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Market review

The US equity market experienced significant turbulence in May. A steep downturn late in the 
month was attributable mainly to anxiety regarding the ongoing fiscal crisis in the Eurozone 
linked to Greece’s credit problems, as well as deteriorating financial situations in Portugal 
and Spain. The sharp decline offset optimism earlier in the month as Greece agreed to drastic 
austerity measures in exchange for a US$136 billion bailout package from European Union 
leaders. Additionally, shares of energy exploration and production companies and energy services 
providers with US offshore drilling exposure declined sharply in May following British Petroleum’s 
largely unsuccessful efforts to contain a massive oil spill following the explosion of a rig that the 
company operated in the Gulf of Mexico off the coast of Louisiana. 

It appears that the US market has benefited from the problems in Europe. The S&P 500® Index 
is the best-performing major global stock market benchmark year-to-date and the dollar has 
strengthened against the euro as investors have been seeking a “safe haven” from the crisis in 
the European market. Yet the US economy, while displaying signs of recovery, shares the same 
problems as Europe—large fiscal deficits that will take years and much pain to resolve. However, 
the federal monetary system is preventing the US from experiencing the same currency problems 
as Europe and is more able to provide the required coordinated policy response and structural 
reforms.

Economic and market outlook

The oil spill most likely has created a “ripple effect” that runs through the Gulf region and deep 
into the wider oil and gas industry. There is growing uncertainty regarding the future of oil and 
natural gas exploration and production (E&P) in the US and, consequently, the implications of the 
disaster for E&P companies and related industries. While the causes of the oil rig explosion are 
being investigated and the oil spill clean-up and containment efforts are underway, the Obama 
administration has already extended the moratorium on new offshore drilling and has proposed 
increased regulation and restrictions going forward. It is likely that the debate over offshore and 
deep-sea oil and natural gas exploration will persist. In our view, however, it seems impractical in 
the longer term to halt deep sea exploration altogether. According to the Department of Energy, 
the US imports 11.5 million barrels of oil each day—more than 60% of its daily oil requirements.

The near-term issues with the Gulf of Mexico oil spill notwithstanding, we feel that the US must 
continue to find other sources of energy. If the government closes the Gulf and other currently 
open areas in the US to offshore drilling, the country will face further dependence on imports. 
We believe that this would lead to more serious issues such as a weaker dollar and increased 
vulnerability to the unstable political and economic environments in the Middle East, from which 
the US obtains more than one-half of its oil imports. 

Because global economies are just beginning to recover from the financial crisis of 2008-2009, 
the US is susceptible to higher energy costs as these nations’ economies grow, driving increased 
demand and rising prices for oil. In our view, higher energy costs–most notably for gasoline—are 
tantamount to a tax on the US economy, which most likely is not in a good position to absorb any 
substantial spikes in energy prices. Should we revisit the high gasoline prices of 2008, we believe 
that consumers would reduce their broader consumption levels yet again.  

What does this all mean for investors? While the energy sector has taken a hit to its image (and 
stock values) recently, the search for oil and energy sources will continue, as there currently are 
very few alternative choices, and US oil consumption is still outpacing production. We feel that 
the recent downturn in the energy sector presents an opportunity to invest in select high-quality 
companies at relatively attractive valuations. Therefore, we remain comfortable with the longer-
term prospects for our portfolios’ holdings in what we believe are solid companies in oil and gas 
exploration and production, integrated oil and gas, and energy equipment and services.

Sources of concern

The recent oil spill in the Gulf of Mexico has again shed light on the need for the US to reduce its 
dependence on fossil fuels (coal, crude oil and natural gas) and turn to more alternative energy 
sources such as nuclear, hydroelectric and solar power. According to the most recent data from 
the Energy Information Administration of the Department of Energy, between 1973–the year 
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of the first “energy crisis” in the US - and 2009, domestic oil production fell roughly 45%, while 
consumption rose modestly. Consequently, US oil imports nearly doubled. The supply/demand 
gap most likely would have been even greater if there had not been a substantial increase in coal 
and renewable energy production during the period. We feel that the expansion of offshore oil 
and natural gas exploration and production in the US is vital to the country’s economic and fiscal 
health, given the lack of sufficient alternative energy sources for the foreseeable future.  

US domestic energy production continues to decline…
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US Domestic Energy Production by Source 1973 to 2009
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…while consumption expands.
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US Domestic Energy Consumption by Source 1973 to 2009
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Source: US Department of Energy, Energy Information Administration, June 2010

Important information
The above is strictly information purposes only and should not be considered an offer, or solicitation, to deal in any of the mentioned funds. 
Any research or analysis used to derive, or in relation to, the above information has been procured by Aberdeen International Fund Managers Limited (“AIFML”) for 
its own use, without taking into account the investment objectives, financial situation or particular needs of any specific investor, and may have been acted on for 
AIFML’s own purpose.  This document is based upon information that AIFML considers reliable as of the date thereof, but AIFML does not make any representation 
as to the completeness and accuracy of data sourced from third parties. The information is given on a general basis without obligation and on the understanding 
that any person acting upon or in reliance on it, does so entirely at his or her own risk. Accordingly, no warranty whatsoever is given and no liability whatsoever is 
accepted for any loss arising whether directly or indirectly as a result of the investor, any person or group of persons acting on any information, opinion or estimate 
contained in this document.  
Any projections or other forward-looking statements regarding future events or performance of countries, markets or companies are not necessarily indicative of, 
and may differ from, actual events or results. AIFML reserves the right to make changes and corrections to the information, including any opinions or forecasts 
expressed herein at any time, without notice. 
The commentaries represent an assessment of the market environment at a specific point in time and are not intended to be a forecast of future events, or a guar-
antee of future results.  The commentaries were not prepared for any particular investment objectives, financial situation or requirements of any specific investor 
and do not constitute a representation that any investment strategy is suitable or appropriate to an investor’s individual circumstances or otherwise constitute a 
personal recommendation.
The commentaries should not be regarded by investors as a substitute for the exercise of their own judgement.  Any opinions expressed in the commentaries are 
subject to change without notice and may differ or be contrary to opinions expressed by other business areas or groups of AIFML as a result of using different 
assumptions and criteria.  AIFML will initiate, update and cease coverage at its sole and absolute discretion.  The analysis contained herein is based on numerous 
assumptions.  Different assumptions could result in materially different results.
Investment involves risk, emerging markets tend to be less liquid and more volatile than developed markets.  Therefore, emerging markets may have greater risk 
than developed markets.  Before making any investment decision to invest in the fund, investors should read the relevant offering documents and in particular 
the investment policies and the risk factors.  Investors should ensure they fully understand the risks associated with the fund and should also consider their own 
investment objective and risk tolerance level.  Investors are reminded that they are responsible for their investment decision and should not invest unless the in-
termediary who offers or sells the fund to them has advised them that the fund is suitable for them and has explained why, including how buying the fund would 
be consistent with their investment objectives.  If in doubt, please seek independent financial and professional advice.
Subscriptions may only be made on the basis of the relevant offering documents, most recent annual financial statement and semi-annual financial statements if 
published thereafter.  Investors are reminded that the value and income (if any) from shares of the fund may be volatile and could change substantially within a 
short period of time. Consequently, it may not be possible to get back the amount invested.  Past performance is not a guide to future performance.  Investment 
returns are denominated in the base currency of the fund.  US dollar / HK dollar based investors are therefore exposed to fluctuations in the US dollar / HK dollar 
/ base currency exchange rate.
This document is issued by Aberdeen International Fund Managers Limited and has not been reviewed by the Securities and Futures Commission.


