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Berenberg Macro Flash 

THIS IS BIG STUFF 
The rout in oil prices could be a massive game changer for the world economy. For users of energy, it is equivalent to a 
huge tax cut. In fact, it's even better than that: the cut will not show up in bigger fiscal deficits and hence future liabilities of 
the energy users. Instead, Russia and other energy producers will have to foot the bill. 
 
To get a rough idea of the magnitude: the price for Brent crude is now €28 per barrel below the Jan 2013 - June 2014 aver-
age. If sustained, this could directly subtract up to 1.2 percentage points from Eurozone headline inflation by January or 
February 2015 (see chart below). Of that, only 0.4 points were in the November 2014 Eurozone inflation data already. Be-
yond the direct impact on the energy bill of consumers, the indirect effects on prices for energy-intensive services (package 
tours, airplane tickets), for food (think fertilzer prices) and for other goods (many chemicals) could reduce the Eurozone 
price level by a further 0.5 points over the course of a year. 
 
A 1% BOOST TO REAL GDP 
Lower energy costs leave consumers more money to spend on other things. The extra real purchasing power and the re-
duced input costs for companies should provide a boost worth 1% of GDP to Eurozone demand over four to six quarters. 
In the US and the UK, where the decline in oil prices has not been mitigated by fall in the exchange rate, the impact on 
headline inflation, consumer demand and business investment outside the energy industry will also be substantial. However, 
the aggregate impact will be mellowed a bit by the hit to their energy sectors as these countries are major oil producers 
themselves, with the US (fracking) likely more affected than the mostly-foreign owned North Sea oil sector in the UK.  
 
On balance, cheaper oil will probably raise aggregate demand in the Western world by about 1% of GDP over time if oil 
prices stay this low. Even better, lower energy costs can gradually raise the supply capacity of these economies as well. As 
we cannot know yet how permanent the most recent plunge in oil prices will be, much of the potential effect is not reflected 
in our baseline economic forecasts. Put differently: we see a nice upside risk to growth across the Western world for mid-
2015. As the extra real demand goes along with lower inflation, it will probably not have a major impact on central bank 
policies, neither preventing more ECB easing in early 2015 nor nudging the US Fed and the BoE towards an earlier rate hike 
in mid-2015. 
 
Anybody who ever argued for giving the Eurozone or other Western economies a fiscal boost: this is it. Big, non-
inflationary and paid by somebody else. Or, more precisely, it is the reversal of the big tax hike which oil producers had 
levied on their customers in the wake of the rise of the Chinese energy guzzler. 
 
MIND THE SNAGS 
Of course, there are snags.  
1. It remains to be seen how much of the oil price rout is permanent.  
2. As some oil producers could be heading for the rocks, they will cause some trouble for those who have lent them 
money or who have grown rich on selling them flashy cars and other goods.  
3. Economic transitions are rarely smooth. While many oil producers may have to curtail their imports dramatically 
and fast, it will take time before oil consumers spend their windfall gain. Some companies may struggle for a while before 
they have raised their sales to oil consumers by more than the fall in their sales to oil producers. 
 
THE POLITICS OF OIL 
Any massive redistribution of income can raise political tensions. But net/net, strengthening the US, Europe, Japan, China 
and India while weakening Russia, Iran, Saudi Arabia and Venezuela is likely to make the world a safer place in the end. And 
if Russian president Putin sticks to his erroneous belief that this is all a Western conspiracy to punish him for his theft of 
Crimea and his unprovoked war again Eastern Ukraine, that may not be a disadvantage after all. Lower energy prices will 
make it easier for the West to support Ukraine and more difficult for Russia to subsidise occupied Crimea and its chaotic 
bandit fiefdoms in Eastern Ukraine and elsewhere. Still, the risk that a badly wounded bear, Russia, may turn more aggres-
sive in its increasing desparation is the key risk to global peace and to the European economic outlook which we have to 
watch next year.  
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CAN IT LAST? 
Of course, low oil prices look set to hurt some oil producers severely. But will that constrain future supply, paving the way 
for a massive rebound in oil prices later? Is this all a ploy to raise prices in the long run by driving competitors and hence 
supply capacity out of business now? Probably not. While parts of the fracking industry may be hurt with some companies 
going out of business and their owners and lenders having to shoulder losses, the technology will still be around. More im-
portantly, under cost pressure, the technology will likely get more efficient. In any future rebound of oil process, new frack-
ing facilities could thus probably be brought on stream fairly fast, keeping supply elastic and  restraining the scope for future 
rebounds in oil prices. 
 
Chart: Impact of oil price changes on the energy contribution of Eurozone headline inflation 

  
Change in oil prices, in € per barrel Brent crude, and impact of energy inflation on headline inflation, 
yoy, in percentage points, right-hand scale. 
Source: Bloomberg, Eurostat, Berenberg calculations 
 

This message has been produced for information purposes for institutional investors or market professionals, it is 

not a financial analysis within the meaning of § 34b or § 31 of the German Securities Trading Act (Wertpapierhan-

delsgesetz), no investment advice or recommendation to buy financial instruments. The message does not claim 

completeness regarding the information on the developments referred to in it. On no account should it be regard-

ed as a substitute for the recipient’s procuring information for himself or exercising his own judgements. The 

message may include certain descriptions, statements, estimates, and conclusions underlining potential devel-

opment based on assumptions, which may turn out to be incorrect. Berenberg and/or its employees accept no 

liability whatsoever for any direct or consequential loss or damages of any kind arising out of the use of this 

message or any part of its content. -- For full economics reports please visit our website or con-

tact capitalmarkets@berenberg.de.  

Joh. Berenberg, Gossler & Co. KG 

60 Threadneedle Street 

London EC2R 8HP 

Phone +44 20 3207 7878 

www.berenberg.com 

christian.schulz@berenberg.com 


