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When Oil Runs Red

Among the developments this past month, one that dominated economic news headlines involved the precipitous
drop in crude oil prices. As of December 12, the spot price for West Texas Intermediate crude had fallen to around
$59 — the lowest since 1H2009 and well below many producers’ cost of production. OPEC’s decision to maintain
output levels seems to be having the desired effect of knocking out weak shale oil competitors: Permits for new U.S.
wells dropped by nearly 40% in November, and numerous bankruptcies are inevitable in the highly leveraged shale
oil sector. Oil producing countries are not necessarily “sitting pretty,” however. Many of them have high fiscal break-
even costs (e.g., Saudi Arabia: $98/barrel; Venezuela: $161) because of prodigious welfare spending, and thus falling
prices are “playing havoc” with their budgets.

Since an increasing share of the oil consumed in the United States is domestically produced, the impact of cheaper oil
on GDP is less certain. In the past, falling oil prices translated to a lower value of imports — which meant that shrink-
ing imports exerted less of a drag on GDP. This time around, by contrast, falling oil prices are disproportionately af-
fecting local production. Consumers will feel some relief, but for most those sav-
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e Manufacturing — Total industrial production took a breather in October, edg-
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1.9% higher YTD than in 2013. Existing home sales advanced 1.5% to 5.26 mil-

lion units SAAR, but were 3.8% lower YTD than 2013. Previous six month’s behavior of
macroeconomic variables indexed
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