
17 October 2014 

 

Disclaimer: The information contained in this publication, and in particular the description of individual securities, does not constitute either an offer to buy the products or a solicitation 
to engage in some other transaction. All the information contained in this publication has been carefully selected and originates from sources which the Investment Center of the St.Galler 
Kantonalbank Group considers in principle to be reliable. The opinions or other descriptions presented in this publication are subject to change at any time and without prior warning. 
No guarantee can be given or responsibility assumed regarding the accuracy and completeness of the information. We accept no liability for the correctness of the information. 

Analyst: Daniel Wachter, Telefon: 044 214 33 71, E-mail: daniel.wachter@sgkb.ch 

 
Bargain basement oil 
 
It is only four months since the oil price surged beyond 
100 dollars per barrel. Whereas in June the markets 
were fretting about interruptions to supplies from Iraq, 
the second-largest OPEC producer, the focus of attention 
has now shifted noticeably. 
 
The threat posed to the Middle East by the terror organi-
zation IS has in no way diminished. And yet oil prices 
have plummeted during the summer. On their way 
downwards, prices of Brent and the US variety effortless-
ly crashed through the 90 dollar mark at the beginning 
of October. By then, both of these traded varieties were 
fetching about 25% less than in mid-June. The price slide 
was triggered on the one hand by the ample supply 
situation in the oil market and, on the other, by a slump 
in demand due to the gloomier economic situation. The 
International Energy Agency (IEA) expects 2014 to see 
the smallest growth in demand since 2009.  
 
Price trend of WTI and Brent varieties in USD/barrel 
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Non-OPEC supplies expanding 
US oil production in particular is rising continually. 
Thanks to new oil extraction technology (fracking), the 
US oil sector is experiencing its biggest boom for some 
years. In September alone, output rose to an average of 
8.7 million barrels a day, the highest monthly figure 
since 1986. Production is up by 65% since 2005, and is 
still rising. As a result, crude oil is currently plentiful – 
with the attendant consequences for global supply and 
demand. As the world's biggest consumer of oil, the 
USA is now having to import far less than it used to. 
Since peaking in 2005, US oil imports have fallen by 
3.1 million barrels per day (-30%). 
 
 
 

How will OPEC react to the lower prices? 
The twelve nations affiliated to the Organization of the 
Petroleum Exporting Countries cover about 35% of world 
oil consumption. With the return of Libyan oil to the 
world markets, OPEC production also rose in September: 
last month, it reached 30.437 million barrels per day. 
No price-boosting signals are emerging from OPEC at 
the moment. On the contrary: after Saudi Arabia and 
Iran, Iraq is the third country to lower its prices for the 
key sales region of Asia. At present, producers seem to 
be focusing on defending market share rather than stabi-
lizing prices.  
 
A focus on the suppliers – is OPEC testing the pain 
threshold? 
Generally speaking, sharp price swings on the oil market 
are nothing new. Two years ago we saw a similarly 
steep correction after prospects for the world economy 
turned gloomy. What is new, however, is OPEC's reac-
tion. It is rumoured that, by tolerating the plunging oil 
price, Saudi Arabia in particular may be testing the pain 
threshold on the market: the further price falls, the great-
er the number of extraction projects that will face profit-
ability problems. This will impact on future supplies and 
hence stabilize the price. There are already signs that oil 
producers may be reviewing their investment activities in 
light of the lower price. Moreover, it is unlikely that 
OPEC members will stand by and watch prices crumble 
further without taking action – crude oil revenues are too 
important for their national budgets. Saudi Arabia will 
be play a key role here, it has traditionally acted as a 
"safety valve" in such situations. If prices remain under 
pressure, as they are expected to do in the near term, 
tension should build up in anticipation of the next OPEC 
meeting due to be held in Vienna on 27 November: 
production cuts are on the agenda at this meeting.  
 
Conclusion:  
Following the sharp price slide, worries about the eco-
nomic situation should now be factored in. The lower oil 
price, however, should benefit the recently more sluggish 
economy.  
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