: A New Floor for the Of] et for s crde Mempern . .
g6 fo an average of $58.48 as a : Ta in the Oll Reserve
2 _ @ 20102011 Industry? fidwide, a Reuters poll pping
- - _ OTTAWA —EVEr'S  junes oot
E e ~ @ 200420058 2006-2007 p \ Canada a significan
p B 6\2269-2()1‘0 - (Goroe) @ R business here hasr @ owereense 2 [
g \ ;, \| By Jad Mouawad OCt 2009 |
oot 10 2008 . We have never been enthusiastic about quick fixes. But the Obama
-g ' (l.e"ﬁ) s but J un 2011 administration’s decision to release 30 million barrels of oil from
o . NEW YORK — After years of volatility, oil prices have found a level Oll S recovery (right) US the Str_ategic Petroleum Reserve — the nation’s emergency
2 S~ & 2007-2009 that seems to satisfy producing nations, oil companies and major pOSt-GF Cwas releases SPR stockpiles — makes sense.
1986-2003 Average ) CONSUMETS. isingl . . It should provide a modest boost to the American economy. It will
surprisingly b Is in ligh :
R arrets i lg t help consumers at the pump as they head into the summer
982-1986 Average But in the wake of the economic crisis and the collapse in demand, T'apld, due to Of Oll pT‘iC@ vacation season. And it sends an important message to the
0 a new reality has also set across the petroleum industry. Today’s tight supply Organization of the Petroleum Exporting Countries that the United
price of around $70 a barrel is increasingly viewed as a new floor S treng th States is capable of protecting its domestic market, at least in the
30 50 . 70 » 90 110 130 for the industry. aﬁer a leng thy through Euro- short term, even when those countries refuse to increase
US Drilling and Mining Capex by Quarter ($bn) period of low Jone Crisis. production.
July 2022. Recurrent Investment Advisors. All Rights Reserved. For Research Purposes Only. capex
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2011-2014: With the support of Wall Street and a supportive

regulatory environment, capex ramps back to near-peak levels

Shale “breakthrough” incites capex binge: Constantly

vigilant of inflationary threats after the nightmare of the
1970s and 1980s, and in-line with America’s post-9/11 anti-

OPEC stance, Wall Street and policymakers encourage an
aggressive capex response to $100/bbl oil. Mid-2000s
success in gas Shale development grows into a nearly-$1
trillion drilling boom by 2014.

®
Capex vs. Inflation:
2011-2014: North American Shale, a prolific but high-cost source of
oil supply, attracted nearly $1trn, taming post-GFC inflation
12
Low Capex: Inflation Times of high capex:
10 almost ALWAYS inflation almost
rising ALWAYS
E falling
" 8 79-1982 Average
= 1969-1974 Average
a
£ 6
>
@
o
£
o 4
2 2003-2011 Average
a o
- ~
o ~ ™~
'§ 2 1961-1969 Average 2862003 Average —~ ~5
E = = = 84012-2013
2013-2014 982-1986 Average
0
(2)
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July 2022. Recurrent Investment Advisors. All Rights Reserved. For Research Purposes Only.

Not Intended as Investment Advice. Sources provided on final page.

Headlines: Shale surges, upending markets

»
4
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Dec 2013 . Nov 2013

(right): Energy Secretary Calls Oil Export Ban | (pelow): 2011 to
Obama WH Dated wrongheaded belief

proposes an that Shale was 1) 20 14
end to the 40- o A [ low-cost, 2) “too

year old oil
export ban, a
recognition of

By Clifford Krauss
Dec. 13,2013

Houston — Signaling a possible break with 40 years of energy

small to matter”
helped contribute
to excessive capex

increased US policy, Energy Secretary Ernest Moniz has suggested that it may despite lOLU e . >
Oll ro du ction be time for the Obama administration to reconsider the nation’s . H Ca p eX rl S | n g
p . ban on exporting domestically produced crude oil. lnﬂa on.
capacity. 2 7|
pacity fhgle ; l'.'.fff't.act on Oil Supply Is Forecast | pro.. » 014
ni 0 De Drie
Opinion Dec 2012 (left): (below):
American Bull Shockingly, with inflation = #e.c.e. » o before the oil
low and the War on price crash,
£§ — Terror winding down, there was
74 few non-specialized brief bi-
Dec. 13,2012 .
commentators noted the partisan
oo o 0 D potential for a seismic hope that US
geopolitical shift as North oil could be a
London America went from oil tool for the
WITH the United States running a huge deficit, the incomes of the 9 .
“99 percent” stalled, the fiscal cliff approaching fast, the nation’s lmp Orter tO exp Orter' p romotlon Of
dependence on external financing from China acute, and Ovpini peace and
Washington gridlock a recurrent political condition, this may seem piaion d emocrac
like an odd moment to be bullish on America. But I am. y

The main reason is the huge shift already underway in the politics
of energy and oil. The change has been underappreciated. It may
be summed up in a single sentence buried in the 166-page study
[pdf] just published by the U.S. National Intelligence Council: “By
2020, the U.S. could emerge as a major energy exporter.”

Jun 2014 (right): Over 10 years
after the commercialization of gas
Shale, the potential for Shale to
transform the US into a 1960s-
style export-driven economy
gained wider acceptance.

A New Map, Defined by Gas , i
fl - America’s Natural Gas Lever

June 10,2014 By Michael Wara
March 7, 2014

fhereriance A [ STANFORD, Calif. — The news that the Obama administration

wants to use America's new natural gas abundance as a lever
WASHINGTON — Get ready for a new map of glol

power, this one redrawn by American shale gas. It
landscape in two ways: reviving hope for America
manufacturing, and prompting an American-Russi to our closest allies.
the export of energy to Europe and Asia. | on

against Russia offers a chance to change a long-term dynamic in
Europe, which allows an undemocratic petrostate to dictate terms

15



2014-2020: “Great historic facts appear twice: first as RECURRENT
tragedy, second as farce”: Shale drives capex to 1980s levels INVESIVENE VLS

o) e SR e Y e e s niane i s ol BREESEEAEE  Headlines: oil’s lost political importance
regulations restrained capex, causing a 10-year inﬂation 2015-2020: with the
cycle, the 2010s saw a 1980s-style capex surge, despite low L War on Terror faded from
inflation and weak oil prices. Without demand to match The Next Financial Crisis Lurks Eﬁ;;‘iﬁ’;if}f;‘;:,fj;?; :
shale’s production surge, from 2018-2020 the industry sold Underground importance, commonplace

. . . or 60+ years, is replaced
an llluSOIy IOW'COSt StOIy to Wall Street’ uSIHg low lntereSt Fueled by debt and years of easy credit, America’s energy boom is on J:Ulth artlyCleS on P

Opinion

2014 to

2020

Inflation Falls

rates to fund high capex despite near-zero inflation. shaky footing. environmental damage,
greed, financial v
[ ] hBAvs.BI;It:I‘_Z?r'w,M::::enbouk -about Enron was turned inte an Oscar-nominated documentary, is the incompetence'
Capex vs. Inflation: e

2014-2020: Sustained excess capex, fueled by mistaken belief in About 2098 Natural Gas Boom Fizzles as a U.S. Glut

near-infinite low-cost oil, drove inflation to post-WW2 lows matitwasp Sinks Profits
12 long thought s e . .
Low Capex: inflation Times of high e into a horiza  Chevrons multibillion-dollar write-down of gas assets is the most

. . —thecomm recent sign that the gas supply has far outstripped demand.
10 | almost ALWAYS inflation almost

rising ALWAYS falling Chesapeake Energy, a Shale Pioneer, Files for Bankruptcy
Protection

=
Q -
‘43 8 AErEELTE YRR BRI The company helped turn the United States into a gas exporter but became known for an
% g verage illegal scheme to suppress the price of oil and gas leases. Despite Their Pf Omises, Giant Energy
=6 % By Ciford Krauss Companies Burn Away Vast Amounts of
R -
=3 e 25,2020 Natural Gas . .
P . Driven by Trump Policy Changes,
HOUSTON — Chesapeake Energy, a pioneer in extracting natural gas from shale rock . .
2 Le s0aan 03-2011 Average ocncgeil e S et s e Fracking Booms on Public L.ands
- - vera
Q /R moug . . . . The administration is auctioning off millions of acres of drilling rights
.;-E 2 1961-1969 Avera§;16-20;8\ = | Amer can Oll Dﬂ”ers ‘Vere Hanglng On by a nread- Then and rolling back regulations, raising environmental concerns in states
5 T~ Came the Virus. like Wyoming.
'g N T N e rase Energy companies were major issuers of junk bonds to financeexpi " ™, . . . - . ..
2 0 BERRS v in trouble as capital has dried up and oil prices have cratered. ~ Fracking Firms Fail, Rewarding Executives and Raising
AL IB-?.Q‘Z(L N \ By Matt Phillips and Clifford Krauss Cbmate F ears
(2) ~ = Published March 20, 2020 Updated March 22, 2020 Qil and gas companies are hurtling toward bankruptcy, raising fears that wells will be left ~ ©
- T~ \ -3 . M -
S~ & 2014-2015 Wall Street supercharged America’s energy boom of the past decac leaking planet-warming pollutants, with cleanup costs left to taxpayers. r

(4)

tatters as the coronavirus pandemic has driven the fastest collaps¢ \"
30 50 70 90 110 130 thana generanon. | Published July 12, 2020 Updated July 12, 2021

US Drilling and Mining Capex by Quarter (Sbn)
July 2022. Recurrent Investment Advisors. All Rights Reserved. For Research Purposes Only. The day the debt-ridden Texas oll producer MDC Energy filed for bankruptcy elght months 16
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oil companies to finance growth with cheap, borrowed money. Now
@ By Hiroko Tabuchi



2020-2022: Capex dollars dry up after the oil industry cried

wolf (and extensively over-invested) prior to the pandemic

Oil forced to self-fund at the worst time: Judging by
the graph below, 2020-2022 is as bad as the worst of the
1970s-80s. Unlike the 1970s, today’s low capex is due to

Wall Street, as capital vanished after the 2014-2020 capex

splurge. Low valuations have made equity funding
prohibitive, while bank lending has tightened given large
COVID-era losses, plus increased ESG-driven banking rules.

Capex vs. Inflation:

2020-22: Oil's counter-cyclical capital (Wall Street) was burned by
2010's pro-cyclical drilling, now inflation soars and capital is scarce

18
Low Capex: Inflation Times of high capex:
16 | almost ALWAYS o 20212022 inflation almost
- , .
14 | rising Le ALWAYS falling
'g' /
=12 .
£ ® 20202021
= A
=10 \
=% \
a A
x 8 74-1979 Average
@
E
- 6
@
=
a 4 003-2011 Average
= .
T 2 19611969 Average 286-2003 Average
= 2011-2014 Average
a
0
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579-1982 AverageL0 diVest from and restrict activities of the energy

(507105 aversg Ol profits soar, but the industry’s future remains uncertain |

»
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Headlines: once an albatross, energy soars

Apr 2020 (below): rather than the technical glitch it was, the
negative price of oil was widely interpreted as a judgment on the
industry’s profligacy and its product’s near-worthlessness.

Too Much Oil: How a Barrel Came to Be Worth Less Than
Nothing

One oil price went negative on Monday, signaling that there is no place to store all the crude
the world is producing but not using.

Inflation Rising

$200

Falling/Low Capex

Skyrocketing Global Fuel Prices Threaten Livelihoods
and Social Stability

Around the world, from South Asia and Africa to Europe and Latin America, the cost of
filling a car’s tank, getting to work and cooking dinner has spiked.

Price of oil

Financial
crisis
2008-09

150

100 U.S.-led
invasion
of Iraq

2003

50

Covid-19
pandemic

Sept. 11, 2001

By Patricia Cohen
Patricia Cohen, who covers global economics, reported from London with contributions from reporters in Latin America,
Africa and Southeast Asia.

0 July 2, 2022

“NO ES SUFICIENTE” — It’s not enough. That was the message protest leaders in
Ecuador delivered to the country’s president this past week after he said he would lower
the price of both regular gas and diesel by 10 cents in response to riotous demonstrations
over soaring fuel and food prices.

With Gas Prices High, Calls Grow to Tap Strategic Oil
Reserve

President Biden is under pressure to release oil from the Strategic Petroleum Reserve. Here's
how it works, and how it might lower prices (modestly, and maybe not for long).

Jul 2022 (right): instead of regulations of the 1970s,
today’s low capex is largely explained by a movement

industry. Improbably, it is supported by many
investors. The result will be a prolonged inflationary
cycle, similar to 1970s-1980s, until capex is once
again considered financially (and socially) acceptable.

Nov 2021 (above): given the social
unacceptability of advocating for
more drilling, ineffectual short-term
band-aids, such as the Strategic
Petroleum Reserve, are advocated by
politicians to address structural
underinvestment.

Here are four climate takeaways from a dramatic turnaround — a year after a surge of
shareholder activism in the industry, as well as a remarkable court ruling against Shell.

May 2022 (above): with energy prices soaring, the economic case is clear
for more capex. Energy companies and commentators remain focused on
responding to the intense social (and financial) pressure to do less, not more.
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Today: Capex is undershooting the intlation rate at alevel not g:{ I A:{:{d\ kI
seen since the 1970s INVESTMENRADVISORS

0SB e ah g i e T B e et o g e ) [ EHIBES R RS Wall St. and Washington deter capex
signals that underinvestment is the main cause of our new Y Y D Ry R N ey . 0o
inﬂationary experience we are sleepwalking back to the policymakers and investors view the extractive industry as cause %
: R , . of, rather than solution to, inflation s
1970s. Both eras saw disruptive geopolitics (Arab -
08| geto) S BN I R e el RS RIS Biden slaps oil companies for profiteering at the pump. S
market (lety Flfty then / FAAMG IIOW), politicians threaten In a letter to seven large energy firms, the president said excessive margins were “worsening "(-'6
G o 5 5 that pain” for American consumers. o
taxes and price caps instead of encouraging investment. ‘ : 1=
. Exxon Made More Money Than God’: . <
Capex vs. Inflation: Biden Rips High Gas Prices i Low Capex
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Wait... can capex really be more
impactful than the Fed?



Is it possible that the Fed’s much-vaunted status as “guardian

against inflation” is a myth?

»
4
RECURRENT

INVESTMENT ADVISORS

If GDP doesn’t influence long-term inflation, why would the Fed be able to? The argument that the Fed has little control over long-
term inflation isn’t as controversial as it seems and there’s little evidence to support the Fed’s supposed control over inflation.

The Roaring 70s. Carter’s economic miracle. The 2011 Sovereign Debt Boom. Doesn’t ring a bell? That’s because GDP and inflation
show little long-term relationship. High commodity prices and elevated inflation generally weakens GDP growth. Meanwhile, strong GDP growth
—1960s, 1990s, 2010s — often coincide with weak periods for commodity prices.

The Fed has weak explanatory power - 1970s' high rates did not
stop inflation - and 1990 / 2000s low rates did not trigger it
Low rates +

high inflation:
last 2 years

TODAY high inflation:

1969-1982

9 Avg

1969-1974Avg ~ 1979-1982Ave

Producer Price Inflation (PPl %)

1982-1986 Avg

Low rates + High rates +

v
0 1293672 Bvg low inflation low inflation:
1982-1986
(2)
0 2 4 6 8 10 12 14

Fed Funds Effective Interest Rate
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GDP growth has a weak relationship with long-term inflation

Weak growth +
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Higher growth + high oil price inflation:
1970s

074-1979 Avg

Weak growth
+ low
inflation:
2010s
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The Volcker Fed’s victory over inflation, enshrined in 40 years RECURRENT
of Federal Reserve lore, might have been just a myth INVESTMENT ADVISORS

Relying on economic contraction to halt steady

The “Do Nothing" 1970s Fed and Volcker’s Fed both hiked

aggressively, slowing GDP, but inflation was slow to fall. This 1ncreases in inﬂation, the 1970sS Fed was
changed when Volcker benefitted from a +93% jump in capex

14 .0 Temembered as a failure.

+100%

12

.0 Volcker’s Fed followed nearly the same policy,

93%
10 P .0 moving from a then-record 2% annual hike pace
a0 10 2.5%... GDP growth collapsed, but inflation
27% 0% was still slow to fall in 1979-81.
8% 0%
14% s0% The key difference was that Volcker presided over
40% thelargest increase in drilling/mining capex in
s0% American history.
71%
-80%

(o]

[e)]

I

N

Percentage points of CPI/PPI, GDP, Fed Funds (%)

o

Avg Real Fed Hikes  Avg Fed Avg CPI Avg PPl Avg Capex .
CDP  per¥r(®%) Rate(8) (%) 5 (810 bns Surging capex gave Volcker a chance Burns and
Growth (%) per Q)

Miller never got — to cut rates rapidly without
B Burns-Miller Fed (74-79) m Volcker 1st Term (79-83) @ % Change under Volcker . . .
suffering an inflationary resurgence.
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How can the capex cycle help guide
resource and energy investments?



GDP and the Fed appear less impacttul to the commodity cycle §:{I W lA:{:{ ]
than commonly believed... but what matters for investors? INVESTMENT ADVISORS

Our case study suggests a powerful conclusion: capex is the key variable for understanding
commodity cycles. Typical indicators — GDP growth, Fed policy — appear much less useful.

The overreliance on demand-oriented metrics has influenced investment processes as well,
leading to an excessive focus on commodity price and GDP forecasting. These forecasts are not
particularly useful for investors, even when done well.

We find that the patterns of inflation (which is driven by levels of recent-year capex) are
similar to multi-year patterns of relative energy performance vs. broad equity markets.

One key takeaway for investors is that when trailing capex is low, relative performance
for commodity-levered investments tends to be positive.

We believe that longer-term investors can focus on long-term capex trends to guide
investments, with less attention on volatile demand forecasts.
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For intlation vs. capex, today’s environment is comparableto  f:{dH 4:{:{3\ k|
early 1970s — huge energy outperformance and high volatility JNVESINIFOYECLE

1960s-70s underinvestment era — economic conditions similar Investing at peak capex in the 80s, energy investors would lag
to today - ushered in secular (and turbulent) outperformance the 1980s and 1990s bull markets, inflamed by the tech bubble
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Producr Price Index (PPI Inflation)

60 years of data suggests capex drives inflation and relative RECURRENT
energy equity performance — and today looks like the early 70s NVEIN IR BYEELE

Drilling/Mining Capex vs. PPI Inflation Drilling/Mining Capex vs. Energy Relative Performance
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Can the investing lessons from a 60-year energy dataset be RECURRENT

extrapolated to other natural resource industries? INVESTMENT ADVISORS
NAM - Rel. Equity Performance by Capex/Oil Price (as While our 60—year North American Energy
originally shown on page 4) . .
7% dataset offers the most extensive history, we can
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For global natural resource sectors outside of our 60+ year

North American dataset, our powerful findings hold

Metals & Mining - ROIC by Capex and Commod M&M - Rel Equity Performance by Capex / Commod
Price Price
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Capex (measured
here as capex/CFFO)
has been a stronger
indicator of ROIC
(actual corporate
returns) and equity
returns (stock market
performance) than
an accurate
commodity forecast.

This suggests that
there is a better way
to invest than
“buying commodity
dips” (did not work
in 1960s, 1985-95,
2015-19) or “selling
commodity rallies”
(did not work in
1974-78, 2005-2012).
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In conclusion — today’s 1970s-style capex deficit has powertul g4I [A:{:{ ']
implications for investors and politicians alike INVESTMENT ADVISORS

In this report, we have shown that capital investment — not the Fed, and not GDP growth — has
driven the inflationary cycle of the last 60+ years, and is driving our current bout of inflation.

The habit of attributing inflation to demand-side forces in the economy is not only inaccurate,
but counterproductive, as a demand-centric understanding of inflation encourages monetary
policymakers or politicians to enact policies which can discourage capital investment.

If capital investment in commodity-oriented sectors offers the only exit from a bout of
inflation, then today’s 1970s-style environment — where society, government and financial
markets are hostile to commodity producers — is likely to persist for the foreseeable future.

While no two cycles look exactly alike, the low-capex 1960s and 1970s ushered in a decade (and
hundreds of percentage points) of commodity-levered outperformance.

Thank you, as always, for reading! - the Recurrent Team
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Presentation Notes and Sources

All research presented above is a product of Recurrent Research. .

Capex: Long-term data US drilling/mining capex are sourced from the “Private
Fixed Investment: Nonresidential structures — mining exploration shafts and .
wells dataset. Bureau of Economic Analysis (BEA). These data are adjusted for
inflation by Bloomberg, accessed under RFPIMINI Index.

Inflation: All references to inflation reflect the Producer Price Index (PPI), as
compiled by the Bureau of Labor Statistics (BLS). PPI reflects costs incurred by
US producers to deliver goods and services, and excludes imported goods and
services purchased by Americans but includes items produced in the US for
export, making PPI a suitable comparable for US drilling/mining capex.

Energy Equity Performance: represented by the S&P 500 Energy Index .
beginning in 1989. From 1961 to 1989, the presentation uses an equal-weight
index of equity returns of the largest Fortune 500 energy companies, including  *
Exxon, Mobil, Texaco, Gulf, Amoco, Shell Oil, Atlantic Richfield, Chevron,

Phillips Petroleum, Marathon Oil, Occidental Petroleum, Conoco, BP America
(fmr Standard Ohio), and the Sun Oil Company.

Slide 4 shows the coincidence of below-average Producer Price Index (PPI)
inflation readings 12 months following periods of US drilling/mining capex being
in the top 25% of the historical (1960-2022) range, as well as during periods when
the Fed is raising rates, measured by an increase on the previous 12 months, and °
when GDP growth is in the bottom quartile of the 62 year range. All data accessed
via Bloomberg.

Slide 5 graphs show the coincidence of relative energy stock market returns with
capex and oil price. Performance outcomes are shown for the 1961-2022 and
1990-2022 periods. “Bottom quartile” reflects when capex discipline was lowest
(i.e. real capex was highest) and when real oil prices were lowest. .

Slide 8 through Slide 17: all capex and PPI metrics are as described above. All
articles are pulled from the TimesMachine, New York Times digital archives.

Slide 18 includes Bloomberg and New York Times articles, as well as a Rig Count
vs. WTI Oil Price graph which includes Baker Hughes Rig Count data and was
accessed from Bloomberg.
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Slide 20 includes GDP data from the BEA accessed via Bloomberg, and Fed Funds
data accessed from St. Louis Fed FRED Economic Data website.

Slide 21 includes GDP data, Fed Funds data, Consumer Price Index (CPI) and PPI
inflation data, and capex data as mentioned above or from the BEA. All data
accessed from Bloomberg.

Slide 24 performance data reflects Energy Equity performance (as discussed
above) vs. to the S&P 500 excluding energy. This was primarily to control for
periods in the late 1970s and early 1980s, when energy approached 30% of the
entire S&P 500 and heavily skewed S&P 500 Index returns. All S&P data retrieved
from Bloomberg.

Slide 25 reflects inflation, capex, and performance data as discussed above.

Slide 26 reflects 30+ years (1990-2022) of performance compared to the real
price of copper and oil, as well as compared to real industry capex over this time
period. Company level capex for Metals and Mining is normalized over currencies
and inflation using a measure of Capex/Depreciation. Metals and Mining includes
Freeport McMoran, BHP, Rio Tinto, Glencore, Phelps Dodge (pre Freeport
merger), Vale, Teck Resources, Anglo American, Fortescue Mining Group, Xtrata,
First Quantum, Antofagasta, Alcoa, Southern Copper, Albemarle, and Arcelor.

Slide 27 reflects actual financial performance (measured by ROIC = operating
profit / assets net of working capital) of the oil and metals sectors, using the
metals universe mentioned above, as well as an oil universe of Amoco, Mobil,
Occidental, Chevron, Conoco, BP, Royal Dutch Shell, Hess, Anadarko, Equinor,
Atlantic Richfield, Texaco, Unocal, Burlington Resources, Pioneer Natural
Resources, Devon Energy, EOG Resources, and Chesapeake Energy.

Company level data is sourced from Bloomberg, as well as the Department of
Energy (DOE) Energy Industry Performance Profiles 1974-2009.
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