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Oil has replaced Europe as the main worry for stock investors. The potential impact of a significant 
disturbance in the oil supply from Iran as a result of the tough sanctions imposed by the U.S. and EU 
is prompting investors to hedge their “risk on” trades by taking a long position in oil. Currently Brent 
is selling for $123.70, $24 below its all time high of $147.50 reached in mid July 2008. Furthermore, 
because the dollar is stronger now than it was in mid 2008, the price of oil in euros has already broken 
into new high ground, threatening the already weakened European economy.

Although the importance of the price of oil to the U.S. is slightly below what it was three years ago 
because of increased domestic sources of oil and the very low price of natural gas, the impact of rising 
gasoline prices on consumer spending is still quite significant. Gasoline prices in the last two days have 
jumped seven cents to $3.65 a gallon, one of the largest 2-day increases in the last 4 years, while the 
wholesale price has risen from below $2.50 last December to $3.11 currently. Given the average spread 
of seventy cents between wholesale and retail prices over the past six months, current wholesale prices 
predicts a retail price of $3.81, 16 cents above current levels and less than 20 cents from its high of $3.98 
reached last spring during the height of the Arab uprising.

There are plusses and minuses to higher gasoline price. The negatives are apparent, but the positive 
is that higher gasoline prices hasten the development of alternative fuels, particularly natural gas, 
which is far closer to being realized that it was 4 years ago when oil and gasoline prices reached all-
time highs.

Nevertheless the economy has to cope with current higher gasoline prices now. It should be noted 
that the impact of higher oil prices is not as severe on U.S. stocks as it is for the U.S. economy since 
the S&P 500 energy sector has the third highest weight of the ten sectors at 12.25% (Tech is 20% 
and Financials are 14%). And the current market has momentum; the S&P 500 index closed just 0.15 
points below its April high yesterday and is now above that level. If oil prices moderate, or even 
halt their incessant climb, there is a very good possibility that we will see a new post-crisis high for 
stocks today.
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