Autumn 2015
Ever pulled out of a Shell or Petro Canada and thought, "Dang, wish it cost me more to fill my tank"? Neither
have we. The love of inexpensive gas is so deep for North Americans that many of us eschew a nearby station in
favor of one a few blocks away if we can save a couple cents per gallon. And why, these days, so many of us are
easing away from the pump with increasingly bigger smiles, and fatter wallets.
The price of gas has dropped more than a dollar per gallon over the last year. And it's likely to go lower in the
coming months. Combine that with falling diesel, heating oil, and natural gas prices and that's a lot of
household savings. In fact, the United States Energy Information Administration, in January, predicted folks
would spend $750 less on gas this year. Canadian and European consumers are also feeling the savings.
Common logic, and history, dictates that low oil prices fill the sails of the global economy, spurring growth.
Wealth moves from producers to consumers, and consumers spend. And that's what will happen. Just not yet.
For now, there's full-blown concern for the global economy.
Simple supply-and-demand economics is the easiest explanation for all the fretting. The US's quest to become
less oil dependent on foreign countries has led to the doubling of production over the last six years. This has
caused places like Saudi Arabia, Nigeria, and Algeria to find new buyers, and drop their prices. But few countries
are turning the spigot to the right. Canada's oil production, for example, continues to rise. Even Russia, with
their shaky economy, keeps drilling away. And we haven't even mentioned Iran, who will be flooding the
market even more once the P5+1 deal kicks in. (P5+1 refers to the five permanent members of the United
Nations Security Council plus Germany)
While the market is awash with inexpensive oil, the economies of Europe and developing countries are
weakening. Vehicles are becoming more energy-efficient reducing oil demand. And China has recently
devalued its currency, causing many to worry that things are only getting worse for the world's biggest
importer of oil.
The low fuel prices means many of those oil-producing countries will invest less money around the world. In
the US and Canada, companies in oil-related fields are making major cuts, which are hitting places like Alberta
and North Dakota especially hard. Employment in the sector is down 8% since October of 2014. Hourly wages
have shrunk 10% in that same time period. Payouts to investors are being cut. And, for the just the third time in
40 years, millions of Social Security recipients, disabled veterans and federal retirees (roughly one-fifth of the US
population) will not see an increase in benefits because the annual cost of living adjustment is being dragged
down by low gas prices.
That's the storm. Now, the impending rainbow.
Change is coming. As Matthew Parry, a senior oil analyst at the International Energy Agency told The Week on
Wednesday, "The market psyche is gradually switching from the current fundamentals of a heavily
oversupplied market to 'tomorrow's prices today' - a market likely to eradicate the surplus by 2017, and at least
endure thinner oversupplies in 2016." In the meantime, low energy prices will slowly start to stimulate the
economy. Once consumers believe low fuel costs aren't temporary, they'll begin to save less and spend more.
The low cost of transportation for airlines, trucking companies, shipping, and rail will make it cheaper to move
goods (and people) around the world, and these savings will be passed down to the consumer. Oil and gas are
also major components in chemicals, pharmaceuticals, and plastics, key pieces of consumer and industrial
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products, so expect those industries to prosper as well.
The oil industry's history is one of booms and busts. In recent years, companies have made record profits. Now
we're in a downturn, and it may be years before a barrel of crude returns to $90 per barrel, the norm over the
last decade. While investors are alarmed by this, and consumed with the slowdown in China, we're looking
forward to what happens next. Current low oil prices are stimulative to the economy, the positive effect just
take longer to be realized. Meanwhile the growing middle class in emerging economies that are showing a lot
of resilience, and we're making small tweaks to our portfolios to reflect that, the next boom.
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