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Some Bet Oil Prices Will Fall if a U.S. Strike
on Syria Is Quick

By JENNY GROSS

As some investors clamber to buy oil before a potential U.S. strike in Syria, others are advocating
what seems like a counterintuitive strategy: sell, sell, sell.

Against common wisdom, some say military action in Syria is more likely to cause prices to fall
because markets have already risen in anticipation of a U.S. intervention and there is little actual
oil at risk in Syria.

"The higher the run-up prior to the event, the greater the post-event decline," said Morgan
Stanley in a note this week. "We would be sellers on any upward price action on military
intervention in Syria."

History shows that when conflicts aren't likely to directly affect oil supply, they can ultimately lead
to even lower prices. In a study of major conflicts in the Middle East since the 1973 oil crisis,
Morgan Stanley found that in most Middle Eastern conflicts—including when Israel bombed an
Iraqi nuclear reactor in 1981 and the U.S.-led invasion of Iraq in 2003—oil prices were lower six
months after the initial price surge.

The price of Brent crude oil last week hit a six-month high, topping $117 a barrel, as the prospect
of a Western military intervention in Syria rattled investors. This was up nearly $18 since the end
of June. On Thursday, ICE Brent for October delivery gained 35 cents a barrel, or 0.3%, to
$115.26.

"If this is a very quick thing and we lob a few Tomahawk missiles and destroy a few runways and
nothing happens from there, then prices will easily come down $4 or $5," said Tariq Zahir,
managing member of Tyche Capital Advisors LLC. "I do think it's basically priced in."

Mr. Zahir, whose firm—a commodity-trading adviser based in New York—has about $3 million of
assets under management, is selling front-month oil contracts and buying later-month contracts
because he thinks oil prices for immediate delivery aren't likely to rise.

Syria's impact on prices may be particularly overstated because it produces only a small amount
of oil. The country's output was 50,000 barrels a day in July, compared with about 350,000 a day
before the civil war that began in March 2011, according to the International Energy Agency,
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based in Paris. Saudi Arabia, by comparison, produces 9.8 million barrels of oil a day.

Nicholas Johnson, a commodities portfolio manager at Pacific Investment Management Co., or
Pimco, who oversees $30 billion in assets, said dwindling oil production in Libya, rather than fears
about a spillover from U.S. intervention in Syria, was largely responsible for the recent rise in oil
prices. Once Libyan production comes back online, prices will likely fall, he said.

Mr. Johnson said he has little exposure to oil because of the uncertainty in markets. "It's very
clearly headline driven. It really depends on what people think the second-order effects in the
region are likely to be," Mr. Johnson said.

Another reason some investors expect a drop in oil prices is because markets tend to factor in
geopolitical concerns before any event. Brent net long positions—bets that prices will rise—rose to
a record high in the week ended Aug. 27, according to IntercontinentalExchange Inc. The rise
means there is potentially a greater risk of a price correction if money managers run for the exit at
the same time.

To be sure, there is a risk that military intervention could inflame tensions in the region, which
may lead to disruption in oil markets. Major oil producers such as Saudi Arabia are nearby, while
an intervention in Syria could serve as a catalyst for escalation of the sectarian conflict in Iraq, a
key concern for oil traders. It is also possible the U.S. won't intervene at all.

"The markets will always run ahead of specific events, but the big issue is the fact that there is so
little spare production capacity for crude oil anywhere in the world," said David Donora, head of
commodities at Threadneedle Investments. "What spare capacity there is does reside within
OPEC and is right in the middle of where these destabilizations are taking place."

Threadneedle, which has $1.2 billion under management in commodities, is betting oil prices will
move higher in the medium term.

But for now Mr. Donora said that because the market is expecting a very limited strike, he would
be surprised if there is a more-than-$5 move in the price of crude oil and for that move to be very
short-lived.

"Everything we're seeing in terms of what the U.S. might do does not suggest it would significantly
take us out of that range," he added.

Others are skeptical about whether investors would actually sell, leading to lower prices, in the
event of military intervention.

Sean Corrigan, chief investment strategist at Diapason Commodities management, which has $6.5
billion under management, believes a military strike could push the price of brent up to $125 to
$130 a barrel if the conflict causes rebels to attack pipelines in Iraq.

Diapason is directionally neutral on Brent.

"It's perverse logic—buy the rumor, sell the fact," he said. "I'd be interested to see if [investors]
have their fingers on the sell button when the first Tomahawk comes down."
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