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As an adjunct to the independent research I have been writing since 2001, I have spent much of that period also 

providing a monthly article under one of my labels.  Currently, I provide that article as a part of this newsletter (Stock 

Market Manager’s monthly “Black Swan Connection”). To be honest, it is sometimes difficult for me to settle on a 

topic for each monthly article.  After providing such a publication each month for what is now approaching 20 years, 

one starts to run out of things to say.  When I first started writing the articles, I tried to take a more educational 

approach by providing some insights on issues that I thought were topical to securities analysis in general, and/or 

more specifically microcap investing.  Those articles addressed things like “what is EBITDA and why is it important” 

and “what is enterprise value and how is it derived”. While I think I am reasonably versed in applicable financial 

topics, at some point I felt like I had touched on most of the relevant things I knew.  As a result, my topic 

“methodology” evolved over time, and eventually brought me to my approach today, which is to try to address current 

issues that might be impacting and/or moving markets or are at least in my view positioned to at least move them in 

the future.  Even give that approach, it is difficult to avoid redundancy especially when the market seems to be fixated 

on the same small handful of variables that it has been focused on for some time now (interest rates, central banks, 

trade wars, stock buybacks and a few others). It is hard not to repeat yourself. At least from my perspective, this 

monthly newsletter thing is more difficult than it may seem, although not as hard as the commentary that many 

financial writers must come up with every business day (which probably explains why some of it is nonsense).  That 

is not necessarily a critique of their business acumen, or writing skills, but sometimes it might be better to say nothing 

than to say something just to say something. Most financial publications are in the business of saying 

something…anything. 

With that in mind, I tend to read a fair number of financial articles, opinions and observations each week.  Those are 

sometimes useful in helping me develop ideas for my own articles. When I see one of those, I try to tag it and refer 

to it when I finally sit down to write my monthly offering. To that end, a week or so ago, I came across an article that 

I found interesting called, Oil prices and the Coming Financial ‘Ice Age’.  The article is from a publication called 

Resource Insights and was written by Kurt Cobb a “freelance writer and communications consultant who writes 

frequently about energy and environment”.  This particular article focuses on some market analysis by Albert 

Edwards a “long-time financial strategist for the French investment bank and financial services giant Société 

Générale”.  According to Cobb, Edwards was “one of the very few who correctly predicted the drop in bond yields 

this year and he believes the world is about to enter the long-awaited terminal phase of the "Ice Age" he outlined 

back in 1996. In this terminal phase, he expects U.S. interest rates to turn decidedly negative and U.S. stocks to 

decline by more than 80 percent—that is, unless the Federal Reserve decides to interrupt the decline by buying stocks 

directly to bolster the market or to hand out free money to the populace in a sort of quantitative-easing-for-all 

strategy”.  The balance of the article largely focuses on Cobbs’ views on how that sort of scenario might impact the 

energy markets.   

To circle back to my notion of trying to find something to write about, after seeing this publication, I had decided to 

revisit an article I wrote for Stock Market Manager in November 2016, regarding oil prices.  I will address that in a 

moment, but to edify, that decision was driven by a recent coverage termination I executed on a small Colorado based 

oil & gas producer I followed that recently filed for Chapter 11. As I noted in the research, domestic oil production 

has been impacted by a handful of challenges that include first and foremost, the compression in oil prices from early 



2H18 levels, but also growing political/regulatory pressures, diminishing access to capital and a handful of others. 

As it turns out, the weekend’s drone attacks on Saudi oil assets suddenly made that topic prescient, so here we are. 

In my article from November 2016, I addressed oil prices in the context of two emerging themes.  The first of these 

was the rise of domestic (U.S.) oil production largely as a result of technology advancements in the “unconventional” 

space (i.e. “fracing”).  In short, the U.S. has an abundance of unconventional resources that were unlocked by these 

technologies, and the collision of the two ultimately turned the U.S into the world’s largest, and perhaps most 

“flexible”, producer.  That fact has reshuffled the energy deck.  Secondly, and as an extension of the U.S. oil boom, 

for the first time since oil became a valuable commodity, its price was not predominantly determined by a cartel; first 

the large oil companies (the “Seven Sisters”) and then OPEC.  I addressed in the 2016 article as follows:  

…In mid-2011, with oil trading above $100 per barrel OPEC held a meeting to increase production 

amongst members, which was largely rejected.  In the meantime, U.S. oil production was rapidly 

ramping up aided by elevated oil prices and corresponding flows of capital into the space.  Just to 

reiterate, we believe the emergence of U.S. non-conventional oil production has changed the face of 

energy that may lead to one of the world’s most prolific transfers of wealth rivaled perhaps only by 

that which occurred when OPEC took control of the energy markets in the second half of the 20th 

century.  Looking back, we’re not sure that OPEC did a very good job of managing its monopoly power.  

That is, there were at least a few points in time where they seemingly did the exact opposite of what 

they probably should have done in terms of managing supply, which probably speaks to the potential 

fragmentation of the organization to begin with.  Keep in mind OPEC was/is a group of sovereign 

entities with few things in common beyond their status as members of the organization.  In fact, some 

of them were otherwise considerably at odds, so it’s not hard to believe that they had difficulties 

agreeing to quotas or other constraints ultimately aimed at impacting oil prices but by extension 

impacting their sovereign wealth and ability to govern.  That fact begs the question relevant to today’s 

oil market, “if OPEC members had a difficult time staying on the same page when OPEC controlled 

substantial portions of the world’s oil production and oil reserves, how will they possibly pull on the 

same oar now when they control ever decreasing portions of the same and their influence is 

substantially lessened?”.  Quite simply, I don’t believe they can, and I frankly have a difficult time 

understanding why many seem to believe otherwise.  

To summarize my 2016 conclusion, I suggested that (I) “do not think it is unreasonable to assume that given the 

diminished impact of cartel influences on oil prices, oil will begin trading within more typical market constraints like 

many other commodities”.  To edify, I was suggesting that oil might begin to trade more in line with its all-in 

production costs and perhaps more in line with the margins experienced by other natural resources/commodities.   

More specifically, I noted:  

“…it’s hard for us to imagine oil “settling” in the $60 or even $50 range that many are suggesting.  

We submit, this may be a crude approach, but we do not think it is unreasonable to assume that given 

the diminished impact of cartel influences on oil prices, oil will begin trading within more typical 

market constraints like many other commodities...”. 

And finally, I conclude by saying:  

Granted, there are some clear caveats to the above.  Most notably, not all commodities are the same 

or for that matter even generally similar. Each has its own set of forces impacting its supply, demand 

and pricing. In addition, due to several factors oil will continue to face shocks and disturbances that 

other commodities may be less likely to encounter. As an example, we fully expect further geopolitical 

instability to impact oil prices on an ongoing basis, and in the longer term, and we also think the 

economic pressure that lower oil prices exert on producers who are dependent on oil to finance their 

governments will likely lead to lower capex, and perhaps reduced infrastructure maintenance outlays 

that may ultimately lead to lower production capabilities that could shuffle the supply side deck.   



So…that was then…this is now. To reiterate, …Keep in mind OPEC was/is a group of sovereign entities with few 

things in common beyond their status as members of the organization.  In fact, some of them were otherwise 

considerably at odds, so it’s not hard to believe that they had difficulties agreeing to quotas or other constraints 

ultimately aimed at impacting oil prices but by extension impacting their sovereign wealth and ability to govern…we 

fully expect further geopolitical instability to impact oil prices on an ongoing basis, and in the longer term.   

Apparently, this weekend, some of that “geopolitical instability” reared its ugly head in the form of drone attacks on 

valuable and productive Saudi oil assets.  As MarketWatch reported: “On Saturday, the drone attacks, directed at 

Saudi Arabian oil facilities that account for nearly 10 million barrels of crude-oil production, resulted in massive 

plumes of black smoke emanating from the oil field, and a shutdown that could lead to about 50% of its production 

being at least temporarily thrown offline”.  Goldman Sachs noted that “oil prices could shoot above $75 a barrel if 

Saudi Arabia can’t get its oil production fully back online soon, following damaging attacks over the weekend”… 

“The attacks on Saturday, that destroyed parts of Saudi Aramco’s Abqaiq plant, could lead to half the country’s 

production being off line, or 5.7 million barrels of oil a day, at least temporarily. According to The Wall Street 

Journal, that Saudi outage represents 5% of the world’s supply”. 

It’s easy enough to understand how this sort of event could impact prices while the facility is compromised (although 

others note that the Saudi infrastructure includes considerable redundancies to mitigate events of this nature) however, 

in my view the greater question is, how might this affect prices going forward?  The chart below (also from 

MarketWatch) provides a stark illustration of the impact of oil price on the global economy:  

 

 

 

To put this into perspective in terms of my premise from 2016, I argued that oil prices were likely to spend the 

foreseeable future trading at average prices below those of the prior decade in part because OPEC is essentially 

unraveling.  However, after this weekend’s events, I am beginning to wonder if oil prices might trade considerably 

higher in the foreseeable future, because OPEC is unraveling…  

First and foremost, the draconian scenario is of course some sort of war in the middle east. At this point, no one really 

knows whose idea this was and there is certainly some chance that it could escalate into conflict.  That would most 

certainly provide further disruption to world oil supplies, leading to higher prices and other associated misery (see 

that chart above), but could also have the potential to drag other players into the conflict.  As I said, that is the 

draconian view and I certainly don’t know how to handicap the likelihood, but I don’t think the likelihood is zero.   

Another scenario that may be playing out here is the impact that lower oil prices are having on certain OPEC 

members.  Specifically, the economies of Iran and Venezuela, (which are also the subject of U.S sanctions aimed at 



curbing their oil exports), are being acutely compromised by low oil prices. The crumbling state of affairs in 

Venezuela (OPEC’s founding member by the way) are well documented, and recently the U.S. National Security 

Council released a report that suggests that  “17 of Iran's 18 existing retirement funds are losing money” and “all 

members of Iran's military are covered by one of the 17 funds operating at a loss”. As “petro-states” Iran and 

Venezuela rely heavily on oil revenues to fund large portions of their government outlays (pensions in Iran for 

instance) and declining oil revenues via both lower prices and U.S. sanctions are beginning to exact acute tolls on the 

economic viability of each.  The collapse of these oil producers clearly has major implications for energy markets 

going forward. On one hand desperate people often resort to desperate means.  There are plenty of experts who 

believe the recent attacks on Saudi oil assets are the work of Tehran, which may be their answer to low oil prices and 

political reprisal.  On the other, as I noted in the November 2016 letter, it is unclear what months/years of neglect 

might mean to the ongoing viability of oil infrastructures in Iran and Venezuela.  Iran remains one of the world’s top 

5 or 6 producers, but their production is declining rapidly, while Venezuela’s production has also fallen off the map:         

 

 

https://www.eia.gov/todayinenergy/detail.php?id=39532 

 

 

Monthly Iran Oil Production- TTM  

 

To be sure, the decline in oil exports from these two nations has played a key role in OPEC+ meeting its production 

cut goals over the past two years or so. That is, in my view, while the Saudis have certainly done their share to meet 

or beat production cuts, I would argue that the lion’s share of the cuts are related to the attrition of Venezuela’s oil 

industry as it sinks deeper into the political and economic abyss, with Iran not far behind. Again, as oil revenues 

decline, and government planners must make choices between maintaining energy infrastructure and feeding their 

populations, it seems likely to me that oil production from these two major OPEC players is likely to be lower in the 

future rather than higher. That scenario will obviously impact supplies in the future.  Whether or not those supplies 

https://www.eia.gov/todayinenergy/detail.php?id=39532


are replaced by other producers around the world remains to be seen, but clearly the demise of these two could lead 

to tighter supplies and higher prices.  

In the meantime, oil prices have spiked in response to the weekend chaos, although it is unclear how long it will take 

the Saudis to get things up and running, so it is certainly plausible that supply disruptions could be minimal, and 

prices may stabilize quickly.  On the other hand, as the oil price/recession correlation chart above notes, rising oil 

prices may represent another headwind for what central banks apparently view as an already tenuous global economy.  

In the U.S., where recent data is pointing to increasing core CPI and rising wage pressure (GM strikes) a sustained 

spike in oil prices may be the sort of thing that causes the Fed to pause on rate increases that look to be baked into 

the equation (including resulting financial asset valuations).  While rising oil prices are certainly a welcome 

development for domestic energy companies (which by the way was reflected in the stock prices of many of them 

following the weekend’s attacks), their impact on others won’t be quite as beneficial. In my view, further escalation 

of oil related conflicts in the middle east could represent one of those “black swan” events that investors are hoping 

to avoid and to this point are largely ignoring.  Along those lines, I also tend to think events like this could renew the 

notion of geopolitical risk premiums in prevailing oil prices, which seem to have dissipated over the past year or two, 

largely I suspect because of OPEC’s shrinking influence. More importantly, I think Americans need to start 

recognizing the fortuitous impact that the discovery of unconventional energy sources and resulting energy 

independence has had on our ability to free ourselves from the economic tyranny of OPEC and some of its rogue 

members. Succinctly, our posture as an oil exporter puts us in a far better position to mitigate an event like the Saudi 

bombing, than if we were a large importer as we were during the oil embargos of the 1970’s. We need to consider 

those benefits as we wrestle with the proliferation and corresponding governance of our domestic oil and gas industry.                  

 

 

 


