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ing of supply and demand made this a crisis-prone mar-
ket,” says Yergin. “And the crisis is now here.” Supply too
tight to mention The same may be true for natural gas.
Such is Europe’s dependence on Russian imports,
which account for about a third of the continent’s gas
needs, that European gas futures jumped almost 70
per cent to €142 per megawatt hour after the invasion.
A year ago they were €16. Tom Marzec-Manser, head
of global gas analytics at consultancy ICIS, says that for
now he expects Russian supplies to Europe to continue,
saying the Kremlin has signalled that long-term con-
tracts would be honoured. Sharp reductions in its ex-
ports last year drove prices to record highs. On Tuesday,
after Germany cancelled its certification of the contro-
versial Nord Stream 2 gas pipeline, Dmitry Medvedey,
the former Russia president and currently deputy chair
of its security council, tweeted a thinly veiled threat
about a forthcoming natural gas price shock. Any dis-
ruption of Russian supplies could not easily be fixed. As
prices soared last year, liquefied natural gas shipments
arrived in Europe from Australia, the US, Qatar and else-
where. But those export plants are now running flat
out. One new American project, Venture Global LNG's
Calcasieu Pass, is due to start exporting in the coming
days, with most of its gas heading to Europe, including
Poland. But as in the oil market, under-investment in
new LNG output capacity in recent years has now left
supplies trailing fast-rising demand, especially in Asia.
Policymakers and clean-energy advocates were “push-
ing hard” on a transition away from gas, says Mike Sa-
bel, chief executive of Venture Global, “but they didn’t
think through the implications of scarcity of supply and
skyrocketing prices”. Europe has also lagged behind
Asia in building new terminals to receive more ship-
ments, hindering importers’ ability to secure more LNG
if Russian pipeline exports were to be cut, say people in
the industry. Qatar, another big producer, is also ex-
panding its export capacity. But its new megaprojects
won't be online until around 2026. “There is very little
flexibility in the supply side,” says Marzec-Manser. Infla-
tionary pressure The rise in oil and gas prices comes at
a difficult time for the global economy. Advanced econ-
omies in Europe, North America and Asia have grown
much faster than expected since the worst moments in
the pandemic, helped by unprecedented government
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support and vaccine rollouts. Rapid growth, a reconfig-
uration of spending towards goods, and efforts to limit
the burning of coal had already raised gas and oil de-
mand in 2021, pushing inflation higher in most ad-
vanced economies to levels not seen in more than 30
years and creating the need to slow growth to control
price rises. The IMF forecast in January that growth
rates in advanced economies would drop from 4.4 per
cent last yearto 3.5 per cent during 2022. Those predic-
tions were based on oil prices declining almost 5 per
cent this year and averaging $77 a barrel. This week’s
sharp rise in oil and gas prices will amplify the already
difficult tradeoffs between growth and recovery, espe-
cially in Europe, which is a significant net importer of ail
and gas. Neil Shearing, chief economist of Capital Eco-
nomics, says oil at $120 to $140 a barrel this year with
corresponding increases in gas prices could raise infla-
tion in advanced economies by a further 2 percentage
points — pushing rates in many countries close to 10
per cent. From Whitehall to the White House, fears of
higher inflation are leading western leaders into politi-
cal compromises. Biden, who talked as a presidential
candidate of making Saudi Arabia a “pariah” for its role
inthe murder of Jamal Khashoggi, has in recent months
sent emissaries to Riyadh to plead for more oil. The
White House has already released stored oil from the
US emergency stockpile and has considered possible
cuts to federal petrol taxes — efforts to make it cheaper
for motorists to burn gasoline that sit awkwardly with
Biden'’s pledge to lead an American clean energy revo-
lution. In the UK, where petrol prices have hit fresh
highs and households face rocketing heating and elec-
tricity bills, a government that touted its “green recov-
ery” strategy now calls for more oil and gas drilling.
France and Spain have reintroduced fossil fuel subsi-
dies, three months after pledging at the COP26 climate
summit to eradicate them. Analysts say this simply re-
flects the realities of a transition away from fossil fuels
led by leaders who must win votes from drivers, in a
world where geopolitics can still deliver energy price
shocks. “Regime change appears to be crowding out
climate change, and for good reason,” says Kevin Book,
managing director at Washington consultancy Clear-
View Energy Partners. “The world is warming slowly,
but Ukraine is boiling over”

BP is under pressure to sever its ties with Rosneft over
the Russian energy group’s central role providing fuel
to Vladimir Putin’s armed forces. Rosneft, in which
UK-listed BP holds a 19.75 per cent stake, is one of the
country’s largest crude oil producers and a main sup-
plier of fuel to the Russian military, which are engaged
in a bloody assault on Ukraine. UK business secretary
Kwasi Kwarteng summoned Bernard Looney, chief
executive of BP, to a crisis meeting yesterday as the
company faces calls from opposition MPs to divest its
stake in Rosneft. Kwarteng is “uneasy” about BP’s in-
volvement in Rosneft and asked Looney for a briefing
on the company’s exposure to Russia and future plans,
according to a person with knowledge of the situation.
“BP left the meeting with no doubt about the strength
of the UK government’s concern,” the person said. Op-
position politicians have called for BP to divest its Ros-
neft stake. Labour MP Margaret Hodge, who chairs a
crossparliamentary anti-corruption group, said: “It
is totally shocking that BP — a major British corpora-
tion — is fuelling the invasion of Ukraine and profiting
from Putin’s maniacal aggression. | fully expect BP to

do the right thing by swiftly divesting.” Sir Ed Davey,
leader of the Liberal Democrats, urged BP to give up its
Rosneft investment “with immediate effect”. “It would
be totally unacceptable for British companies to profit
from investments in Russia after the illegal invasion
of Ukraine,” he said. BP has been criticised before for
its stake in Rosneft, which has been under US and EU
sanctions since Russia annexed Ukraine in 2014. Those
measures were designed to ensure Rosneft could still
export oil and gas but stymie its growth. As a result, BP
was still able to report profits of more than $2.4bn
from its Rosneft stake last year and collect $640mn
in dividends, while Looney still sits on the Russian
group’s board. A top 20 shareholder in BP said the
company’s shareholding in Rosneft was problematic
but it would struggle to find a buyer even if it wanted
to divest its stake. “It has to be worrying what that
Rosneft fuel is being used for. But what would BP
do? ” the person said. “The key thing is anyone pre-
pared to buy a big chunk in a Russian oil company is
probably not someone you'd want to sell to.” BP and

Rosneft declined to comment

BP under pressure to sever links with Rosneft as
group fuels Putin’s troops
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Even before Russian tanks rolled into Ukraine on Thurs-

day, western governments were struggling with rising
energy prices that threatened to derail economies
emerging from two years of pandemic. Vladimir Putin’s
aggression could now turn that threat into a reality.
From crude oil to diesel to natural gas, the fossil fuels
that power the global economy are trading at or to-
wards record levels, threatening to redraw geopolitical
relations between producers and consumers, drive up
inflation and potentially even disrupt the fight against
climate change. On Thursday, Brent crude, the interna-
tional benchmark, almost hit $106 a barrel, its highest
price since 2014, as traders digested the news that the
world’s second biggest oil exporter had gone to war
with a country at the centre of a web of energy export
infrastructure. European natural gas prices also spiked
this week, reflecting fears that Russia could retaliate by
withholding exports accounting for about a third of the
continent’s gas needs in retaliation for new sanctions
and Germany’s decision to indefinitely suspend certifi-
cation of the Nord Stream 2 pipeline. Putin, Russia’s
president, has not only led Europe into one of its worst
conflicts since the second world war, but also worsened
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New energy
shock hits
global economy

The Russian invasion has led to sharp rises in global
energy prices and even stronger inflationary pres-
sures. This has intensified fears that the fragile post-
pandemic economic recovery could be derailed.

an unfolding energy crisis. “The next stage is an eco-
nomic war;” says Daniel Yergin, vice-chair of IHS Markit
and author of The New Map, a book on energy politics.
“The ultimate consequence of this can be a big negative
shock to the global economy.” Oil and gas-exporting au-
tocracies in the Middle East are likely to gain, as they did
in the great oil market bull run of 2005-08, which under-
pinned the Gulf’s economic and construction booms
and entrenched the region’s autocracies. Russia also
stands to benefit, as surging oil revenue fills the Krem-
lins coffers and enriches anew many of the same oli-
garchs that are now under western sanctions. Russia’s
national wealth fund, worth $32bn in 2008, had a value
of $175bn at the start of February, or about 10 per cent
of gross domestic product — a useful buffer as western
economic sanctions tighten. In western capitals, the cri-
sis in fossil fuel markets could have been an opportunity
for politicians to accelerate their green energy plans. But
fears of inflation and energy security anxieties seem in-
stead destined to trump climate policies, including the
clean energy revolution promised by US president Joe
Biden as he entered the White House last year. With
midterm elections looming and his approval ratings
sinking, petrol prices are the president’s priority. “Even
modest fuel price rises have significant political ramifica-
tions,” says Morgan Bazilian, a former EU climate nego-
tiator and now head of the Payne Institute at the Colo-
rado School of Mines. “There are compelling reasons to
move towards a low-carbon economy . . . but those
have little sway in the myopic political discussions of the

day.” A ‘crisis-prone market’ The Russian offensive may
have been the trigger for Brent’s leap above $100 a bar-
rel — but deeper supply and demand fundamentals
are behind the more than doubling of oil prices in the
past 15 months. A little under two years ago, as corona-
virus-induced lockdowns shattered global crude de-
mand, even oil executives wondered if global consump-
tion had peaked in the face of an accelerating energy
transition to lower-carbon fuels. It was a gross misread-
ing. The colossal pandemic stimulus undertaken by
governments has put a huge tailwind behind an oil and
gas demand recovery. Consumption in the US is run-
ning at record highs of near 23mn barrels a day, almost
a quarter of the global total. The International Energy
Agency says the world will burn 100.6mn b/d this year,
a new high. “Demand has by no means adjusted to a
low-carbon world,” says Amrita Sen, chief oil analyst at
Energy Aspects. The pandemic did not cut demand, it
only suppressed it, she says, leaving an explosion to
come as economies reopened. “People want to get out
and about and travel.” Supplies of oil and gas are not
keeping up. Between 2016 and 2019, spectacular
growth in US oil output more than met the world’s ex-
tra annual demand. That is no longer the case. The
2020 oil crash slammed into an American shale patch
from which investors were already fleeing. To win them
back, companies have promised to prioritise profits
over new drilling — a capital discipline mantra that is
repairing balances sheets but slowing production
growth. “We all learned some lessons,” says Rick Mun-
crief, chief executive of Devon Energy, one of the big-
gest shale oil producers in the US. “We’ll keep this disci-
pline going . . . and | believe a lot of my colleagues feel
the same way.” US production is rising, but remains 11
per cent below its pre-pandemic high and is far from
matching global needs. ExxonMobil, BP and other oil
groups have also held back capital spending — a reac-
tion to both shareholder pressure and models, such as
last year’s 2050 net zero road map from the IEA, which
said big new oil projects would not be needed in a de-
carbonising world. “Against that backdrop oil compa-
nies are saying, ‘are we really going to build a 20 to 30-
year oilfield for the next three years? Clearly not’,” says
Martijn Rats, a managing director at Morgan Stanley.
Opec, the oil producer group led by Saudi Arabia, could
step into the growing supply breach. But despite huge

political pressure from Washington, Riyadh has balked
at upping the pace of supply additions. Some analysts
wonder if Opec is able to restore all the oil supply that
was cut over the past 18 months in a bid to prop up
prices. In earlier years, the cartel’s problem was produc-
ers busting through their quotas. Now some west Afri-
can countries and even Russia and Iraq are struggling to
pump enough. This is troubling an oil market that al-
ways banked on Opec maintaining an ample buffer of
spare capacity in case of emergency. Christyan Malek,
ananalyst atJPMorgan, reckons that buffer could shrink
to about 4 per cent of total global capacity, “well below
the 10 per cent comfort level sought by consumers”.
The lack of spare production capacity has left the oil
market exceptionally tight, say traders. “The market is
paying a huge premium for prompt barrels,” says Ben
Luckock, co-head of oil trading at Trafigura. It would be
“nigh on impossible” to supply enough oil in time to
stop further inflation. “There are plenty of scenarios
where oil, come summer, is $150/b,” he adds. Some
analysts argue that a nuclear deal with Iran would allow
the return of its oil to the market. They also predict that
high crude prices will coax shale producers to pump
more quickly than planned. Luckock, Rats and others
say today’s market dynamics echo those of 2008, when
Brent hit an all-time record of $147/b. Another lesson
from 2008 — when Moscow’s preparations to invade
Georgia added bullish momentum to crude prices — is
that geopolitical eruptions, such as Russian tanks enter-
ing Ukraine, can take on outsized importance in ajumpy
market. US officials have so far tried to downplay the
physical threats to energy infrastructure in Ukraine.
Biden explicitly spared Russia’s energy trade from the
latest raft of “severe” sanctions announced on Thurs-
day in what looked like an uncomfortable non-aggres-
sion pact with an industry that bankrolls the Kremlin.
The US's own modest imports of Russian oil have risen
in the past two years, but the White House’s main con-
cern is the global market. The sanctions concession
pushed prices back below $100 yesterday. Traders re-
main concerned that the targeting of Russian banks in-
volved in the oil trade will create counterparty risk.
Trading in Urals, Russia’s main exported crude, was said
to be “complete chaos” on Thursday, forcing barrels to
trade at a record discount to Brent this week to entice
buyers, according to pricing agency Platts. “The tighten-



The World Of Energy

Siplslisastale | 1Fes slovinl |VF

Should We Grow Up About Energy?

Let’s touch on a few energy-related subjects in the wake
of Russia’s market-roiling actions in Ukraine. Exxon was
already riding high on the recovery of oil prices. The
world has shown it’s not remotely prepared to do with-
out fossil fuels. And a beneficiary has been Engine No.
1, the hedge fund that fought a noisy battle last year for
Exxon board seats, saying it wanted to lead the oil giant
away from fossil fuels, a claim the media bought hook,
line and sinker. But wait. People invest in oil companies
to make money from oil, not wind and solar. Veteran
fund manager Chris James, the billionaire founder of
Engine Co. 1, could not have been confused on this
point. Blather aside, quite clearly he meant to place
a bet on Biden priorities and other factors to drive up

the price of oail. This brings up a question. Why was Mr.
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James nevertheless able to calculate media reporters
would gobble up his climate-change snake oil? Quote
the snake oil salesman but maybe at least mention he’s
selling snake oil. Why does our news media so often
fail us in obvious ways? iii You can tell many stories or
one story about why Europe didn’t develop its fracking
potential, which became richly apparent by the early
2010s. Had it done so, NATO countries would be in a
stronger position now vis-a-vis Vladimir Putin and soar-
ing energy prices. Every country is different goes the
complicated story. Farmers and townspeople didn’t
want the disruption and alleged risk of drilling; environ-
mental crusaders insisted on investment in wind and
solar instead; German utility managers claimed they

had Russia over a barrel and Russia would always sup-

on

ply gas at a lower price than shale. Kremlin anti-shale
propaganda played a role. Even Romania, with a long
history of oil and gas development, faltered. France
imposed a moratorium. So did the U.K. Poland has dif-
ficult geology but also a big national-security interest
in proceeding, and yet stumbled over “civil society”
resistance, according to a fascinating study by Andreea
Maierean of Wilkes University. That’s the complicated
story. The much simpler story is the lack of any pocket-
book incentive in the wider public to allow fracking. In
the Eastern U.S,, fracking took off because most land
and the accompanying mineral rights are privately
held. Homeowners and farmers directly profited from
drilling. In Europe, mineral rights are controlled by the
state, leaving local interests no incentive to go along
or put up with costs and inconveniences. iii A petition
has been attracting signatures from scientists calling

for a ban on most research on solar geoengineering to

cool the planet. A Harvard experiment, in conjunction
with Sweden, on injecting aerosol particles into the
atmosphere was postponed due to activist protests.
Deciding not to learn about a technology, of course, is
silly and unrealistic, and only surrenders the initiative
to less responsible actors. The signers say the risks are
unknown but so are the risks of the CO2 experiment
already underway. They complain about the lack of a
global regulating authority for geoengineering, but no
such authority exists for emissions or humanity’s count-
less impromptu techno-industrial experiments. Ironies
abound. The computer models used to forecast future
temperatures by necessity must take account of aero-
sol trends. So refusing to learn about particulate effects
already is infeasible. Unfortunately, some scientists, like
many journalists, pretend to be inquirers into reality
when they are really advertising their affiliation with
their chosen virtue movements. The consistent failure
of the climate movement has been its towering lack of
realism. Developed and developing nations were never
going to forgo energy use, but higher and lower carbon
paths to the future were still possible. The U.S. and oth-
ers might have enacted carbon taxes long ago to foster
the necessary technologies. They still might, though
not because of the climate lobby’s persuasiveness. It’s
far more likely to happen now because politicians want
revenues to finance progrowth tax cuts. Give the public
a choice between believing climate change is the end
of the world or a crock, they will choose crock. Even
more so if choosing “end of the world” also means vol-
unteering to surrender their standard of living. Making
climate change an antihuman, anti-progress, anti-pros-
perity creed was the biggest mistake of all if the goal
was to advance climate policy, though more useful if
the real purpose was assuring true believers they are
special. This can be seen again in the parade of fops pi-
ously demanding humanity forgo the potential of solar

geoengineering.
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BidenHas Few Options as Oil Surges

Oil's surge past $100 a barrel after Russia’s attack on
Ukraine intensifies the economic troubles confront-
ing President Biden, whose administration has been
struggling for months to reel in rising inflation. Bench-
mark U.S. oil futures ended lower on Friday, settling
at $91.94, down 0.9% on the day. With prices at their
highest since 2014, Mr. Biden said he was prepared to
release more oil from the government’s Strategic Pe-
troleum Reserve if necessary. “l know this is hard and
that Americans are already hurting,” Mr. Biden said on
Thursday. “l will do everything in my power to limit the
pain the American people are feeling at the gas pump.”
Oil prices have been trending upward for months, and
some analysts say Mr. Biden has limited options for a
quick fix, given the complexities of supply and demand.
The problem is compounded by Russia’s power as one
of the world’s largest oil-and-gas exporters and the risk
that prices rise even further if the conflictinterrupts that
supply. “This is a world price and the president is largely
powerless to do much,” said Jason Furman, a top eco-
nomic adviser to former President Barack Obama who
now teaches at Harvard University. Rising energy prices
have bedeviled Mr. Biden throughout most of his first
year in office, sidetracking his legislative agenda. So far,
his responses have had mixed results. As gas prices rose
ahead of the Thanksgiving holiday weekend, Mr. Biden
coordinated with five other countries to tap govern-
ment reserves and put an estimated 70 million barrels
onto world markets. After a brief decline, prices were
on the rise again by late January. “These have very lim-
ited impact,” James West, an analyst at the advisory
firm Evercore IS, said of the release from emergency
reserves. A week before tapping the reserve, Mr. Biden
also asked the Federal Trade Commission to investigate
whether oil companies were participating in illegal con-
duct aimed at keeping gasoline prices high. The Ameri-
can Petroleum Institute called the request a “distrac-
tion from the fundamental market shift that is taking
place.” An FTC spokeswoman declined to comment on
the investigation. The industry trade group on Thursday
condemned Russia’s attack and said U.S. oil companies
have a role to play supporting the U.S. and European
allies. “Our industry is committed to working with the
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administration to do everything possible to minimize
any impacts on U.S. consumers while supporting our
allies overseas,” said Mike Sommers, API’s leader. Oil-
industry leaders have previously criticized Mr. Biden for
pushing a transition to cleaner energy at a time when
the world is still dependent on fossil fuels. They say the
president instead needs to support continued develop-
ment of oiland-gas resources to ensure ample supplies
of energy. Environmentalists and many Democrats say
the solution is instead to accelerate the transition to
electric vehicles along with other steps to reduce U.S.
dependence on fossil fuels that contribute to climate
change. Neither option offers a quick solution. Even at
higher crude prices, investors have pressured U.S. oil
companies to slow production growth and return cash
to shareholders rather than pump it back into drilling.
And companies in the oil fields of Texas, New Mexico
and North Dakota have tapped many of their best wells,
further limiting their ability to revive the breakneck
growth of the 2010s. Transitioning to cleaner forms of
energy will take years. Even recent rapid growth in wind,
solar and other forms of clean power wasn’t enough
to keep up with demand and avoid the crisis of rising
prices that started last year. And while electric-vehicles
sales are rising, making up roughly 7% of sales globally,
auto-industry analysts say an expansion of charging sta-
tions and financial incentives are needed to persuade
more people to buy electric vehicles. What is more, a
faster transformation of the auto market would put
even more pressure on a faltering electric grid that still
relies on fossil fuels. Democrats facing re-election in the
50-50 divided Senate have proposed a temporary halt
to the country’s gasoline tax to help consumers. The
idea has failed to gain any sign of support from congres-
sional leaders, amid skepticism from members of both
parties that it would be effective. “In the short run, the
president is in a difficult situation,” said Bob McNally,
who served as an energy adviser to President George
W. Bush and is now an analyst at Rapidan Energy Group.
“All his options are bad.” The problem has its roots in
a recovering global economy that caused oil demand
to outpace production growth, which had stalled out
during the pandemic. As a result, gasoline prices have

jumped roughly 50% since Mr. Biden’s inauguration.
That helped obstruct the president’s signature S2 tril-
lion social- and climate-spending proposal in Congress.
Sen. Joe Manchin (D., W\Va.) cited inflation—fed by en-
ergy prices—as a key reason he couldn’t give his decid-
ing vote for the package in an equally divided Senate.
In a Wall Street Journal survey late last year, a plurality
of voters, some 39%, said M. Biden’s policies were the
main cause of rising prices. His aides have now spent
months considering how to respond. Last year, the ad-
ministration considered U.S. export bans to boost do-
mestic energy supplies, and sought unsuccessfully to
get OPEC nations to pump more oil, before deciding to
tap the petroleum reserve. U.S. officials have resumed
their diplomacy in light of the Ukraine crisis, working in
recent weeks to find suppliers who can help blunt Euro-
pean allies’ reliance on Russian oil and natural gas. Rus-
sia is the world’s thirdlargest oil producer, responsible

for more than 10% of global supply, according to U.S.
Energy Information Administration data. Its exports
account for 7% of the world market, half of that going
into Europe, according to analysts at Raymond James.
“Some disruption is all but certain,” the analysts said.
The U.S. imported record volumes of Russian oil in
2021, according to the EIA, after sanctions pushed Gulf
Coast refiners to pivot from dense Venezuelan crude.
The world’s reliance on Russian oil has made Biden ad-
ministration officials hesitant to deploy any sanc-
tions against Russia that would mean a jump in
energy prices, U.S. officials have said. So far, sanc-
tions have stopped short of measures that could
curtail oil-and-gas exports from Russia, and offi-
cials aim to ensure any response is one that hurts
the Russian economy more than it causes collat-
eral damage for U.S. consumers and Europeans,
officials have said.




Global Economy Suffers a Fresh Shock

Russia’s invasion of Ukraine threatens to restrict global
energy supplies, with the resulting rise in oil and natu-
ral-gas prices likely to hit Europe hard and potentially
ripple out to the U.S. and other global markets. It’s the
last thing the global economy needs: Another “sup-
ply shock,” or a sudden shortage of key products—in
this case oil, natural gas and other commodities—
that is likely to exacerbate a global inflation problem
and make matters harder for the Federal Reserve
and other central banks, which are trying to prevent
consumer prices from rising out of control. The global
economy is still recovering from a series of supply
shocks over the past two years, having suffered short-
ages of grains and meats, durable goods and other

products. Now, military conflict in Ukraine, Western
sanctions against Russia, and Russian economic re-
taliation have driven oil prices near $100 a barrel,
and naturalgas prices are also up. Russia is also a big
player in global markets for copper, aluminum and pal-
ladium. Disruptions in Russia’s production or delivery
of those products could throw off supply chains for
catalytic converters in cars, capacitors used in cellBY
JON HILSENRATH THE UKRAINE CRISIS phones and
even dental crowns. Russia’s MC Norilsk Nickel PISC is
the world’s largest producer of palladium, with more
than 40% of total global output by its own estimates.
The country is also a producer of urea and potash,
components of fertilizer. “We haven’t even complete-

ly absorbed and exited the supply shock from the
pandemic yet,” said Joe Brusuelas, chief economist
at RSM US LLP, an economics advisory firm. Supply
shocks have become a central and disruptive feature
as the world recovers from the effects of Covid-19. A
supply shock happens when the offerings of goods
and services are suddenly cut off from the market-
place. When supplies shrink, prices for those goods or
services that are still available in the marketplace tend
to go up. The productivity of workers might take a hit
when the shock constrains their ability to deliver the
products consumers demand. Moreover, households
lose purchasing power and may pull back spending
in other areas. Not all supply shocks are bad. When
the U.S. advanced fracking techniques it created a
positive supply shock in the form of more domestic
oil and natural-gas production that sent prices lower.
The current economy, however, has been going in the
other direction. Economists say the best hope is that
these shocks are temporary. Energy-supply shocks
were a central feature of inflation during the 1970s,
when OPEC nations cut off oil supplies to the West.
The energy markets have changed since then and
U.S. dependence on imported oil has diminished,
making the threat to the U.S. economy from Rus-
sia’s invasion of Ukraine smaller than was the 1970s
shock. Still, energy markets are global and price waves
starting elsewhere find their way around the world.
That adds up when the U.S. is especially exposed to
another disruption. “We have not had such a large
and broader based overshoot of inflation in decades,”
said Bruce Kasman, chief global economist for J.P.
Morgan. The bank estimates that inflation will begin
to recede about midyear, but Mr. Kasman said a sus-
tained shock could push inflation higher instead. If
that happens, “The Fed is going to have some very dif-
ficult choices.” The central bank targets 2% inflation.
Consumer prices were up 7.5% in January, the largest
increase since 1982. Officials were hoping that supply
constraints would ease in the months ahead, bringing
inflation down organically. If the constraints persist
and keep pushing inflation higher, then the only way
to tackle the price problem is to push demand down.
The main tool that policy makers have to do that is
interest-rate increases by the central bank. Fed offi-
cials were already on course to raise interest rates, but
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hoped to proceed slowly as the economy reopens. A
war in Ukraine won’t help and could force the Fed to
be more aggressive than it had hoped. “The Fed can
control this but it may need to hit growth pretty hard,”
Mr. Kasman said. The Covid crisis produced a cascade
of supply shocks. Res taurants and movie theaters
shut down, sometimes by government mandate to
contain the spread of the virus. It also produced de-
mand shocks. People stopped traveling. Then the gov-
ernment pumped money into the economy, sending
checks to households and lowering interest rates. That
boosted demand, particularly for goods. But suppliers
have struggled to reopen at full capacity. With supply
constrained amid a recovering economy, inflation has
built. Russia’s conflict with Ukraine makes the Fed’s
job harder because it threatens to push supplies in the
wrong direction. Russia exports about 5 million bar-
rels a day of crude, roughly 12% of global trade, and
about 2.5 million barrels a day of petroleum products,
some 10% of global trade, according to investment
bank Cowen Inc. About 60% of Rus sia’s oil exports go
to Europe and 30% to China. J.P. Morgan estimates that
if 2.3 million barrels a day come off the global market,
that would push oil prices up to $150 a barrel and push
global consumer-price inflation up 7% at midyear, com-
pared with the 5% projection in J.P. Morgan’s baseline
forecast. As Mr. Kasman sees it, increased supplies from
Iran might offset some of that risk. RSM estimates that
even a smaller shock that pushes the price of oil up to
$110a barrel would move the U.S. annual inflation rate
to over 10%. RSM says it would also slow economic
growth by sapping household spending in other areas,
though it doesn’t see recession resulting. Compound-
ing the challenge, Russia also exports about 23 billion
cubic feet of gas a day, about 25% of global trade, and
85% of that gas goes to Europe, according to Cowen.
Some of that goes through a pipeline network that
runs through Ukraine. The network transports about 4
billion cubic feet a day at full capacity to Europe, but is
currently flowing at about 50% of capacity, according
to Cowen. For much of the past 30 years, companies
tended not to pass higher energy costs on to their con-
sumers in the form of higher prices for airplane flights
or other energy-intensive goods and services. Ina world
of widening supply shortages and higher inflation, their
calculus could now change
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