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Plunging global oil supplies threaten to
push fuel prices even higher

Even if the war in Iran ends soon, energy executives warn, consumers face more pain.

Americans face a new round of punishing price increases for fuel and other products as oll
and gas inventories plunge to historic lows around the world because of the war in Iran,

energy executives and analysts warn.
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Fuel stocks are so low, experts said, that even an abrupt agreement between the United
States and Iran and an immediate reopening of the Strait of Hormuz — through which one-
fifth of the world'’s oil and natural gas supplies passed before the war — may not stop fuel
prices from soaring anew by the July Fourth holiday.

“These shock absorbers have been surprisingly effective,” Jim Burkhard, global head of crude
oil research at S&P Global Energy, said of the deep commercial and government reserves that
countries have used to mitigate fuel prices. “But their ability to continue to absorb the shock
is diminishing.”

Gas prices averaged more than $4.30 over the past month, according to AAA.

Chevron CEO Mike Wirth and Exxon Senior Vice President Neil Chapman warned last week
that oil companies and countries, including the U.S., have run down reserves they tapped after
the war began Feb. 28, meaning further price increases are likely.

“We're approaching unheard-of inventory levels. ... Once you get to that point, then you'll see
price shoot up,” Chapman said at a conference held by Bernstein Research in New York on
Thursday.

He pointed to company and industry modeling that shows the price of a barrel of Brent crude
potentially soaring to $150 or $160 — more than 50 percent what the global benchmark cost
on futures markets as of Tuesday.

The current price, Chapman said, “has really been mitigated by running down inventories. It
can't last forever.”

Wirth expressed similar concerns on Friday, though he did not predict how much higher the
depleted inventories may push up prices. "You can see the trajectory of these inventories in
the data, and it is concerning,” Wirth told the “Bloomberg Talks” podcast on Friday.

Oxford Economics, a research firm, said Tuesday in a note to clients that inventories are
dwindling so fast that if the Strait of Hormuz remained closed through July, oil prices would
climb to levels “difficult to tolerate for long.” That risk creates intense pressure on both the
U.S. and Iran to allow traffic through the strait to resume soon, the note said.

White House officials dismissed the concerns, saying that oil companies and market analysts
are making projections without full knowledge of how the Trump administration is working to
bring an end to the war, reopen the strait and mitigate costs for consumers.

"President Trump and his energy team anticipated short-term market disruptions,
communicated them openly to the American people, and implemented an aggressive plan to
mitigate any impacts,” White House spokeswoman Taylor Rogers said in an email.

“When the President forces this conflict to a successful end, gas prices will drop back to multi-
year lows and global energy markets will be much more stable in the long term.”
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An Iranian official told The Washington Post on Monday that negotiations with the U.S were
suspended because of Israel’s escalating attacks in Lebanon and new terms from American
negotiators over the weekend.

On Tuesday, President Donald Trump wrote in a post on Truth Social that talks are still
ongoing. Secretary of State Marco Rubio later told a Senate panel that Tehran's use of
couriers and security concerns have caused delays and miscommunications in the Iranian
system.

The U.S. and Israeli strikes that started the war in Iran significantly reduced global oil and gas
supplies. The amount of crude shipped worldwide has dropped by 12.8 million barrels per
day, a reduction of more than 11 percent compared with prewar levels, according to the
International Energy Agency.

Deep inventories of crude oil and refined products around the world have cushioned the
blow. The U.S. and the 31 other member nations of the IEA agreed in March to draw down
400 million barrels from their government reserves.

China appears to be drawing heavily from a reserve estimated to contain more than 1.4 billion
barrels of crude, although the country does not disclose stockpile figures. The massive
country's reduced consumption of imported oil has helped limit price spikes elsewhere.

It will take months to replenish industry and national stocks of gas and oil once the Strait of
Hormuz reopens, analysts warn. Even the hundreds of fully loaded tankers that have idled in
the strait since late February will not be able to quickly move their cargo. Vessels are now so
coated with barnacles that teams of divers will need to be dispatched to clean them, said
Tracy Shuchart, senior economist at NinjaTrader, a futures trading platform.

Inventories could soon drop low enough to risk permanent damage to production and
refining in some parts of Asia and the Middle East, said Mark Finley, a fellow in energy and
global oil at Rice University in Texas. If the conflict drags well into the summer, Europe also
could be affected.

In Japan, oil imports have dropped more than 60 percent since last year, and the island nation
has wiped out nearly a third of its emergency reserve. Vietnam, which has also seen imports
plunge, has less than a month of oil inventory.

Europe has relied heavily on emergency oil reserves from the U.S. and elsewhere to keep its
system operational. But those emergency stockpiles are diminishing fast, and governments
are loath to dip further into them. The U.S. Strategic Petroleum Reserve has not been this
depleted since 1983.

"Oil has to flow through the system constantly to keep it working,” Finley said. “You need to
keep the pipelines full, the distribution system going, the refineries running. Nobody knows
exactly how low you can go, but once you fall one barrel below that, the system stops
working.”

The risk increases everyday the strait remains closed.
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U.S. commercial oil inventories remain relatively high, but the nation faces a different crunch:
limited capacity to process much of that oil. Gasoline inventories in the U.S., which typically
drop heading into the summer driving season, are falling nearly twice as fast as they did
between February and early June last year, according to U.S. Energy Information
Administration data.

The aviation sector offers a glimmer of hope. The recent trajectory of jet fuel prices in Europe
suggests gloomy industry projections could be wrong. The executive director of the IEA, Fatih
Birol, projected in mid-April that the continent was on a path to run out of jet fuel within
about six weeks. Instead, prices are now lower than when he made the prediction.

Birol's forecast may have been self-defeating: Airlines cut their schedules and raised prices in
anticipation of a shortage, while European regulators also pushed carriers to buy more
“sustainable aviation fuel,” often made from agricultural products, instead of fossil fuels.
Those moves eased demand, although flights have still gotten more costly and airline
schedules are sparser.

Analysts are warning consumers to brace for the broader energy crunch — especially prices at
the gas pump — to get worse before it improves.

“Even if the strait magically opens tomorrow, it is not as simple as snapping your fingers and
everything goes back to the way it was,” Shuchart said. “The market can't seem to wrap its
head around how tough a situation we are in right now.”
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