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How important are oil prices to the World economy? Most economists agree that a drop in oil prices works like a tax cut and stimulate the economy. But that only helps buyers of oil, not sellers. So the consumer’s the winner and oil companies are the loser. I bet you get a smile on your face every time you fill up at a gas station lately. This is good for consumer confidence and should result in consumers spending their savings on other things. So why does the stock market seem to drop whenever there is a report of falling oil prices or an increase in oil supply? I think much of it has to do with short term traders trying to make a fast buck. This is not totally irrational as oil is big business in the United States and the fear managers are having a hay-day exaggerating the effects of low oil prices. They do have a point, for instance, the entire oil fracking industry is insolvent with oil of $30 per barrel. There is going to be an incredible number of bankruptcies if oil prices don’t recover. How many banks will be in trouble due to these bad loans? Will we get a contagion effect like 2008 when even General Electric had trouble borrowing money because no one knew how much sub-prime mortgages it was exposed to? Then there is the employment effect; if 
you’re a fracker, you don’t have a job. The big oil companies aren’t 
immune either, but at least they have a lot of cash to weather the downturn. Commodities like oil usually have a self-correcting mechanism: when prices drop below your cost you shut down production, this lowers supply and prices generally go up. Saudi Arabia knows this, and they want to make fracking unprofitable, not to mention deep sea drilling, in order to avoid losing market share. Can we compete with the Arabs? I don’t think so. Iran’s about to bring on additional ½ million barrels a day to the market and their cost of production is estimated at less than $10 per barrel and I think Saudi Arabia may be even less. On the other hand, most oil producing nations have nothing else going for them and need much higher oil price to be able to support their populations. To cover the difference between its spending and revenue over the past year, Saudi Arabia has drawn its reserves down from $728 billion at the end of last year to around $640 billion. This is a huge amount and they cannot support their lifestyle for very long with oil prices this low. Speaking of the economy, how important is oil to the U.S. economy. I don’t know for certain, but I can say that S & P 500 earnings
dropped 14% last year, but if you exclude oil & mining S & P 500 earnings increased by 6%. Is the stock market going to crash? I don’t 
think so, but it is okay if it does, it’s a natural occurrence. It gives long term 
investors the opportunity to re-balance in which we buy low and sell high, which is a winning strategy. Be patient, Warren Buffet says that the markets are the most efficient mechanism for moving money from the inpatient to the patient. Don’t be impatient or you will be on the losing end of the transaction. One needs to consider their investments like their real estate investments. Why care what someone tells you your house is worth unless you are considering selling. Stocks and other investments are priced daily, but the price doesn’t matter unless you want to sell or buy, so a little temporary market crash shouldn’t concern you. What really matters is the companies you’re invested in making money and will they continue to do so? I sleep well knowing that my money is managed by the best managers available that I don’t second guess. If you’re concerned about your investments or just want a second opinion, please feel free to call me. Since the bank pays me a salary only and I am not influenced by earning a commission, I can give you an objective opinion about your investments. I can be reached at (503) 668-2530
Your friend,
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