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Confluence Investment Management offers various asset allocation products which are managed based on
“top down, ” or macro, analysis. We publish asset allocation thoughts on a bi-weekly basis, updating the
report every other Monday, along with an accompanying podcast.

China Cuts Its Energy Imports
June 15, 2026

As we’ve noted before, the most immediate economic and financial market risk from the Iran war
is the possibility of further price hikes for oil, natural gas, and some other commodities that depend
heavily on shipping through the Strait of Hormuz. Because of the war, the strait has now been
essentially shut down for more than three months. Global energy and other commodity prices have
indeed increased. As shown in the chart below, near Brent crude oil futures prices jumped
approximately 50% in the weeks after the war started on February 28. However, the escalation in
prices has been relatively contained and prices have even started to fall back recently. That’s
despite assurances from economists and energy analysts that prolonged closure of the strait would
inevitably lead to further price hikes. In this report, we show that a massive pullback in Chinese
energy imports has probably been a key reason why prices haven’t risen as much as feared, at least
so far. We also show that the pullback in Chinese energy demand has helped set the stage for recent
stock market dynamics.
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The unexpected pullback in energy prices was a mystery in recent weeks, especially since official
data and anecdotes suggested that the closure of the strait was forcing countries around the world
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to use up their inventories. For example, the International Energy Agency warned in its May
market review: “The world is drawing oil inventories at a record pace as importing countries
confront unprecedented disruptions to Middle Eastern supplies.” According to the IEA, global oil
stocks had plummeted by almost 250 million barrels since the start of the war, with even steeper
declines if stranded stockpiles in the Middle East are excluded. Such inventory depletion would
normally be expected to boost prices.

More recent data appears to solve the mystery about why energy prices haven’t risen further and
have even fallen back. Recent data shows Chinese oil imports have dropped to approximately 6.6
million barrels per day, down 38% from the average of about 10.6 mbpd in 2025. The drop of
about 4.0 mbpd equates to almost 4% of current global oil demand. It could also offset much of
the net reduction in global oil shipments through the strait, which analysts estimate to be between
6.0 and 12.0 mbpd.

Chinese Crude Oil Imports
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Chinese energy imports and inventories are notoriously opaque, so these figures are uncertain.
Nevertheless, if China really has cut its energy imports as indicated, it would go far toward
explaining why energy prices have started to pull back, at least for now. We still believe that a
long delay in opening the strait would keep alive the risk of further energy inventory depletion and
renewed price spikes. However, China’s apparent disdain for paying elevated prices and its
willingness to cut back deliveries is having a salutary impact on global prices and helping calm
the world’s financial markets for now.

Going forward, if this trend continues, it will have big implications. For example, China’s ability
to forego expensive energy imports helps validate its “all of the above” energy policy, in which it
has invested in the full span of possible energy sources, ranging from coal, oil, and natural gas to
nuclear, wind, and solar. China is now benefiting from the flexibility it has gained from having
such a broad array of energy sources. We also think this situation illustrates how much economic
flexibility China has gained from building its enormous strategic reserves of energy and other
commodities. Although China won’t reveal the true level of its inventories, outside analysts
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estimate that they are currently several times bigger than the US’s Strategic Petroleum Reserve. It
would be no surprise if governments around the world now take a lesson from China’s approach
and try to adopt a similar all-of-the-above energy policy and start rebuilding inventories once the
war is over and prices come back down.

For the financial markets, the decline in oil prices wrought by China’s import cuts has probably
been a key reason for the recent modest retreat in inflation concerns and in government bond
yields. For example, the yield on 10-year Treasury notes fell from about 4.65% in mid-May to
about 4.45% at the start of June. We suspect this has encouraged investors to return to the frenzied
buying of US large cap technology stocks related to artificial intelligence. It has also arrested
investors’ early 2026 rotation toward value stocks. As we noted above, however, the continued
war in Iran is likely still depleting energy inventories around the world, including in China. That
likely translates into a continued risk of further energy price spikes and rising bond yields in the
coming months if the war isn’t resolved.

Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative purposes
only and should not be construed as individualized investment advice or a recommendation. The investment or strategy discussed
may not be suitable for all investors. Investors must make their own decisions based on their specific investment objectives and
financial circumstances. Opinions expressed are current as of the date shown and are subject to change.

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based
upon sources and data believed to be accurate and reliable. Opinions and forward-looking statements expressed are subject to
change. This is not a solicitation or an offer to buy or sell any security.
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ImportantDisclosures

This material is for use with investment advisory clients or prospects only

The information contained herein represents the opinions of the author and not necessarily Benjamin F. Edwards®.
Benjamin F. Edwards® is providing it for informational purposes only, not as investment advice or a solicitation for the
purchase or sale of any security or class of securities. Benjamin F. Edwards® & Co. (BFE) is a dually-registered broker-
dealer and investment adviser and member of FINRA and SIPC, and its affiliate Benjamin F. Edwards*" Wealth
Management, LLC, d/b/a Edwards Wealth Management (EWM) is an SEC-registered investment adviser. BFE and
EWM are affiliates through their common ownership by Benjamin Edwards, Inc. Depending on the context, the name
Benjamin F. Edwards® refer to either EWM, BFE or both.

As a registered investment adviser, Benjamin F. Edwards offers clients a variety of advisory portfolio options. Any portfolio
discussed is offered at Benjamin F. Edwards as an investment advisory account. To participate, investors must sign an
investment advisory agreement, select a manager, and pay an advisory fee. For additional information regarding fees,
please refer to the third-party asset manager's (asset manager) applicable disclosure documents and Benjamin F. Edwards’
disclosure documents, which may be obtained through your advisor or found on Benjamin F. Edwards’ website,
www.benjaminfedwards.com, under the Important Disclosures section.

Participating in advisory programs may cost the client more or less than if the client were to implement his or her selected
program separately, such as by using a different program sponsor, pursuing the strategy through a brokerage account, or
investing directly with the asset manager. Some factors that might impact the total cost to a client who implements a
program separately include the frequency of trading activity; whether a client might be successful in negotiating a lower
fee with a sub-advisor; rate of commissions, markups or other transaction-related compensation; or whether account fees,
transaction fees or similar charges would be incurred.

Investing in securities entails certain risks, including the potential loss of all or a portion of the proceeds invested.
Individuals should consider their specific financial needs, investment objectives and risk tolerance before making an
investment. Investments can be significantly affected by certain events, including international political and economic
developments, inflation, and other factors. Dividends are not guaranteed and are subject to change or elimination.

Exchange traded funds (ETFs) and mutual funds are sold by prospectus only, which should be read carefully before
investing. Please consider the investment objectives, risk, charges and expenses before investing. The liquidity of ETFs
may not reflect the level of liquidity of other instruments on listed exchanges such as well-recognized, large cap stocks.
The prospectuses, which contain this and other information, can be obtained from your advisor.

Investing in fixed-income securities involves certain risks such as market risk if sold prior to maturity and credit risk
especially if investing in high-yield or “speculative-grade” bonds, which have lower ratings and are subject to greater price
volatility. All fixed-income investments are subject to availability and change in price and may be worth less than original
cost upon redemption or maturity.

There are special risks associated with an investment in real estate, including credit risk, interest rate fluctuations and the
impact of varied economic conditions. Distributions from REIT investments are taxed at the owner’s tax bracket.
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