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Over the past two years, oil prices have seen a
lifetime of price swings. We have seen not only a $100
per barrel rally in crude oil prices—up to over $145
per barrel, but also a price drop of over $100 per bar-
rel—to below $35 per barrel. In hindsight, it is easy
to say that prices had just gone up too far, too fast.
It is also fairly easy to place the blame of the sky-
rocketing prices (and subsequent “collapse”) at the feet
of speculators and hedge funds. However, somewhere
in the mix, there must be an acknowledgement of the
impact of a weakening and then strengthening U.S.
dollar, and—yes, despite what you are told—the ac-
tual impact of current and projected supply and de-
mand figures.

If the Chinese economy were to keep growing at a
double-digit pace, the demand for oil (and all energy
products) would continue to grow. If the U.S. econo-
my were to remain in a very deep recession, demand
for all energy products would fall. Having fallen into
a global recession in mid-to-late 2008, there was no
doubt that demand would have, and indeed did, fall
off a cliff. There is also little doubt that as/when the
world comes out of the recessionary times, demand
will improve.

If you are a believer in true economic theory, you
would then believe that as demand increases (and
prices rise), producers will increase supply to capture
the higher prices that are created by the higher de-
mand, and that supply and demand will eventually
“meet” at an “equilibrium price”. It is a very good con-
cept, which makes sense in every classroom in the
world. However, it is premised upon the availability
of limitless supply of whatever the product is—“wid-
gets” being the most popular endless product.

In the world of oil production, it might not be so
clear as to the ever-expanding availability of new sup-
ply. Oil does not regenerate itself, and there are many
theories (I cannot say that | am knowledgeable
enough to subscribe to one theory over another) that
speak of “peak oil”, and the fact that the most pro-
ductive oil deposits are providing supply at a dimin-
ishing rate, and that “new oil"—new finds below the
Gulf of Mexico, in the Mid-East, or in the sands of
Canada—seem to be more expensive to produce than
the easier oil (picture Jed Clampett) was to get gush-
ing out of the ground.

So, we are left with two very big questions. The first
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is whether the supply/demand imbalance was so
strong that it drove oil prices up so much that it
CAUSED the economy to collapse, OR did the collaps-
ing economy (mortgage/housing bubble, budget defi-
cits, etc.) just drag down oil prices with it, as demand
fell. The second question is whether there is sufficient,
AFFORDABLE TO PRODUCE oil out there to keep
pace with growth in global demand.

Since both of these questions will only be answered
with the benefit of 20/20 hindsight, we have to un-
derstand that volatility will likely not be disappear-
ing any time soon, and as the wide swings in prices
continue—regardless of (hopefully appropriate) rules
on speculators, and the tangible benefits that they
may bring to our industry—it has to be understood
that your customers will be looking for solutions to
the big swings in retalil prices.

In addition, and perhaps of more concern, when you
consider the “perfect storm” of collapsing prices that
we witnessed from last summer through most of this
past winter, is the fact that with all the bad news
that was out there—and there was a lot—retail heat-
ing oil prices barely fell below $2.00 per gallon in most
areas.

Remember just a few years ago when $2.00 per gal-
lon was considered a high price? Now, many consider
it the floor for as low as prices can go. If all the bad
news can do is bring prices down to levels that were
recently considered high, what will happen to prices
when the bad news turns into good news? While none
of us knows when the economy will return to good
times, it is a far scarier thought that the good news—
and potentially much higher prices—might not come
for a while. If the only way to keep oil prices under
control is to be mired in a recession with 10% unem-
ployment, are low energy costs really a desirable goal?

Back to the top, and the notion of stopping the shop-
pers. The American consuming public has gotten pret-
ty beaten up over the past few years, and has become
fairly distrustful of those who they believe are taking
advantage of them. Witness the losses that many oil
companies had from their programs this past year.

From the customer’s point of view, why would they
have been willing to pay (fixed) $4.79 per gallon for
heating oil when they “knew” that oil prices had fall-
en almost $3.00 per gallon since they signed up with
their dealer? Certainly the dealer was making that
extra $3.00 (yes, we know that isn’'t true), and rip-
ping the customer off. The losses of both customers
and money as a result of fixed-price offers has ended
up crippling many companies, and customers were
happy to find someone else who had a good story to
tell.

Unfortunately, for many of those customers who did
leave the evils of the (fixed) pricing programs, they
are the same ones who will get hurt when prices spike
again, and they will be the same ones who blame the
“evil” oil dealers when (more likely than “if") prices
return to the $4.00 per gallon—or above—Ilevels. It is
true that the customer is king, but if you lose cus-
tomers when prices fall (fixed offer), and you lose cus-
tomers when prices rise (no offer), how stable is your
customer base going to be? Or, are you simply a be-
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