Market Views – September 2014

ARE LOWER OIL PRICES STILL
DOLLAR BULLISH?

Russell Clark’s
Market Views

A received wisdom in financial markets
is that a strong dollar implies a lower
oil price and vice versa.

A received wisdom in financial markets is that a strong dollar implies a lower oil price and vice versa.

The US has always been a much larger consumer of oil than either Japan or Europe, and when we adjust for GDP, we tend to find
that Europe and Japan produce about 30% more GDP per unit of energy used. That the US is both the largest consumer of oil and
less efficient than Japan or Europe in its consumption would indeed imply that the US economy would benefit the most from lower
energy prices.
However the large increase in US energy production since 2007 means that the US is well on the way to becoming energy selfsufficient.
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The continued increase in US oil production this year would suggest that US net oil imports may soon be less than Japan. Natural
gas is similar with net imports to the US falling.

Net Gas Imports (pipeline and LNG)
Bn Cubic Mtr
2010
2011
2012
US
74
56
43
Europe
334
327
310
Japan
95
107
119

2013
37
308
119

The increase in US natural gas production has also displaced coal consumption leading the US to be a net coal exporter – with much
of its coal exports going to Europe. Both Japan and Europe have increased their reliance on coal in recent years.

The massive increase in energy supply in the US has also led to much lower prices, particularly in natural gas.

As can be seen, Japan faces the highest cost for natural gas, a situation that has been compounded by the Fukushima disaster,
which forced the closure of most of Japan’s nuclear industry and forced a large increase in LNG imports. This has been detrimental
to Japan’s trade balance.
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In the case of the Eurozone, despite no increase in energy consumption, the trade balance for energy has worsened while its
manufacturing trade balance has surged higher.

This is in stark contrast to the US that now has the lowest petroleum trade deficit since 2004.
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Should the oil price halve from here, I calculate that the US import bill would fall by 90bn, assuming no increase in consumption or
imports. This would be 0.5% of GDP improvement in net exports. For Europe, in 2013 the energy trade deficit was roughly 380bn
Euros, so a 50% fall in price would imply a fall in their import bill of 190bn Euros, or nearly 2% improvement in their trade
position. Japan would also see a 2% improvement. For both Europe and Japan the improvement is probably an understatement, as
energy prices are higher in both regions, and for Japan in particular a fall in energy prices would probably coincide with a fall in
most commodity prices, leading to an even bigger improvement in the trade position. It seems to me that if oil price weakens, then
the euro and the yen have a strong chance of appreciating versus the dollar.
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DISCLAIMER
This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated
by the Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for
professional clients and eligible counterparties only and is not intended for retail client use. It is not intended for distribution to
any country where such distribution or use would be contrary to local law or regulation.
This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or
related services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been
obtained from sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time
of publication and may change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be
relied upon in making an investment decision. No recommendation is made positive or otherwise regarding individual securities
mentioned herein. Past performance is not indicative of future performance. The price of investments can go up as well as down and
can be affected by changes in the rates of exchange. The information contained in this document is strictly confidential and is
intended only for the use of the person who has been provided the Market View by the Firm. No part of this Market View may be
divulged to any person, distributed, resold and or reproduced without the prior written permission of the Firm.
Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no
representation as to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in
formulating such “forward looking” information may differ materially from actual events or conditions.
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