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Oil:  mullahs make claims; markets work.  
  

At Outlook we’ve made a significant bet that the global markets for oil, copper and other commodities 
will act the same as they’ve done throughout modern history:  ie, they’ll rise strongly over the next few 
years, after falling terribly these past few years.  We’re about as sure of this as it’s possible to be, because 
we understand the tremendous self-correcting power of free markets, as they gradually react to big 
changes in prices.   
  
Sure or not, we still read a great many expert analyses of these markets, every week.  Almost all of these 
experts write persuasively, support their positions with a lot of data . . . and, of course, sharply disagree 
with at least half of the other experts.   And now we meander to the point.  A good while ago, when the 
world was younger, at Outlook we struggled to make sense of such polar-opposite conclusions from 
apparently well-qualified experts.  Now, however, quite often we can hear the “ring of truth” coming from 
one opinion, and no such sound coming from the others.   
  
The oil market is on a roller-coaster ride at the moment.  It bottomed around $27 in January, rose to $50 
in June, and kind of settled between $45 and $50 these past 4 months.  Perhaps 75% of the experts think 
the engine driving oil’s recovery has been the chance that OPEC might finally agree to cut production.  For 
them, the free market’s reaction to big price changes is not the driving engine.  Saudi princes, Russian 
dictators, and Iranian mullahs are the driving engine—and oil’s price is at the mercy of the convoluted 
politics and torturous negotiations of that small group of people.  Outlook, of course, does not agree. 
  
Let’s glance at the chart below, showing one expert’s estimate of Iran’s actual oil production, since the 
lifting of sanctions in early 2015.  (The expert is HFI Group, an Outlook favorite.)  Iran has been blocking 
an OPEC agreement, supposedly, as it insists on its “right” to hike oil production to 4 million barrels/day, 
its maximum capability, rather than share the burden of cutting back on production with long-suffering 
Saudi Arabia.  (The Saudis always used to be the OPEC member which voluntarily cut production, 
bestowing the benefits of higher oil prices on the other members, who said they would share the cuts, 
but almost never actually did.)  The oil market, and plenty of those experts, have been mighty impressed 
with Iran’s hard line statements . . . so impressed, HFI thinks, that they neglected to ask a simple 
question:  “Can Iran actually do what it says?” 
  

 



  
 

“Nope!” is the opinion from HFI.  Iran says its current production is 3.9 million barrels/day.  HFI’s survey 
of oil traders and others guesses that’s false—it’s actually stuck at 3.6 million, above.  The clincher, for 
HFI, was an investigation this week by Financial Times newspaper, which did a story on Iran’s failure to 
attract much investment money from international oil companies, since sanctions were lifted.  Why 
not?  Well, apparently doing business the mullahs’ way doesn’t appeal to companies accountable for 
profits to their owners.  Iran’s contracts do not let foreign companies take equity stakes in the oil-
production projects they pay for.  It simply pays them a slice of the revenues . . . for as long as the contract 
specifies, or as long as the mullahs feel like honoring the contract, whichever comes first.  (Every foreign 
company has that last thought in the back of its mind, naturally.)  When oil was trading at $110 in 2014, a 
few foreigners might have been tempted to take such chances.  Not when it’s trading at $45, though.   
  
Iran’s lack of expertise and ability to keep growing its production has the ring of truth, to Outlook.  A 
practical rule of thumb for every investor is to discount by 25% to 50% anything whatsoever which a 
politician says; and even more, for the kind of politicians who crop up in a place like Iran; and yet more, 
the more confidently those politicians make their claims.  Using that kind of ingrained skepticism plus a 
lot of evidence, HFI also doubts that Saudi Arabia is pumping what it claims; and certainly doubts the 
Saudis can grow their production much beyond whatever it is, now.  It adds up, to Outlook, to a ring of 
truth for the forecast of rising oil prices driven by the market’s dramatic cuts in supply, and the world’s 
unstoppable increases in demand.  Politicians make claims.  Free markets work. 
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The remarks above aren’t a general recommendation to buy or sell particular securities.  Such decisions 
should only be made in the context of an investor’s own circumstances.  Stocks and bonds carry the risk 
of loss.   
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