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■  The price of oil has plunged further and faster than anyone 

could have predicted six months ago. As of today, the benchmark 
price of crude oil in the U.S. is about $55 per barrel. Last June it 
was roughly $107. 

■  There are several reasons to expect that the decline will be 
sustained in the coming year, although much will depend on the 
behavior of OPEC.

■  The 48% decline in the price of oil, if sustained, will boost the 
U.S. economy through stronger consumer spending and by 
reducing costs for manufacturers in the U.S.

■  While there are some negative aspects to the oil price decline, 
it is on balance the best news the U.S. economy has received 
this year. It is now even more likely that economic growth in 
2015 will be the strongest in at least a decade.

The drop in oil prices has been breathtaking. In the U.S., the price of 
a barrel of oil has fallen nearly $50 in roughly six months. We haven’t 
seen this steep a decline since 2008 when the recession hit the U.S. 
and Europe. Last week the price fell below $60 for the first time 
since early 2009. 

The decline has been caused by two sets of forces. On the demand 
side, the economic slowdowns in both Asia and Europe are reducing 
the world’s appetite for oil. 

■  In Asia, China’s gross domestic product (GDP) growth has  
progressively slowed from 10.5% per year between 2001 and 
2010, to 8.2% in the last three years, to approximately 7.5% this 
year. Chinese GDP growth is forecast to move down to 5.5% 
over the next several years. During the 2000s China was the 
fastest growing market for oil, so a slowdown there will reduce 
the growth rate of demand globally. Add in the weakness in Japan, 

Source:  U.S. Energy Information Administration
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Asia’s second largest economy, where GDP has contracted in  
each of the last two quarters, and the demand for oil in Asia is  
likely to grow more slowly in the coming year than it has at any 
time in the past decade.

■  In Western Europe, the recovery from the second recession in  
the past five years appears to have slowed. Eurozone economic 
activity is just above a stall rate, with GDP growth projected at  
just 0.9% for 2014 as a whole, and only 1.5% next year.   

This deceleration means demand for oil throughout the world is 
slowing. Just last week, the International Energy Agency (IEA) cut its 
forecast for global oil demand growth for 2015 by more than 20%, 
from 1.13 million barrels per day to 900,000. 

The second driver of the price decline has been rising production, 
particularly in the U.S. 

The revolution in oil production caused by hydraulic fracturing and 
horizontal drilling has been profound. It has opened up reserves of oil 
in shale deposits that had previously been uneconomical. Today, oil  
production in the U.S. tops 9.0 million barrels per day and has increased 
more than 1.0 million barrels per day in just the past 12 months. 

U.S. production is soaring just as global demand is slowing. The result 
has been a drop in oil prices. The decline was exacerbated two weeks 
ago when the Organization of Petroleum Exporting Companies (OPEC) 
announced that they would not cut production. This announcement 
signaled to the world that the current over supply situation is likely to 
continue for some time to come. 

It thus appears that oil prices have made a fundamental shift to a lower 
level that will likely be sustained for some time. If, however, OPEC 
changes its policy and cuts production, that could lead to higher prices, 
particularly if the production cuts are substantial. The key to how long 
oil prices remain at or near the current levels is OPEC, but we expect 
that for the next six months at least, and probably longer, oil prices are 
more likely to be in the $60 to $70 range than back up at $100. 

The economic impact of the decline in oil prices is substantial, and, for 
the most part positive. Moody’s Analytics estimates that a $10 decline 
in the price of oil, if sustained for a year, increases the amount of income 
available for spending on other goods and services by $30 billion. Oil 
prices are down approximately $50, creating a potential $150 billion of 
additional consumer spending power. As of October, consumers were 
spending 4.5% of their after tax income on energy. This is the lowest 
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U.S. production is 
soaring just as global 
demand is slowing.  

The result has been a 
drop in oil prices. 

Source: U.S. Energy Department



share since mid-2009, and that share has undoubtedly fallen further in 
the last two months. I suspect we are already seeing that impact. U.S. 
retail sales increased 0.7% in November, much faster than expected and 
the strongest increase since last March. Spending on gasoline dropped 
for the fourth consecutive month due to lower prices. 

There is one potential negative impact from the decline in oil prices 
and that is in the oil industry itself. Lower prices mean it becomes less 
profitable to produce oil in some high cost locations. This could lead 
to some wells shutting down. In addition, lower prices will likely lead 
to less drilling in the future until oil prices recover. This will reduce 
capital spending in the oil industry, a major investor in the U.S. economy. 
This reduced spending will spill over into related industries like tubular 
steel production and other support industries for the oil sector. So 
a sustained period of low oil prices could cut the growth in business 
investment in the coming year. 

Despite this potential negative, the decline in oil prices is expected to 
have a significantly positive impact on the U.S. economy in 2015. We 
currently anticipate a 3.3% increase in U.S. GDP in 2015. With a sustained 
period of lower oil prices, the economy is more likely to exceed this 
forecast in the coming year.

Stronger economic growth is a positive for all aspects of the commercial  
real estate sector. It means faster employment growth and more demand 
for office space and multifamily units. It also means stronger growth in 
consumer spending with greater demand for retail and industrial space 
as a result. And faster income growth will boost travel and tourism.  
That vacation next year looks a lot more affordable with $50 oil than 
$100 oil. 

There is one downside for the real estate sector in this decline. 
Metropolitan area economies that have a high concentration of energy 
related businesses, such as Houston, are likely to slow down following 
several years of very strong growth. 

But on balance, the decline in oil prices is good for the economy and 
good for commercial real estate. 
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