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- During the fifties and sixtiesthepvelilcReill 160 OF
market was calitelizedibyfafgiioupeilllalige R
firms known as thel=SevenlSistels BOR T\
working in concerthwithitie [ s Raflroad N\ ’\.:"N“\
Commission (TRR): Accondingrtorsempeen 120 S NGNENEN
(1975), the Sisteils hadite collude raliitil \‘: :.:i ,_\-e‘f__."
and hide it fiomithe U5SE Antltrust @nwDSn[mo = ,._M"'iw,"‘-
This led toistable prlces A\ \1Y "h:

. On March 16, 1972, the TRR ended

“prorationing” of privatelpreducers.

* On October 6, 1973, Egypit¥and Syria
attacked Isreal, which'retaliated. OPEC
responded with a 5% cut in productlon ol

9 i'ﬂ..

October 17, and the OPEGIEra of oil prlcmg {
was under way. It

* During the OPEC Era, prices have been

\

markedly more volatile than in the time of

- \.

the Sisters and the TRR. 947 %1952 1957 1




Why the velatilite

S U6 (LR SISTIS RS, (©PEC does not havelte ddllude tacitly.
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B TR Nileie e e (o OPEC s very ingla3dte, while long run net degiemsl is mitlds
e ER e iaehek (1978) found that Thiel Ference implied agdEIETILs @pm
time-path for price for OPE , Wiith & [p)[f’[l@ siglelck” at the outset!
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- Oil prices affect: the world economy, an externelllty other cartels
account. % \
\.

,ﬁ @@P more Wikl @@@F@@S@S in oil [p)ﬂ €S raise-it.

o [h)'w@[r‘ [Iy tlcky wa @So @\W@ SeNIEes oil
]

q|| is @ complEigant to la @Ef’ in The prog/Uddelaie);
&\ price of oil Wiilk-ause M[m@mpHC@ymﬁJ@[ml- are
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* Increases in'oil prices lower wor
Mork (1994) ‘attributed this to
products to travelfto work, then
everything,fand anfincrease in th
sticky in the downward dlrectlo *
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» The asymmetry means that there¥z S re mult ple esfillllbrium prices for the a‘ '
also implies thativolatility lowers WeilciCBERoe  tines) ' ‘
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+ Volatility in price gives OPEC a countg @y c streclnlel’ revenue, which, when \{¥
securitized, canifcommand a risk premi ['rtf\] finanldElkmarkets. WA




If OPEC raises price itihasineli @D‘DfﬂDW]@ to I]f net @]@D‘tﬁ]@[ﬁ)@ﬂ to OPEC i ncreases,’OPEE [h]@ i
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return to the previoustpljicer '
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Quantifying {E@[F@

I/If '

« Updating the moedel ﬁ?@ ter (2017), ‘@[h]@ corresp @ng

'!
LhIeROLNnEChE] fevenue gaplgnged from SielBisr o' 3:4: R
decrease in prlcezg@) SZ@W@ ol g um@m@@g@ linflorice. ERGGCON
\ \ -. ?"%l\.‘}.:\%\'\
- If OPEC's longfitiin Oy
equilibriumypricesys QG
. W|th|n -quarterhif OPEC [F@@ﬂ th|n @[@@@]‘@ b»squent A

“"demand destitiction”, atjHIiitiNe cOSEeIE RO,
gqmllbrlum prices Would“h rantef@dd from $1, @733‘15?_ ;
1,108 |
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Countercyclilgigere mue

* An asset thatipaysyllefoli c ttlanskipen the R \ i,
° = ] ® o | NONONENOS
market is dowgn sells for sRhigh [@m@_ 353:33:,;}5,, X
, ) I{: W ' __sqjg\;f-,~ ;:
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. Increases in 0|I prlce )
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Ol SRTNCN s anfd ke macroecononjg

L lehihlVACEIE covering Janusri@l974 to June 2017, [@@[F‘S@

Q,
Sl nlsldelif@seneitures in the §AS. correlate SItlver Wh ; :4\ :
OPEC'’s revenuiesise D{t would apjpeely that OPEC higialetatalerio i :a:n,: N
gain here from volat ity | i‘:i‘:j\:\% \
- | have shown; thoug}b i Vatter (200K, that [p)@[?@@ \““':ﬁ:;:
consumptlon InkEhe*V.S. is) very negtllively related te} changes in NGO
OPEC's revenuesithat are dhlr.l by @tegenous changjes in“the N

price of oil. \‘,\ |

- | also showed that, though“py gl ated, OPEC's enues
are extremely'insensitive to (@xogenolts [h]@[ﬁ]@@@ in U. SOU @hinese,
and European personal consm tion Felanding, so they ﬁ\malso
be used to hedge systematlc r| , eVenNifO PE lets price i ~.~rease
some with macdroeconomic u\\ﬁuﬁy WY
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saudi ArabiadRilit BWing producer

- During the 44 |aigesit f@[h]%@'[ﬁ@@[m
TNl T[N |{o]0S i hen-Saudi OPEC
elfele[MadleifSheE 1978, Seucli Arabia
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position of leadership in the cartel ©

stabilize the market.




Examples

T B e E 0@ @il price tripled ot tifdusual reason: not thatuells ér L

VL RCITR U because OPEC nations\plgicularly Saudi ArgbERGIRAn  EU N
RlgeXe[TadeliElNET T et it expand to ngElke up For IraniapRiltiadicidelns. ':a,:n\ N
Morris AdelnmanX(Z004)) | N SRR
» When Libyan p'.eructibprumm lip F@[ﬁ%@o@@] M@[’r‘@[h]% 20T Icas the -“_\‘a:é:;:
Gadhafi governmentfell, the SaticlisgeleGieas celfincigorniWicceording to a U
\ \

Reuters article datedfApril 18, ﬂﬂﬂ
\\‘ |
Wl . \
‘h‘ || R
I IV e i L e R sunday the kiflefeom had slashed outphyt REU0He00)
SETSRI S TTe EAATA NI E1Td e TR {ole Vi supply, senclifefthe strongest sigmnal &%gt.hat OPEC
will not act to quellfsoaring pricesifi@enstimeisghave ligedisiefeXqeiieildgieup to
U oMo (=N Ule [ (N oIV N T Mok, Which surgeelite more than $127 a barie NS
month, its highest|level in 2 1/2 yealisKalnicRulngest in NelgtnWAiicakalncliitelViicdle*East:
Oil Ministers fromfKuwait and the UnitedpNicloBEiniratesiechoeciSalicigilaiagVAlial-
Naimi's concerns about oversupply aipdisaliciifecleting cglidepigicesiveiieRolli i\t
hands of OPEC, which next meets in JuineA _ AL
|
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Impact of thejsh&le}@elinn

B BT | ok oY1 BS(UT0)01 V2 S uuich| morg plfice-elastic than comment é
non-OPEC produ_ct-'

- This decreases OPEGhmalle oo W= ntlve toward
volatility, buiilloy; h’g mu , andyer how long'a) s

- Golombek et%ll®(2018) ﬁ@@] “Til&re are not m
estimates of thelnon- OPE‘C 5@][@5@H S asticity in ﬁ[h]
literature.”: They estlmate the lojlspArun price c,_|ty of
non-OPEC supply to be 0\s2BEING they cite Alhajji aijel
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Huettner (2000), who estijpatcchito LEIORC) er(2017)

estimated it to be 0.24. Piglli @ﬁ 2 lP4020) assume u‘@ ;
0.3.




Impact of thejishEl e\b@elan

* |[n Vatter, Van Vactoimalne

Coburn (2020)Re]estilnneite
the longl run'priceyelastieiisy
of tight oil suppl
Bakken/'Shalekto exceed 1.9.

Vi limKtshne

 [n Vatter (2018) I estlma\te
that the shalelbeom
increases the absolute

OPEC, for an increase in%

price, by about 0.5 through

2030.
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