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Oil at Boiling Point 
 

With oil prices hitting an all-time high of more than USD 135 a barrel from 

merely USD 54 in early 2007, businesses are facing tremendous pressures 

to pass higher costs onto customers while minimizing loss of volumes and 

market share. The extent of oil price increases, and the inflation it has bred, 

has made this a pressing concern for marketers outside the sectors that 

are traditionally tied to energy prices, like airlines and logistics. While 

distributing the burden of rising costs is important, high energy prices are 

also throwing up surprising business opportunities.  

 

Black gold at unprecedented prices  
 
Crude oil prices have risen to levels not seen since the 1970s. Many analysts 
forecast prices in the region of USD200 a barrel in the not-too-distant future, 
though others claim that the equilibrium price should be closer to USD100. 
However what is not in doubt is that demand from emerging markets is 
outstripping supply. 

 
Global economic expansion is driving what 
the International Energy Agency says is the 
biggest increase in oil demand in nearly 30 
years (see Table 1).  
 
This demand is fuelled, most notably, by the 
rapid and continued economic expansion of 
China and India. Over the past decade, 
China has nearly doubled its oil consumption. 
 

Table 1: Projected World Oil Consumption by End-user Sector (2003 – 2030) 
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For marketers, ultimate success 

will hinge not on figuring out how 

to pass higher costs onto 

customers, but in figuring out the 

right cost structure to target at 

each customer. 
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Global demand reached 85.6 million barrels per day1 in 2007, almost tripling the 
consumption level four decades ago. The world is having a hard time expanding 
oil supply fast enough to keep pace with growing demand. Today, 70 percent3 

of oil is produced from fields more than 30 years old. These mature fields, also 
known as brown-fields, are past their production peak, while new sources of oil 
tend to come from sources where it is more expensive to extract, such as tar 
sands or marine locations.  
 
The Middle East is a major source of crude oil supply but the geopolitical 
environment in the regions where much of the oil is produced remains fragile. 
The region has been plagued with border disputes as well as terrorism. The Turkish 
incursions into Iraq in early 2008 affected oil production in northern Iraq, for 
example. Such tensions will inhibit much needed oil investments in the region.  
 
All this adds up to the thesis that oil demand is outstripping supply, particularly in 
the context of diminishing returns on the most well-established and cheapest-to-
exploit oil-fields and with political tensions in the Middle East continuing to run 
high. High oil prices are here to stay.  
 
And businesses world-wide are just beginning to grapple with the problem of 
managing substantially increased energy and transport costs. The impact of high  

oil prices in most Asian countries has thus far 
been blunted by government subsidies. 
However, this is rapidly changing. In recent 
months, China, Indonesia and Malaysia 
have substantially reduced fuel subsidies.  
 
In June 2008, for instance, China raised 
prices of petrol and diesel by about 18 
percent and 17 percent respectively, the 

largest one-off hike ever. Malaysia removed subsidies for fuel in May 2008 
leading to a 40% increase in oil prices at the pump.  
 
At current levels, oil subsidies are projected to cost developing countries such as 
Malaysia, Indonesia and India between USD11 billion and USD17.5 billon. Asian 
countries like Taiwan, Malaysia and Indonesia have already pledged to cut back 
on oil subsidies and other countries may follow suit.  
 

Implications of high oil prices to businesses  
 

How will today’s oil prices affect the general economy? There are signs that the 
general economic impact of the oil crisis today will not be as severe as in the 
1970s. While oil is more expensive today than in the 1970s, even after adjusting for 
inflation, it accounts for a much smaller percentage of global GDP. The global 

                                                      
1 World Watch Institute, “Oil Consumption Continues Slow Growth”, 2008 
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economy has become more resilient to oil price fluctuations through improved 
energy efficiency2 and decreased oil dependence (See Table 2).  
 
Table 2: Market Share of energy sources (1973 & 2004 compared) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Renewables in Global Energy Supply 2006, Energy Information Administration (EIA)  
 

However at the micro-economic level, high oil prices will have significant and 
far-reaching implications for business, not only in terms of higher fuel costs for 
transportation companies but also in terms of increased logistics costs and higher 
energy prices for general business. 
 
The changing economics of logistics 
 
The transportation sector will likely be the hardest hit by rising oil prices. Fuel 

accounts for around a third of airline 
budgets, up from 20 percent a year ago.  
 
The global airline industry is estimated to 
spend USD72 billion more on its fuel bill in 
20084. The escalating price of jet fuel is 

forcing airlines to pass on costs to consumers – a recent example being hikes in 
fuel surcharges.  
 
The automotive industry will have to brace itself as well. In the United States, it 
was amongst those hardest-hit by both oil shocks in the 1970s (1972-74 and 1979). 
As fuel prices quadrupled, consumers opted for smaller cars with better mileage 
over the gas-guzzling cars that US carmakers were producing. This was a 
significant turning point for Japanese carmakers, who successfully entered the US 
market with their small, fuel-efficient designs.  
 

                                                      
2 Asian Development Bank, “Higher oil prices: Asian Perspectives and Implications for 2004-05” 
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Rising fuel prices also mean it costs more to ship raw materials and deliver 
finished products, placing pressure on the bottom line of most businesses. For 
most merchants, transportation of goods is the highest operational expense. 
Inbound freight costs for domestically-sourced products typically range from 2 to 
4 percent of gross sales, and 6 percent to 12 percent of gross sales for imports. 
Outbound transportation costs typically average 6 to 8 percent of net sales. 
Express couriers Federal Express and UPS have already announced increased 
shipping rates to address the reality of sharply increased fuel costs.  
 
High oil prices will also affect the current landscape of the logistics industry. At 
times of sky-high aviation prices, more companies will be looking at moving 
volumes via more fuel-efficient sea freight rather than air freight. Nova Nordisk, a 
leading life science product manufacturer, at present moves 60 percent of its 
product using overland transport, a quarter by air and 18 percent by sea. But in 
terms of shipping costs, air freight makes up the bulk at 60 percent, road freight a 
quarter and sea freight at barely 10 percent. There will be a trend for 
multichannel merchants like Nova Nordisk, as well as marginal airfreight 
customers, to switch to more energy efficient sea freight. Novo Nordisk’s 
manager for shipping and customer services, Derrik Lenzner, added that in the 
coming years, even traditional air freight customers will begin to consider the 
benefits of sea freight.  
 
Fuel costs and general inflation 
 
Aside from the special case of logistics costs, higher fuel prices is a key factor 
driving the general increase in inflation rates seen across the world. In the Asia 
Pacific region, inflation has surged to breathtaking levels since 2007 (see Table 3), 
driven by rising fuel, agri-food and commodities costs. It should also be noted 
that rising fuel costs are a major contributor to rising agri-food costs, since the 
agriculture industry is very transportation-intensive. 
 

Table 3: Consumer Price Inflation 
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Higher energy prices might fuel spiraling inflation rates as manufacturing plants 
and mills3 – among the main users of fuel oil – factor the increased energy cost 
into their product prices.  
 
For example, Dow Chemical, a leading US chemical manufacturer, has plans to 
raise its prices by up to 20 percent to offset soaring energy costs. Its energy bill 
was USD8 billion in 2002 and could climb four-fold to USD32 billion in 2008. Dow 
Chemical’s price increases will affect a wide range of industries as its products 
range from the propylene glycols used in antifreeze, coolants, solvents, 
cosmetics and pharmaceuticals to the acrylic, acid-based products used in 
detergents, disposable diapers and wastewater treatment.  
 
Marketing strategies to deal with escalating costs 

 
Businesses are grappling with ways to cope with substantially higher cost 
structures in these turbulent times. Airlines have become masters at price 
discrimination as a means of maximizing revenue from passengers. Consumer 
product companies are focused on increasing customer loyalty to discourage 
consumers from ‘trading down’ when prices increase. Businesses are also 
changing their product portfolio by selling products in smaller portions as well as 
moving into higher margin businesses. 
 
Price discrimination 
 
Price discrimination is nothing new in the airline industry, which has been hard hit 
by the need to pass fuel price hikes onto customers.  
 

 Low-cost carrier Ryanair, long been regarded as the gold standard for 
budget airlines, started the trend. In a bid to drive down operating costs, 
Ryanair introduced a check-in charge to increase the number of 
customers checking in online.  

 Asian budget carriers have not been lagging behind. Low-cost carriers Air 
Asia and Tiger Airways have decided to start charging passengers a 
check-in fee for their baggage, with any baggage over 15kg charged an 
additional fee.  

 In Australia, Virgin Blue has begun charging more for coach seats with 
extra legroom.  

 
Tactics such as these are means to the same end – eliciting intelligence about 
which customers are less price-sensitive and would pay more for modular 
product features, and vice versa. 
 
Organized retailers have been promoting “house brand” products in a similar 
attempt at price discrimination. In the current inflationary climate, house brands 

                                                      
3 Financial Times, “Surge in Factory Gate Inflation”, 9 June 2008 
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have seen a resurgence on retail shelves, as organized retailers seek to retain 
mass market customers.  
 
House-brand items come in plain packaging, have literally no other frills, and are 
mostly stacked below eye level on supermarket shelves, but they are fast gaining 
ground with cost-conscious shoppers. With prices of many food items rising, sales 
of house-brand items at supermarket chains in Singapore – Giant and Cold 
Storage – rose by between 10 and 20 per cent in 2007, compared with the 
previous year4. Carrefour and FairPrice, the other two major supermarket chains, 
reported double-digit growth as well. 
 
Smaller pack sizes 
 
As manufacturers struggle with inflation, some are reducing pack sizes while 
keeping prices the same – in some cases, unknown to the consumer.  
 

 In response to customers’ preferences for smaller sizes, Sara Lee is 
expanding its Simple Sweets line that now features 6-inch pies that 
complement the traditional 9-inch versions. 

 Tropicana introduced a package size reduction in the form of a sleeker, 
smaller juice jug onto the US shelves but maintained the price tag. The 
company defended its tactic: “We had the choice to either increase 
prices or downsize the bottle. We chose to downsize the bottle but add 
value with a new flip-top cap and sleek shape.”5 

 The quantities of certain Malaysian brands of biscuits sold in Singapore, 
such as the Hup Seng cream crackers, have also been reduced. 
According to the company’s spokesperson, 90 percent of the biscuit 
packaging had to be changed because of higher production costs. 

 
Premium Plays 
 
A bold approach to marketing in inflationary times is to continue charging 
premium prices by raising the value-added to customers. More international firms 
may gravitate towards this strategy as channels promote an ever greater array 
of house brands and cheaper, locally-made products. 
 
The consumer product industry is a good case in point. It has been reacting by 
continuing to pump money into marketing and product development to 
improve the quality of its products as well as customer loyalty.  
 
Sara Lee, with over 200 brands in its portfolio, is one such company battling 
higher costs.  
 

                                                      
4 The Straits Times, “House brands are flying off the shelves”, 5 February 2008 
5 The Straits Times, “US manufacturers beat inflation by selling less for same price”, 26 June 2008 
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 Plans have been finalized for The Kitchens of Sara Lee, a multi-million 
dollar research and development campus, to be completed in 2009. This 
move will enhanced Sara Lee’s ability to develop high quality and great 
tasting products, inducing consumers to pay more for Sara Lee’s products.  

 Since December 2006, the company has proceeded to raise prices three 
times, by a total of 15 percent, in light of increased costs. The most recent 
increase, 5 percent, was announced in January 2008.  

 As Sara Lee plans to expand its USD2.5 billion business in Asia, it will look to 
change its product portfolio by focusing on more value-added products 
such as its prepared foods which command higher prices - for example 
pre-cooked Jimmy Dean bacon which is priced five times as much as the 
uncooked version.  

 

Business Opportunities 
 
Amidst the gloom stemming from high oil prices, there is light at the end of the 
tunnel. As we enter an era of expensive oil, several business sectors will become 
ever more relevant. There will be greater demand for energy efficient products 
and alternative energy as well as a sharp growth in energy exploration activities 
and information and communications technology products that can minimize 
travel.  
 
Energy exploration 
 
With oil prices at current levels, the amount of oil that can be extracted from the 
ground for a profit has dramatically increased. Oil super-majors and national oil 
companies are limited only by the speed at which they can map and plan new 
deposits and get their hands on new rigs.  
 
This bodes well for oil rig builders like Sembcorp Marine, the world’s second 
biggest rig-builder, which recently bagged the largest oil-rig deal in history, worth 
USD640 million. Sembcorp Marine’s turnover of USD1 billion in 2003 more than 
quadrupled to USD4.5 billion in 2007, with growth driven largely by its rig-building 
unit. Sembcorp’s growth prospects continue to be bright as substantial 
investment will be needed to sustain today’s production as well as to meet 
tomorrow’s demand.  
 
Energy efficiency 
 
Energy-efficient products can be broadly grouped into three categories: 
transportation, home appliances and industrial/construction-related.  
 
The hybrid vehicle can be said to be the most significant transportation-related 
energy-efficient product. Its ability to achieve greater fuel economy than 
conventional internal combustion engine vehicles continues to drive up sales 
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figures. Since the first Toyota hybrid car went on sale in 1997, hybrid cars have 
surged in popularity.  
 
According to Toyota, global cumulative sales of its hybrid vehicles topped the  
1 million mark in May 2007, with approximately 1,047,000 units sold worldwide. To 
date, Toyota’s hybrid car remains the automotive industry’s gold standard.  
 
After transportation, power generation, particularly for household and office use, 
represents the world’s fastest growing share of total energy consumption. Over 
the last three years, companies that provide energy efficient industrial products 
have seen tremendous growth. With electricity becoming increasing expensive, 
there has been increased spending on optimising the energy value chain.  
 

 Electrical-engineering giant ABB, a leader in power and automation 
technologies, boasted profits of USD3.8 billion in 2007, on sales of USD29.2 
billion. The company is on track for even greater growth this year6. This 
robust performance can be attributed to the hike in oil prices in the same 
period. ABB’s ability to enable utility and industry customers to improve 
their performance as well as to increase energy efficiency will continue to 
support its strong bottom line. 

 
 China’s production of compact fluorescent lamps (CPL), the world’s 

largest, has registered double digit growth from 2003 to 2006, averaging 
35 percent per year. China is also the biggest consumer of CPLs and plans 
to substitute all of its incandescent bulbs with energy efficient ones within 
the next ten years.  

 

 In India, Greenpeace has launched a national campaign calling for the 
phasing out of inefficient light bulbs by 2010. This and other NGO 
campaigns may lead to national legislation to phase out incandescent 
light bulbs as well as a significant step towards implementing wide scale 
energy efficiency measures. Demand for CPLs will continue to grow, with 
more and more opting for energy-efficient household appliances. 

 
Alternative energy 
 
In an era of expensive oil, the demand for and consequently prices of traditional 
non-oil fuels like coal have also risen dramatically. Thermal coal could reach USD 
100 per metric ton, up from USD 55 per ton now. The high prices of traditional 
sources of energy are renewing business interest in the alternative energy sector.  
Opportunities have opened up for both compressed natural gas (CNG) and 
renewable energy sources as a fuel substitute.  
  

                                                      
6 ABB press release, “ABB net income up 87% on energy efficiency and infrastructure demand”, 24 April 2008 
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CNG is becomingly increasingly popular in 
today’s transportation industry as 
government bodies seek to encourage its 
use over gasoline, diesel or propane fuel. 
CNG is not only a cheaper alternative to oil, 
costing about one-third the price of petrol - 

it is also more environmentally-friendly. As such, the benefits are immense. 
 
In Pakistan and India, CNG is already one of the major fuel sources used in car 
engines. This is due to the mandate which the governments of Pakistan and India 
have given to implement the use of CNG in public transportation. With rising oil 
prices, other countries are likely to follow suit and implement the use of CNG in 
public transportation.  
 
The use of CNG in privately-owned vehicles might also pick up in the near future. 
Mercedes Benz has responded to this trend by developing CNG capabilities and 
has recently introduced a new natural-gas platform in its revamped B-Class 
range7. 
 
The use of renewable energy sources as a substitute for fossil fuels altogether has 
become more widespread in recent years, in particularly, solar energy in China 
and wind energy in India.  
 
In February 2005, the Chinese parliament passed a historic law pledging to use 
renewable energy resources for 10 percent of China’s energy consumption by 
20208. In September 2005, the city of Beijing, China’s second-largest energy 
consumer, announced plans to build a “solar street” where buildings, streetlights, 
and other features will run entirely on energy from the sun. A second pilot project, 
in the city’s Xuanwu Park, will introduce solar power for lighting, heating, and 
refrigeration.  
 
In India, the use of wind turbines is on the increase. The country is ranked fourth9 
amongst the wind energy-producing countries of the world, after Germany, 
Spain and the USA. The average annual increase of Indian wind energy 
production averages 1000 MW10.  With India’s dearth of naturally occurring fossil 
fuels, its wind energy production capacity is likely to grow even faster than 
national energy consumption.  
 

Advancements in fuel cell technology have made it an increasingly cheap and 
efficient energy source. The direct-methanol fuel cell (DMFC) is rapidly being 
seen as the successor to batteries in portable devices. Its ability to increase the 

                                                      
7 Green Car Congress, “Mercedes introduces new natural gas B-class model”, 22 May 2008 
8 Renewable Energy World, “China passes renewable energy law”, 9 March 2005 
9 The Financial Express, “India ranks fourth in wind energy map”, 7 February 2008 
10 Wind Energy India, “Clean Energy Ideas”, 4 September 2007 
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power devices for longer periods have made Japanese electronics giant, 
Toshiba, commit large investments to its development. 
 

Information and communications technology  
 
As travel becomes increasingly expensive, demand for information and 
communication solutions that reduce the necessity for travel are likely to 
increase.  
 
Videoconferencing is often viewed by many companies as the cheaper 
alternative to travelling and can be used for many purposes – training, business 
meetings, client presentations, interviews and client updates.  
 
In May 2008, Netscout, a global application performance management 
consultant, reported that in a video conferencing study, 85 percent of the polled 
respondents either currently use, or plan to use, web conference and video 
conference technology in the near future11. Cutting travel costs is cited as the 
main reason for implementation.  
 
The video-conferencing equipment market in Asia Pacific, currently estimated in 
the millions of US dollars, is widely forecast to expand radically in the next 
decade. Much of the demand will be driven by Multi-National Companies 
operating in Asia which require interaction between Asian and non-Asian offices. 
 
Marketing to the Middle East 
 
While businesses in Asia are burdened by high oil prices, the beneficiaries among 
oil producing countries could generate business opportunities with their 
heightened spending power.  
 

The nations of the Middle East, flushed with 
petro-dollars, have embarked on massive 
investments aimed at long-term wealth 
protection as well as the development of 
non-oil economies. Huge investments are 
being channeled into world-scale 
infrastructure projects as well as information 
technology. Arab tourists are also spending 

more on their holidays compared to their counterparts from other countries. All of 
this represents a massive opportunity for Asian business. 
 

Infrastructure spending in the Middle East should amount to USD225 billion over 
the next three years12. Enriched by oil revenues, the United Arab Emirates, Kuwait, 

                                                      
11 IT Week, “Videoconferencing gains momentum”, 23 May 2008 
12 Market Watch, “Merrill Lynch: Russia and the Gulf drive EEMEA infrastructure boom”, 28 June 2008 
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Qatar and Bahrain are the world's four largest consumers of cement per capita. 
Many large scale projects are in the planning or early construction stages.  
 
According to the Dubai Chamber of Commerce & Industry, Dubai's construction 
and building sector contributes 12.2 percent of the emirate's non-oil GDP and 
has grown annually at an average rate of 27 percent. Early next decade, Dubai 
will be home to an astonishing number of world-class architectural projects. 
These include the Earth's tallest skyscraper, the first luxury underwater hotel, and 
a man-made archipelago of private, residential islands that will resemble a map 
of the world when seen from above. With a steady flow of projects in the 
pipeline, the Middle East will continue to attract interest from property 
developers around the world. 
  
Information technology spending in the Gulf is predicted to rise to USD8.42 
billion13 this year. In 2007, Gulf countries spent USD7.3 billion on IT. Of that total, 
USD 4.3 billion was spent on hardware, USD1.9 billion on services and  
USD1.1 billion on software. Growth rates are expected to average 14 percent 
annually. The strong growth can be attributed to an increased spending in both 
the public and private sectors.  
 
Gulf Co-operation Council (GCC) governments, at the highest levels, are taking 
a more liberal stance towards ICT regulations. In the Government Technology 
(GT) summit 14  in 2007, issues pertaining to the use of technology in the 
government sector were discussed. GCC governments are keen to harness the 
use of advanced IT systems to enhance the performance of ministries and 
federal departments.  
 
With liberalization of government ICT regimes, the region saw the number of 
Internet users grow tenfold to 41 million15 between 2000 and 2008. Growth in the 
mobile phone market has also been phenomenal, as de-regulation across the 
region has led to multiple vendors competing to lower costs and improve 
performance to attract a record numbers of new customers. 
 
On the travel and tourism front, Arab tourists are fast gaining a reputation for 
their high-spending shopping habits. The governments of Malaysia, Thailand, 

Indonesia and Hong Kong, have been 
scrambling to attract high spending Arab 
tourists from the GCC countries.  
 
According to the United Arab Emirates 
National Media Council, Arab tourists 

collectively spend more than USD12 billion on international vacations. Saudi 
Arabia is one of the biggest outbound markets, with tourists from the kingdom 

                                                      
13 Zawya, “IT spending in the region to rise to US$8.42”, 16 May 2008 
14 Government Technology Summit & Exhibition 2007 
15 Miniwatts Marketing Group, “Internet users in Middle East”, December 2007 
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spending USD6.7 billion annually on overseas travel. UAE travelers alone spend 
more than USD4.9 billion, an average of USD 1,700 per trip, which is USD500 
higher than the European average.   
 
Asia is in a strong position to take advantage of the changing Middle East tourist 
traffic in the aftermath of 9/11. Malaysia has been particularly successful in 
attracting these high-spending Arab travelers as the number of inbound Arab 
tourists grew from 50,000 in 1999 to over 180,000 in 2006 (see Table 4). It is easy to 
see why Arabs feel at home in Malaysia as the two countries share an Islamic 
culture and tradition. Muslim countries in the region such as Indonesia can also 
attempt to attract more Arab tourists to their shores. 

 
Table 4: Growth in inbound Arab tourism to Malaysia (1999 – 2007) 

 
 
 
 
 
 
 

 
 
 
 

 
Source: Tourism Malaysia 

 

Beyond the boiling point 

 

The unprecedented oil price surge in the last three years has caused tumult in 
the business world.  The increases in fuel, logistics and energy prices are only 
gradually making their fill effects felt on the broader business community, thanks 
to the gradual removal of government fuel subsidies and the time lags involved 
in cost increases to be passed down value chains.  
 

For marketers, learning how to thrive in this 
inflationary business climate is a matter of 
survival. Lessons can be learnt from the 1970s, 
when the world experienced the 
coincidence of high inflation and low 
growth. Many marketers are rediscovering 
these lessons today. No one tactic is 
sufficient, nor are tactics mutually exclusive. 
The best strategy may involve an array of 
different tactics in different markets and 
segments. 
 

The best companies, while 

managing the downside of 

higher costs, will also work hard 

to exploit the upside – the 

coming boom in alternative 

energy, energy-efficiency and 

the Middle East market. 
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For marketers, ultimate success will hinge not on figuring out how to pass higher 
costs onto customers, but in figuring out the right cost structure to target at each 
customer. 
 
The best companies, while managing the downside of higher costs, will also work 
hard to exploit the upside – the coming boom in alternative energy, energy-
efficiency and the Middle East market. 
 


