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The 2011 Oil Shock'
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More of a threat to the world economy than investors seem to think.
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(1) The price of oil has had an unnerving’ ability to
blow up the world economy, and the Middle East has often
provided the spark’. The Arab oil embargo* of 1973, the
Iranian revolution in 1978-79 and Saddam Hussein’s invasion
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of Kuwait in 1990 are all painful
reminders of how the region’s
combustible’ mix of geopolitics and
geology can *wreak havoc®. With
protests cascading’ across Arabia, is
the world in for another oil shock?
(2) There are good reasons to
worry. The Middle East and north
Africa produce more than one-third
of the world’s oil. Libya’s turmoil
shows that a revolution can quickly
disrupt oil supply. Even while
Muammar Qaddafi *hangs on*with | 4, End of the Age of Ol
delusional’ determination and
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Sheikh Yamiani, Saudi Arabia’s Oil Minister, | .. AR gyl
during the 1973 Arab Oil Embargo, prophecies Rzt Bei,
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Western countries debate whether to enforce a *no-fly zone'’,
Libya’s oil output has halved, as foreign workers flee and the
country fragments. The spread of unrest across the region
threatens wider disruption.

(3) The markets’ reaction has been surprisingly modest.
The price of Brent crude jumped 15% as Libya’s violence
*flared up', reaching $120 a barrel on February 24th. But the
promise of more production from Saudi Arabia pushed the
price down again. It was $116 on March 2nd—20% higher
than the beginning of the year, but well below the peaks of»
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2008. Most economists are sanguine'” : global growth might
slow by a few tenths of a percentage point, they reckon, but
not enough to jeopardise"’ the rich world’s recovery.

(4) That *glosses over'* two big risks. First, a serious
supply disruption, or even the fear of it, could send the oil
price soaring. Second, dearer'’ oil could fuel inflation—and
that might prompt a monetary clampdown'® that throttles'’
the recovery. A lot will depend on the skill of central
bankers.

Of stocks , Saudis and stability
(5) So far, the shocks to supply have been tiny. Libya’s

turmoil has reduced global oil output by a mere 1%. In 1973
the figure was around 7.5%. Today’s oil market also has
plenty of buffers . Governments have stockpiles , which they
didn’t in 1973. Commercial oil stocks are more ample'® than
they were when prices peaked in 2008. Saudi Arabia, the
central bank of the oil market, technically has enough spare
capacity to replace Libya, Algeria and *a clutch of '° other
small producers. And the Saudis have made clear that they
are willing to pump .

(6) Yet more disruption cannot be *ruled out®. The
oil industry is extremely complex: getting the right sort of
oil to the right place at the right time is crucial. And then»

1. shock [fpk] ». a disturbance causing instability in an
economy £ %%

2. unnerving [An'n3:vin] a. inspiring fear or upset 31 &8
#SIRBIRSB RN

3. spark [spa:k] ». an action or event that causes sth
important to develop,especially trouble or violence %
ESREE -

4. embargo [iIm'ba:geu] n. an official order that bans
trade with another country 2L 54,324z

5. combustible [kam'bastabl] a. able to begin burning
easily SHREY; FTHARY

6. wreak havoc/destruction:mainly journalism [£%H] to
cause very great harm or damage &R =EHE; &R~
HRR R E R

7. cascade [kae'sketd] vi. to flow downwards in large
amounts fiii5; T

8. hang on: to continue doing sth in difficult
circumstances (FEi#H) B35 RHF

9. delusional [di'lu:3nal] a. giving a false belief or opinion
about yourself or your situation &5 #4;i8 LAY, =80

10. no-fly zone: an area above a country where planes
from other countries are not allowed to fly %X (31E
B ECHLCITHIME)

11. flare up: (especially of anger and violence XigH=m
#71) to suddenly start or become much stronger 2%;
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12. sanguine ['seengwin] a. (formal) cheerful and
confident about the future FE#E O FRE

13. jeopardise['dzepedaiz] vt. (formal) to risk
harming or destroying sth/sb B---818K&;ER;
RERE

14. gloss over sth: to avoid talking about sth
unpleasant or embarrasing by not dealing
with it in details #3510 --EET £

15. dear [diatn)] a. expensive;costing a lot of
money BHEA;NMER

16. clampdown ['kleempdaun] ». sudden action
that is taken in order to stop an illegal activity
P Ak BREE (AEETEB)

17.throttle ['Grotl] vi. to create problems that
make it very difficult for something to
continue or develop BE#R; I, a4

18.ample ['empl] a. enough or more than
enough B, EHM

19.a clutch of sth (BrE) a group of
people,animals or things —& (As(3h¥);—#t
(¥05%)

20. rule out: to state that sth is not possible or

that sb/sth is not suitable #8---HEBRTESN, AN -
TiEE
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there is Saudi Arabia itself. The kingdom has many of the
characteristics that have fuelled unrest elsewhere, including
an army of disillusioned®' youths. Despite spending $36
billion so far *buying off “dissent”, a repressive regime
faces demands for reform. A whiff ** of instability would
spread panic in the oil market.

(7) Even without a disruption to supply, prices are under
pressure from a second source: the gradual dwindling” of
spare capacity. With the world economy growing strongly,
oil demand is far outpacing® increases in readily available
supply. So any jitters’ from the Middle East will accelerate
and exaggerate a price rise that was
already on the way.

(8) What effect would that
have? It is some comfort that the
world economy is less vulnerable to
damage from higher oil prices than |
it was in the 1970s. Global output is
less oil-intensive. Inflation is lower |
and wages are much less likely to
follow energy-induced price rises,
so central banks need not respond as
forcefully. But less vulnerable does
not mean immune.

(9) Dearer oil still implies a
transfer from oil consumers to oil
producers, and since the latter tend to
save more it spells a drop in global
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demand. *A rule of thumb® is that a
10% increase in the price of oil will

In this 1974 photo, a man at a service station reads | P> H KK, HREEH

about the gas rationing system in an afternoon
newspaper; a sign in the background states that no
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cut a quarter of a percentage point gas is available

off global growth. With the world
economy currently growing at 4.5%, that suggests the oil
price would need to leap, probably above its 2008 peak
of almost $150 a barrel, to fell” the recovery. But even a
smaller increase would sap® growth and raise inflation.

Shocked into action
(10) In the United States the Federal Reserve will face

a relatively easy choice. America’s economy is needlessly
vulnerable, thanks to its addiction to oil (and light taxation
of it). Yet inflation is extremely low and the economy has
plenty of slack®. This gives its central bank the latitude™
to ignore a sudden jump in the oil price. In Europe, where
fuel is taxed more heavily, the immediate effect of dearer oil
is smaller. But Europe’s central bankers are already more
worried about rising prices: hence the fear that they could»
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take pre-emptive” action too far, and push Europe’s still-
fragile economies back into recession.

(11) By contrast, the biggest risk in the emerging world
is inaction. Dearer oil will stoke® inflation, especially
through higher food prices—and food still accounts for a
large part of people’s spending in
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countries like China, Brazil and
India. True, central banks have
been raising interest rates, but
they have tended to be tardy™.
Monetary conditions are still too
loose, and inflation expectations
have risen.

(12) Unfortunately, too many
governments in emerging markets
have tried to quell®® inflation
and reduce popular anger by

Gas station sign limiting purchases during the embargo.
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subsidising the prices of both food and fuel. Not only does
this dull’” consumers’ sensitivity to rising prices, it could be
expensive for the governments concerned. It will stretch®
India’s optimistic new budget. But the biggest danger lies in
the Middle East itself, where subsidies of food and fuel are
omnipresent” and where politicians are increasing them to
quell unrest. Fuel importers, such as Egypt, face a vicious,»

21. disillusioned [disi'lu:3nd] a. disappointed because the
person you admired or the idea you believed to be good
and true now seems without value KR&FTEH,ABELIE
EL4TBRER G

22. buy off: to pay sb money,especially dishonestly,to
prevent them from doing sth you do not want them to do
W Wi (RAFRTESR)

23. dissent [di'sent] n. the fact of having or expressing
opinions that are different from those that are officially
accepted (5EHM) REIER,RiY

24. whiff [wif] n. ~ (of sth) a slight sign or feeling of sth #2#§#)
& (M) — RS

25. dwindle ['dwindl] vi. to become gradually less or smaller
() WD TN

26. outpace [aut'peis] vr. to go, rise,improve,etc.faster than
sb/sth (FEiE M ) #8id; Lkt

27. jitters ['d3itaz] n. (informal) feelings of being anxious and
nervous,especially before an important event or before
having to do sth difficult (BBT#) KHKF=R

28.a rule of thumb: a practical method of doing or
measuring sth,usually based on past experience rather
than on exact measurement ZANGE S XLV ITHEE (B
kELRmiRERNE)

29. fell [fel] v¢. knock down i (47, #) &
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30. sap [seep) v. to make sth/sb weaker;to destroy
sth gradually {235,415, EHRF

31. slack ['sleek] n. people,maoney or space that
should be used mare fully in an organization (&
KPR FE&H A BREBS HERDS

32. latitude [leetitju:d] n. (formal) freedom to choose
what you do or the way that you do it #E#% (4
HHERR) HEH .

33. pre-emptive [pri:'emptiv] a. done to stop sb
taking action,especially action that will be
harmful to yourself 5% % A#Y

34. stoke [stauk] vr. to encourage or incite (a strong
emotion or tendency) Mk Wzh (M ¥m)

35. tardy ['ta:di] a. (formal) slow to act,move or
happen;late in happening or arriving 1TEhZ1885; 3
HARERR BN

36. quell [kwel] vr. to stop sth such as violent
behaviour or protests il i; ¥ & E

37.dull [dal] vt. to make someone’s mind slower or
less able to understand,think,hear, etc. {#;R¢t

38. stretch {stret[] vz. to make use of a lot of your
money,supplies,time,etc. (KIik) &,

39. omnipresent [,omni'preznt} a. (formal) present
everywhere TR NERIBR &40
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bankrupting, spiral®® of higher oil prices and ever bigger
subsidies. The answer is to ditch® such subsidies and aim
help at the poorest, but no Arab ruler is likely to propose
such reforms right now.

(13) At its worst, the danger is circular, with dearer oil
and political uncertainty feeding each other. Even if that is
avoided, the short-term prospects for the world economy
are shakier than many realise. But there could be a *silver
lining*: the rest of the world could *at long last” deal
with its vulnerability to oil and the Middle East. The to-do
list is well-known, from investing in the infrastructure for
electric vehiclés to pricing carbon. The 1970s oil shocks
transformed the world economy. Perhaps a 2011 oil shock
will do the same—at less cost. ®

40. spiral ['spairal] ». a situation that gets worse and worse 4 ¥
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42. silver lining: a hopeful or comforting
prospect in the midst of difficulty —£#2
43. at long last; after a long time &/5.4F

% | & the Arab oil embargo: M ERFHEE, 1973 %, WERYFYEKR., YF4 A, &
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# 3 Bt the price of Brent crude: H 4 E 4, # 4% ¥ (Brent Crude Oil) & —MEKAB K
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EXERBHURMELERRHAPHERR, FuaAXERAEA LW IE (SULLOM) B XM,
WREEATH, —EEAABHEXHH(NYMEX) R Z# WTL I B0 4%, —BRERZMNEE X & F7 (ICE)
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spare capacity & |4 F 4t (para.7)

addiction to oil ® €4k #1.% (para.10)

monetary condition % f-R 3L (para.11)

inflation expectation i& % BIKHH# (para.11)
subsidies of food and fuel & A AH4ME (para.12)
pricing carbon ZH A AR (para.13)

oil shock % s& AL (title)

oil embargo & i #iZ (para.1)

oil output % & =& (para.2)

the price of Brent A #¢4% & i 1i-# (para.3)
supply disruption (% &) 44 ¥ #f (para.4)
commercial oil stocks 7] ikt % b4k & (para.5)

( 2 X% #i% A The Fconomist Mar. 3,2011 )
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