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O’er the land of the free and the home of the ….oil. 

 
The Americans may have lost the Ryder Cup but when it comes to oil, look to be a clear winner. This is because 

the US is set to overtake Saudi Arabia at the top of the petroleum league table. US production of crude oil and 

related liquids such as ethane and propane are set to exceed Saudi Arabia’s this month for the first time since 

1991. In terms of just crude oil production the US could catch up with Saudi Arabia and Russia by the end of the 

decade.  

 

The shale oil and gas revolution has already lowered energy bills aiding the trend of on-shoring of manufacturing 

to America by US companies and the growth of the economy. More significantly, it could have an effect on US 

foreign policy. Imports are expected to provide just 21% of US fuel consumption next year down from 60% in 2005. 

The decreased import dependence has not led the US to disengage from the Middle East as shown by the airstrikes 

on Islamist militants but it has encouraged calls from within the US for a reduced military commitment to the 

region. By comparison, China’s emergence as a major oil importer has increased its interest in the Middle East 

with the first visit by a Chinese warship to Iran this week.    

 

Higher US supply and concerns about the slowing European and Chinese economies have contributed to recent 

oil price weakness which has hit a two year low. In addition, last week Saudi Arabia announced it was reducing its 

selling price for oil to protect its market share.  

 

Clearly, a lower oil price would be a positive for global GDP growth but particularly the US economy. 

 

We monitor short term geo-political situations such as the Ukraine, Middle East and Hong Kong very closely but it 

also pays to be aware of the bigger long term global strategic picture. 

 

What are we watching this week?     

 

Markets entered the important fourth quarter in risk averse mode given ongoing geo-political tensions (Ukraine, 

Middle East but particularly Hong Kong) together with concerns about Europe’s economic outlook as deflationary 

forces continue to surface. Markets are waiting to see how China reacts to the protests but has said that the chaos 

goes beyond what we can tolerate. The Ebola threat remains with the first case reported in the US from a Liberian 

traveller which negatively impacted the airline sector. In West Africa aid agencies warn the Ebola outbreak is 

getting worse with healthcare demands far outstripping supply.    

 

  In the UK the BoE reported a decline in mortgage approvals in August reflecting the tightening of lending 

requirements, as well as the prospect of an increase in borrowing costs. UK Q2 GDP was revised up modestly and 

the BoE forecast of 3.5% growth for 2014 still looks achievable. However, the hoped for re-balancing of the UK 

economy is still some way off as although business investment is making a positive contribution, net trade remains 

a drag. The September PMI showed a further slowing in new orders for manufacturers. With price pressures very 

subdued it is difficult to see why the MPC would consider increasing interest rates in this environment. The £/$ 

dropped to below $1.60 which is good news for UK quoted overseas earners during the important fourth quarter.   

 



The UK equity market is starting to see more profit warnings, although these seem to be company specific with 

20% share price falls from mid-cap constituents De La Rue and Balfour Beatty. In the FTSE 100, Next commented 

that its clothing sales had been impacted by the recent mild weather, while the supermarket retailers continued 

to fall on price war escalation fears following a trading update from Sainsbury. Increased risk aversion was 

reflected in the first of the potential wave of UK new issues to be pulled –Miller Homes. 

 

  In Europe, manufacturing PMI data remained disappointing with the September reading at a 14 month low. 

More worryingly new orders contracted for the first time since June 2013 which does not bode well for 

manufacturing output in Q4. Furthermore, German manufacturing PMI also made uncomfortable reading, with 

activity contracting marginally for the first time in fifteen months.   

 

The ECB must be worried that deflationary forces are becoming more entrenched and may continue to weigh on 

demand. However, equity investors placed too much faith in Mr Draghi being able to deliver yet another policy 

boost to calm fears about the flagging European economy. The Eurozone data has been showing that the 

transmission mechanism between the central bank and credit markets is not functioning properly. The comments 

from the German contingent of the ECB underlined their continued resistance to full blown QE due to the risk to 

the central bank’s balance sheet. Instead the ECB will begin to buy assets from the middle of this month and the 

programme will continue for two years. Given the rate at which inflation expectations are declining, this may not 

be fast enough.  

 

  In the USA by contrast, consumer spending expanded again in August while the savings ratio continued to 

decline. Forward momentum looks to be sustained despite some slowing in the pace of new home purchases. 

However, the Institute for Supply Management’s index of manufacturing activity dropped more than expected in 

September. This reflected weakness in other parts of the world and the recent strength in the US Dollar.     

  

  China’s official manufacturing PMI was unchanged at 51.1 in September although investors are focused 

on the protest in Hong Kong and how the Chinese authorities will deal with it. In Japan the Tankan business 

sentiment survey for Q3 showed a better outlook for manufacturers helped by the weaker yen.  However the market 

mood was not helped by a Japanese trader who accidentally mistyped a trade in 42 blue chip stocks before rapidly 

cancelling them. The ‘fat finger’ trade was worth £370bn – that’s more than the size of Sweden’s economy! 

 

Finally, for anyone out there buying a house spare a thought for Ben Bernanke, the former Chairman of the US 

Federal Reserve who has revealed that he recently tried to re-mortgage his house but was turned down. Sounds 

like a bit of a PR disaster for his bank manager!        

 

If you wish to discuss any aspect of this newsletter, please do not hesitate to contact us. 

 

Further information about Alpha Portfolio Management, our products and services, please visit www.alpha-

pm.co.uk or email info@alpha-pm.co.uk.  Alternatively, you can call us on 0117 203 3460. 

 

This publication is for informational purposes only and should not be relied upon. The opinions expressed here represent analysis by an Alpha Portfolio 

Management representative at the time of preparation and should not be interpreted as investment advice.  

 

You should seek professional advice before making any investment decisions. The past is not necessarily a guide to future performance. The value of shares 

and the income from them can fall as well as rise and investors may get back less than they originally invested. Any tax reliefs referred to are those currently 

applying. Tax assumptions may change if the law changes and the value of tax relief will depend upon individual circumstances. All estimates and prospective 

figures quoted in this publication are forecast and are not guaranteed. Alpha, its associate companies and/or their clients, directors and employees may own 

or have a position in the securities mentioned herein and may add to or dispose of any such securities. The sender does not accept legal responsibility for 

any errors or omissions, in the context of this message, which arise as a result of internet transmission or as a result of changes made to this document after 

it was sent.  
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