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OPEC made a surprise announcement the day before Thanksgiving that sent oil prices and energy 
company stocks plummeting.  OPEC, a cartel of the world’s largest oil producing nations, had been 
widely expected to cut production of oil by their member nations in response to the global supply glut 
of oil, and decreasing demand due to slowdowns in many nation’s economies. However, they stunned 
the markets by announcing that they would produce 30 million barrels/day – a level of production that 
will flood world oil markets. 
 
The response was quick and dramatic. Oil prices tumbled over 10% the day after Thanksgiving, adding 
a month’s end punctuation to an 18% cumulative drop for the month of November. 
     
2014 Oil Prices 
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Energy company stocks were very volatile, and also saw large price drops on Friday. You can expect 
some unpleasant results in your November monthly statement in energy sector investments.  
 

 
 
Trying to Crush US Oil Companies 
Why did the OPEC companies make this decision? Russian oil tycoon Leonid Fedun told Bloomberg 
news that OPEC's actions are part of an effort to weaken or crush US shale oil producers, which have 
ramped up production significantly in the last few years. 
 
US petroleum production has undergone an amazing renaissance the last few years. The International 
Energy Association (IEA) has forecasted that domestic oil and gas production will skyrocket; 
surpassing even the Texas and Alaska oil boom of the early 1980’s and will grow so rapidly that the 
US will soon surpass Saudi Arabia as the world’s number one petroleum exporter. There is a 
significant catch  – most of the new US production comes from “tight oil” fields – and tight oil fields 
like the Bakken shale in North Dakota are generally at a break even at about $40/barrel or higher. In 
other words, if prices continue to drop, many US oil producers will have to discontinue production as 
they may no longer be profitable at lower prices.   
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If the Russian oil baron is right, then OPEC is purposely flooding the markets with cheap oil as a 
strategy to try and damage US oil companies and slow down production by their competition in the oil 
fields of North Dakota, Texas and Pennsylvania. If they can keep oil prices down long enough, they 
might be able to bankrupt or disrupt US producers to a level where our domestic production is shut 
down for a longer period of time. The end game for OPEC is to try and keep the lion’s share of the oil 
market, and to reduce or eliminate the competitive threat from US energy companies.    
 
OPEC members for the most part are quietly or overtly hostile to the US. They are waging an 
economic war against us – instead of guns and missiles their weapons are collusion and monopolistic 
cartels.  
 
So what will OPEC do? 

The next OPEC meeting is scheduled for June 2015 so will have to wait for quite some time to see 
what happens next.  

It is important to note that the OPEC decision may cause their members pain also. The International 
Monetary Fund (IMF) has estimated the oil price that each of the members need to keep their budgets 
balanced and their governments afloat. Kuwait, Qatar and the United Arab Emirates need oil to be at 
about $70 a barrel, while Iran needs $136, Venezuela and Nigeria $120, and Russia $101. Since the 
price is now significantly below these levels, each of their governments may suffer serious revenue 
shortfalls.    
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“If the governments aren’t able to spend to keep the kids off the streets they will go back to the streets, 
and we could start to see political disruption and upheaval,” said Paul Stevens, distinguished fellow 
for energy, environment and resources at Chatham House in London, a U.K. policy group. “The 
majority of members of OPEC need well over $100 a barrel to balance their budgets. If they start 
cutting expenditure, this is likely to cause problems.” 

OPEC needs higher oil prices in the long run, and they may only be able to maintain their current 
tactics for a relatively short time until their own pain becomes too much to bear. 

Turnabout’s Fair Play? – The Standard Oil Story 

An interesting historical side note is that monopolies and collusion were a major part of US corporate 
history in the 1900’s and perhaps no company of that era was more abusive and outrageous in their 
behavior than Standard Oil.   

Standard Oil was an American oil producing, transporting, refining, and marketing company. Established in 
1870, it became the largest oil refiner in the world. John D. Rockefeller was a founder, chairman and major 
shareholder. The company was an innovator in the development of the business trust. The Standard Oil trust 
streamlined production and logistics, lowered costs, and undercut competitors. "Trust-busting" critics accused 
Standard Oil of using aggressive pricing to destroy competitors and form a monopoly that threatened 
consumers. Its controversial history as one of the world's first and largest multinational corporations ended in 
1911, when the United States Supreme Court ruled that Standard was an illegal monopoly. The Standard Oil 
trust was dissolved into 33 smaller companies; two of its surviving "child" companies are ExxonMobil and the 
Chevron Corporation.    (Source: Wikipedia) 
 

 
A political cartoon from the early 1900’s depicts President Teddy Roosevelt fighting the Standard Oil 
serpent. 
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 We can grumble about OPEC’s damaging behavior, but perhaps they copied the tactic from corporate 
America and the US oil industry years ago. 
 
What Does it Mean to Me? 
 

 
 
It has been years since we have seen a gas price that starts with a 2! Lower gas and oil prices are happy 
news for most consumers. However, there are both positives and negatives of a low and dropping price 
of oil. Let’s examine a few of the ways that OPEC’s decision might impact us as investors, consumers 
and citizens.  
 
Positive:   
 

 Low oil prices may stimulate the economy. The OECD (The Organization for Economic 
Cooperation and Development) estimates a $20 drop in price adds as much as 0.4 percentage 
point to growth of its members after two years – a considerable and significant increase. By 
knocking down inflation by 0.5 point over the same period, cheaper oil could also persuade 
central banks to either keep interest rates low and/or even add more monetary stimulus. 
 

 Manufacturing & Jobs prosper. Cheaper energy prices makes manufacturing more competitive 
domestically and encourages job creation. It also lowers corporate costs which increases 
profitability. For example the commercial price of natural gas is about 3 times higher in Europe 
than in the US. 
 

 Farmers benefit and Food prices may drop. A farmer may have up to 80% or more of the cost 
of farming attributable to petroleum prices. As those prices drop, the farmer may make more 
money and food prices may go down. 
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 Importers can buy (petroleum based) products from overseas at lower costs. Tourists may enjoy 
lower costs as travel is tied closely to the price of fuel. 
 

 Consumers have more discretionary income to save, invest, or spend as their cost of gasoline 
and heating drops. 
 

 Truck, SUV, RV and Boat sales may go up. 
 

Negative:  
 

 Energy company stocks may drop in value as they are less profitable at lower oil prices. 
Smaller or marginal producers may go out of business or be acquired. 
 

 Future production may decline as existing production is shut down, and lower prices discourage 
further exploration and innovation. This may actually result in greatly reduced supply and 
higher prices in the future – the end game that OPEC seems to be hoping for. This may also 
result in continued and increased US dependence on countries that are openly hostile to the US 
(e.g. Venezuela, and many Middle East countries.) 
 

  Alternative energy like solar, geothermal and wind, become less attractive and economically 
unfeasible as oil prices drop. This may also discourage innovation and research and further 
progress in this area. 
 

 Hybrid and electric car sales may suffer. In an example of the fickle nature of the US 
consumer, in 2008 when oil prices were in the $140/barrel range, the top selling car was the 
economical Toyota Camry (available as a hybrid), and yet the very next year, when oil prices 
dropped the top selling vehicle was a gas-guzzling SUV.  

 
Mixed: 
 

 The US stock market. The SP 500 index consists of over 11% energy companies whose large 
drops in price Thanksgiving week dragged down the overall market. However if low oil prices 
prevail, many other US sectors may eventually do very well as noted above.  
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Actions to Take 
 
Clients of our firm may have been enjoying nice gains through the years, as we have been 
recommending a small percentage to energy sector investments as an allocation in portfolios for many 
years. Are the good times over in energy stocks? Perhaps, if OPEC is successful in keeping oil prices 
suppressed for a long enough time. Remember that the next OPEC meeting is not scheduled until next 
summer so we have a while to wait. 
 
Many savvy observers believe however that OPEC cannot keep oil prices at this low level for an 
extended period of time without suffering severe consequences to their own economy’s and 
governments. And, the oil production boom in our country is still in its early stages. There may yet be 
more profitable years to come investing in the energy sector. 
 
One thing to consider is year-end tax loss selling. In most years, tax loss selling tends to peak around 
December 19th or so. If that is the case this year, expect higher volumes and increased volatility in 
energy stocks the next few weeks as investors sell (and then later buy back positions) for tax planning 
purposes. 
 
If you have energy investments in a taxable account (i.e. a non-IRA account,) we will be reviewing 
positions and cost basis and will be contacting you this month to discuss if a tax harvesting strategy 
might be appropriate in your situation.  
 
It has been a crazy month for oil prices and energy company stocks – great for consumers and drivers, 
but disappointing for investors. It will be interesting to see what 2015 brings. We look forward to 
reviewing this with you at our next scheduled review meeting. 
 
Our firm, and my family and I wish you a wonderful Christmas and New Years to you and your 
family! 
 
 
Warm Regards, 
 
 
 
William R. Gevers     
Financial Advisor 
 
PS: We have been repeatedly asked by clients if they could share these e-mail notes with their friends 
or neighbors. Please feel free to forward this with the stipulation that it may only be forwarded if done 
so in its entirety with no portions omitted. We would be delighted to share our comments and opinions 
with your friends, and welcome your comments and feedback. If you received this and would like to be 
included on our newsletter list, please email us at info@geverswealth.com  
 
Copyright 2014 William R. Gevers. All rights reserved. 
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The views are those of Gevers Wealth Management, LLC, and should not be construed as individual investment advice. All information is believed to be from reliable 
sources; however, no representation is made as to its completeness or accuracy. All economic and performance information is historical and not indicative of future results. 
Investors cannot invest directly in an index. Please consult your financial advisor for more information. Securities and advisory services offered through Cetera Advisor 
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 Oil Wars – The Middle East and OPEC Wages an (Oil) War against the US 
December 2014 
Gevers Wealth Management, LLC  
Page 9 
 

US Money Supply, US Dollar, and Inflation/Deflation Watch 
 
"Neither a wise man nor a brave man lies down on the tracks of history to wait for the 
train of the future to run over him." - Dwight D. Eisenhower  

 
 
US Money Supply – Adjusted Monetary Base 

 
(http://research.stlouisfed.org/fred2/graph/?s%5B1%5D%5Bid%5D=AMBNS#) 
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US Dollar Price – (DXY) USD Index measured against other currencies 

 
 
(http://barchart.com/chart.php?sym=DXY00&style=technical&template=&p=MC&d=H&sd=01%2F01%2F20
00&ed=&size=M&log=0&t=LINE&v=1&g=1&evnt=1&late=1&o1=&o2=&o3=&sh=100&indicators=&ad
dindicator=&submitted=1&fpage=&txtDate=#jump) 
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Inflation/Deflation -Year to Date price increase in commodities and basics as measured by 
futures  

 
(http://www.finviz.com/futures_performance.ashx?v=17) 
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Velocity of Money – Velocity is a measure of how quickly money is spent. High velocity is 
typically a precondition for inflation. 

 
(http://research.stlouisfed.org/fred2/series/MZMV) 


