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Dear Reader,

February 19, 2022 is the day that globalization ended.

Of course the cracks in the foundation of the economic order that bound the world’s
economies together have been deepening for close to a decade…

But Vladimir Putin made it official when he invaded Ukraine: the world is now split in
two, and along well-recognized fault lines.

In terms of global GDP, about 40% of the world’s economic might sits on one side –
Russia, China and India are the big ones, along with Iran, Turkey and North Korea.

Then there’s the rest of the world…

It’s not a coincidence that the tie that bound and broke the world is energy – chiefly oil
and natural gas.

Nor is it a coincidence that, because of its ability to easily and cheaply feed both Europe
and China’s needs via pipeline, Russia was the epicenter of the split.

Europe, led by Germany, took the obvious and easy way out when it bound its energy
dependence over the last two decades to Russia.

And Russia clearly expected Europe to accept the implicit arrangement within the
energy bargain – that being the Russian annexation of former Soviet countries – or get
cut off from Russian oil and natural gas.

Of course China (with its eye on Taiwan) is backing Putin’s play.

All that westbound oil and natural gas traffic can now jam the eastern lane. India’s
happy to go along for the cheaper ride as well.

But I do wonder just how aware Saudi Arabia is of the precarious position it has put
itself in as it attempts to straddle the fence and be a sort of oil double agent in this new
world order.

From a political perspective, Saudi Arabia is clearly amongst friends with the likes of
Vladmir Putin, Xi Xinping and Kim-Jong Un.
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Quite the company to keep.

And Saudi Arabia seems to feel pretty confident that it can continue to play both sides:
shipping oil to India and China while at the same time flexing its economic muscle on
the West by trying to control oil prices with threats of production cuts.

One thing Saudi Arabia can be counted on for is making some pretty arrogant
assumptions.

Deals with the Devil

The Biden Administration has caught a lot of flak for the deal he made with Saudi Crown
Prince Mohammed bin Salman Al Saud: immunity for his obvious role in the brutal
murder of journalist Jamal Kashoggi in exchange for steady oil production and prices.

The criticism is well deserved.

The Biden Administration has also received plenty of criticism for shortsightedly putting
some clamps on U.S. oil production before the U.S. renewable energy economy is truly
mature enough to shoulder enough of the burden.

Again, deservedly so.

But it would be a mistake to assume that either of these moves are the first missteps on
a long journey down the wrong road. In fact, they can both be walked back pretty fast.

For starters, let’s confirm that the death of U.S. oil production has been greatly
exaggerated.

U.S. oil production hit its high water mark in November of 2019, right at 13 million
barrels a day.

By May 2020, production had dropped to just under 10 million barrels a day as COVID
ground the U.S. and global economy to a halt.

But for all the hand-wringing about America’s devastated oil industry, production ended
2022 averaging 12 million barrels a day, very much in line with pre-pandemic levels.
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And production is expected to finish 2023 at an average of 12.6 million barrels a day – a
new all time high for a full year.

There are two great myths about the U.S. oil market. One, that the U.S. can be energy
independent. Baloney.

The U.S. uses over 20 million barrels of oil a day.

Open as many pipelines as you want, oil production is not going to jump 40% in any
reasonable time frame.

And that’s because of the second great myth about U.S. oil companies…

That they will just “drill, baby, drill” if all regulation is removed.

Sure, like most companies, oil companies are motivated by money.

And more oil sales means more money.

But they're not going to simply ignore the fundamentals of supply and demand and how
that affects price.

It costs $40 to $50 to get a barrel of oil out of the ground. In 2014, Saudi Arabia tried the
“drill, baby, drill” thing and it was a disaster.

Oil prices fell into the $30s and the Saudi’s had to pull several hundred billion out of its
foreign currency reserves to plug the hole that their misguided policy blew in the
country’s budget.

U.S. oil companies simply aren’t going to shoot themselves in the foot like Saudi Arabia
did.

Oil at $70 a barrel with incremental gains in production works just fine, thank you very
much.

Now, it could certainly be argued that Europe’s new found oil and natural gas needs are
a boon for U.S. oil and gas companies.

And it is, especially for natural gas companies.
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And I’m sure the Saudi’s feel pretty confident that global oil demand hasn’t dropped,
and isn’t likely to drop in the foreseeable future.

The only thing that’s changed is how Europe’s supply needs will be met.

And the Saudis feel just fine raising prices on exports to Europe to “help” Europe meet
its supply needs now that Russia is off the board – and at the same time lowering prices
to Asia to compete with Russian oil.

Once again, the Saudi’s are very likely overplaying their hand.

Don’t Cry for Me, Argentina (And Brazil, and Guyana and Suriname)

I don’t know if Saudi Arabia simply isn’t aware of how much oil there is in South
America, or if they just don’t think South American production can ever be a threat.

But I think South American oil production is just the thing to knock Saudi Arabia down a
peg or two.

Here’s a quick look at South America’s oil resources, along with a few stocks that I
expect to do very well…

Holding as much as 22 billion barrels of oil, the Vaca Muerta field in Argentina is the
second biggest shale oil field in the world after Texas’ Permian Basin.

As you’d expect, Argentina has wildly mismanaged the infrastructure development that
the Vaca Muerta field needs to become a truly world-class oil field.

But that is (slowly) changing. And given the new world order for oil, I expect the pace to
quicken.

YPF Sociedad Anónima (NYSE: YPF) is by far the biggest producer in the Vaca
Muerta field, accounting for just over 50% of production. The stock has run from lows
around $9 a share at the start of the year to current prices up around $14.50.

Investors clearly see a bright future for YPF – earnings estimates for next year have
jumped more than 10% in the last three months. And the stock is really, really cheap –
the forward P/E is just 3.5.
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4 years ago, YPF traded between $17 and $20 and had a forward P/E above 10. The
fundamentals are there, all that’s needed for the stock to regain those former levels is
some enthusiasm from investors.

There are a couple other players in the Vaca Muerta, Pampa Energía (NYSE: PAM)
and Vista Energy (Nasdaq: VIST), that are worth a look, but YPF is cheaper and has
the better risk/reward profile.

The Newest Major Oil Discovery

Exxon Mobil (NYSE: XOM) first found oil off the coast of Guyana in 2015. Since then,
the amount of recoverable oil has been pegged at 10-11 billion barrels, not including a
new find by Exxon back in October.

These discoveries account for one-third of all new oil discoveries since 2015.

Guyana’s oil production stands at 360,000 barrels a day now, and is expected to hit one
million barrels a day in the next 5 or 6 years. And this is low cost oil: breakeven is
reportedly ~$28 a barrel.

Guyana’s smaller neighbor, Suriname shares the field (probably why it’s called the
Guyana-Suriname Basin).

Recoverable oil for Suriname is estimated at 4-5 billion barrels.

But ultimately, the Guyana-Suriname Basin may hold over 30 billion barrels of
recoverable oil.

It’s mostly oil majors working these fields, like Exxon Mobil and Hess (NYSE: HES).

Still, there are a couple more direct plays for Guyana/Suriname oil.

One may be familiar: it used to be called Apache, but it changed its name to APA Corp
(NYSE: APA).

Whatever the name, at $44 a share, APA is basically flat on the year, sitting just below
its 52-week at $50. And yet the forward P/E remains quite low, at 8.

The U.K.s Tullow (TLW.L) is also active in Guyana, though its operations are still in the
“exploration and appraisal” phase.
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For the aggressive oil investor, there are two small Canadian companies who’ve teamed
up for a joint venture in Corentyne Block off the coast of Guyana: CGX (TSX: OYL.V)
has a 32% stake and Frontera Energy (FEC.TO) has the remaining 68% stake.

Now, the two companies are in the process of drilling and analyzing results from
exploratory wells in the Corentyne Block, which covers 862,000 gross acres. And early
indications look extremely good…

The Corentyne Block is estimated to hold 1.7 to 10.7 billion barrels of oil. A veritable
bonanza. The best way to play the Corentyne Block is via Frontera Energy.

By virtue of it 77% stake in partner CGX, it commands a dominant 93% controlling
interest in the Corentyne Block.

Frontera currently trades around $10, down from its 52-week high at $14.15. It is very
cheap, its forward P/E is below 5. And it’s market cap is just $866 million.

For a company that may be sitting on 10 billion barrels of oil, Frontera is good bet to
move significantly higher.

Big Dividend from Petrobras

Brazil’s Tupi field is the world’s biggest offshore oil field, with as much as 30 billion
barrels of oil. Brazil’s Petrobras (NYSE: PBR) is the big dog in this field, pumping
nearly a million barrels a day.

Petrobras is a state-run oil company that is also a public company.

The Brazilian government owns just over 50% of Petrobras. Government ownership of
Petrobras is significant for two reasons: one political, the other financial.

On the political front, management and strategy can be dictated by whomever is in
power. And in fact, with a new Brazilian president now taking office, a new Chief
Executive Officer (CEO) is taking over at Petrobras.

It would be easy to look at the price performance of Petrobras shares since Brazil’s
election results and conclude that the incoming president will not be good for Petrobras
as a company and/or as an investment. Why else would the shares drop from ~$15
down to $9?
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And it’s true: Brazil’s new president Luiz Inácio Lula da Silva does come with the “leftist”
label. But Lula is not an unknown commodity at all. He served as president of Brazil
from 2003-2010 – and his tenure was pretty darn successful by almost any measure.

In fact, the Tupi field was discovered in 2006 while he was president. And in fact, the
Tupi Fields’ name was actually changed from, you guessed it, the Lula Oil Field.

Lula himself called the oil field “the second independence for Brazil.” Any notion that
Lula is unfriendly to oil investment is just wrong. Here’s the man himself, with Petrobas
employees, during the baptism ceremony of the P-52 Platform oil rig:

And I’d say that’s why PBR shares have rallied steadily since those $9 lows. Currently
around $13.50, PBR is very cheap, with the forward P/E under 4.

Now, about the financial aspect of the Brazilian government’s majority ownership of
Petrobras…

You may have noticed in the little block of numbers at the start of this section that
dividend yield is listed as 26%. That is not a typo. In fact, over the last 12 months,
Petrobras has made dividend payments to its shareholders equivalent to 49% of the
current stock price. So that 26% actually means the dividend has been cut!
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But as you can see from this table, Petrobras does take in enough money to continue
making such a high dividend payment, if it so chooses:

Not only that, but Petrobras has been steadily lowering its outstanding debt while
making these giant dividend payments.

The question of why Petrobras pays out so much loot every quarter is pretty simple to
answer: the dividend is how the Brazilian government gets paid for Brazil’s oil
resources. Petrobras is like the Brazilian government’s piggy bank. It’s the source of
legitimate funding, as well as corruption. Lula himself served a brief prison sentence for
awarding Petrobras service contracts in exchange for political influence and personal
gain.

Since the Brazilian government owns the majority of shares, it’s reasonable to expect
the dividend to remain well above average.

And ironically, while I don’t want to say that corruption in Brazil is good for Petrobras
shareholders, one could certainly argue that continuing corruption is a big reason why
this dividend won’t get cut.

In any event, I rate shares of Petrobras a “strong buy” under $15.

Conclusion

The global energy market is no longer global. It is shrinking into regional pockets where
demand and supply will be met.
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Europe and especially the U.S. likely have very solid supply partners emerging in South
America. The U.S. already doesn’t get a lot of Saudi oil, around a million barrels a day.
Expect U.S. oil imports from Saudi Arabia to continue to fall as production from South
America increases.

Saudi Arabia would love to plug the 20% hole in European supply left by Russia. And
Europe’s imports of Saudi oil have been rising in the last few months. But how high they
will go is a good question. And so is what will happen if Saudi Arabia really starts
competing with Russia to supply India and China?

The U.S. and the Western Hemisphere in general is nearly capable of telling the Saudis
to pound sand. Europe may not be that far off. But one thing is for sure…

South American oil has a very promising future.

Until next time,

Briton Ryle

Pro Trader Today
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Copyright 2023 © by ProTraderToday.com a website owned by Pro Trader Research LLC. All
Rights Reserved. Protected by copyright laws of the United States and international treaties.
Any reproduction, copying, or redistribution of this report or its contents, in whole or in part, is
strictly prohibited without the express written permission.

FOR EDUCATIONAL AND INFORMATION PURPOSES ONLY; NOT INVESTMENT ADVICE.
This report and all of our products, emails, blog posts, social media posts and content are
offered for educational and informational purposes only and should NOT be construed as a
securities-related offer or solicitation or be relied upon as personalized investment advice.

Our company, employees, and contractors, are NOT financial advisors, registered investment
advisors, or a Broker/Dealer. We do not offer or provide personalized investment advice.
Although our employees and contractors may answer general customer service questions, they
are not licensed under securities laws to address your particular investment situation. Nothing in
this report, nor any communication by our employees or contractors to you should be deemed
as personalized investment advice.

There is a risk of loss in all trading, and you may lose some or all of your original investment.
Results presented are not typical.

Past performance is no guarantee of future results. All information is issued solely for
informational purposes and is not to be construed as an offer to sell or the solicitation of an offer
to buy, nor is it to be construed as a recommendation to buy, hold or sell any security. All
opinions, analyses and information contained herein are based on sources believed to be
reliable and written in good faith, but no representation or warranty of any kind, expressed or
implied, is made including but not limited to any representation or warranty concerning accuracy,
completeness, correctness, timeliness or appropriateness. Investments recommended in this
publication should only be made after consulting with your financial advisor.

Examples in these materials are not to be interpreted as a promise or guarantee of earnings or
profits. Earning and profit potential is entirely dependent on the person using our product, ideas
and techniques. This is NOT a “get rich scheme.”

Your level of success in attaining the results claimed in our materials depends on the time you
devote to the program, ideas and techniques mentioned, your finances, knowledge, and various
skills. Since these factors differ according to individuals, we cannot guarantee your success or
income level. Nor are we responsible for any of your actions.

Hypothetical performance results have many inherent limitations, some of which are described
below. No representation is being made that any account will or is likely to achieve profits or
losses similar to those shown; in fact, there are frequently sharp differences between
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hypothetical performance results and the actual results subsequently achieved by any particular
trading program.

One of the limitations of hypothetical performance results is that they are generally prepared
with the benefit of hindsight. In addition, hypothetical trading does not involve financial risk, and
no hypothetical trading record can completely account for the impact of financial risk of actual
trading.

For example, the ability to withstand losses or to adhere to a particular trading program in spite
of trading losses are material points which can also adversely affect actual trading results. There
are numerous other factors related to the markets in general or to the implementation of any
specific trading program which cannot be fully accounted for in the preparation of hypothetical
performance results and all which can adversely affect trading results.

Owners, management, employees, contractors and members of their family, affiliates, and
agents may hold stock in profiled companies, some or all of which may have been acquired
prior to the dissemination of this report. They may buy or sell stock in profiled companies at any
time with or without notice. We may benefit from any increase in the share prices of profiled
companies.

There is an inherent conflict of interest in our statements and opinions and such statements and
opinions cannot be considered independent.

Through the use of this email, article, report, or website you agree to hold our company, our
owners, management, employees, contractors, affiliates, and agents harmless and to
completely release them from any and all liability due to any and all losses, damage, or injury
monetary or otherwise that you may incur.

Information contained in our emails and on our website contains "forward-looking statements."
Subscribers are cautioned not to place any undue reliance upon these forward-looking
statements. Any statements that express or involve discussions with respect to predictions,
expectations, beliefs, plans, projections, objectives, goals, assumptions or future events or
performance are not statements of historical facts and may be "forward-looking statements".
Forward-looking statements are subject to a number of risks, known and unknown, that could
cause results or operations to differ materially from those anticipated. We have no obligation to
update forward-looking statements. Some of the statements and financial projections contained
in the material are forward-looking statements and not statements of fact.

Forward-looking statements are generally accompanied by words such as "intends", "projects",
"strategies", "believes", "anticipates", "plans", and other terms which convey the uncertainty of
future events or outcomes. No assurances are given that such expectations will prove to have
been correct. Readers are cautioned not to place undue reliance on forward-looking statements
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Specific financial information, filings and disclosures as well as general investor information
about publicly traded companies, advice to investors and other investor resources are available
at the Securities and Exchange Commission website (http://www.sec.gov) and
(http://www.nasd.com)

Futures and forex trading contains substantial risk and is not for every investor. An investor
could potentially lose all or more than the initial investment. Risk capital is money that can be
lost without jeopardizing ones’ financial security or lifestyle. Only risk capital should be used for
trading and only those with sufficient risk capital should consider trading. Past performance is
not necessarily indicative of future results.

If you trade options, we recommend you read and fully understand all the information contained
in the Characteristics and Risks of Standardized Options. It’s also known as the Options
Disclosure Document and it explains the characteristics and risks of exchange traded options.
(https://www.theocc.com/Company-Information/Documents-and-Archives/Options-Disclosure-Do
cument)

It is imperative that all readers visit our website for our Terms of Use and our privacy policy, and
for compensation and other important disclosures.
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