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1. Overview 
At least since the oil crises of the 1970s and the dramatic price drop in the mid-1980s forecasting the oil price development has been a major challenge for energy economists world-wide. The most famous – and most embarrassing – desaster in this context was the report EMF 6 (1984) where the most famous energy economists of the U.S. predicted a further considerable rise in oil prices after 1985 to 100 US$ and more. 
What we know today and from some major papers (e.g. Wirl (1990, Wirl (2008))) is that a lot of features and indicators in the development in the early 1980s were completely misinterpreted. However, the recent turbulences in oil prices in 2008 new challenges to analyses of the impact parameters on volatility of oil prices.
	
	



The core objective of this paper is to analyse what can be learned from history with respect to typical features indicating significant price increases or decreases of the world oil price. To meet this objective features of supply, demand, and markets will be analysed with respect to the trend of these parameters at some crucial points of time when the sign of the oil price development changed respectively the absolute price level was at a maximum/minimum.

	
	

	
	


2. Method of approach

The methodological steps of this analysis are: (i) 
Discussion of the role of OPEC in the world oil market and its relevance for influencing supply; (ii) 
Identification of (possible) relevant impact features on the development of the oil price: these features encompass  supply-side (e.g. trend in world-wide production and in OPEC production as well as shares of OPEC- vs Non-Opec countries), demand side (e.g. trend in world-wide oil demand, OECD countries oil demand, trend in oil stocks), market structure (Strength of  OPEC in the market, possibility to exert market power) and overall resource base (peaking countries areas vs non-peaking areas; (iii) 
Comparison of these features for the different periods of investigation (mainly early 1970s, 1981-1985 and 2003-2008); (iii) 
Identification of the characteristics for (
significant) increases/decreases in oil prices.
3. Results

The major results of this analysis are:  Between 1982 and 1985 high prices were maintained by the OPEC policy of adapting supply to demand, see Fig. 1. That is to say OPEC tried at every point-of-time to reduce supply to retain the price they had set. This policy was successful as long as all OPEC members stick to this policy. In 1985 when Saudi-Arabia cancelled this policy oil prices plummeted. 
In the early 1970s as well as between 2003 to 2008 high prices were stimulated mainly by significant growth in consumption see Fig. 1. In period 2003 to 2008 this effect appeared despite production increased, too (Fig. 2).
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	Fig. 1. Development of oil price 1982-1985: price set strategically by OPEC
	Fig. 2. Development of oil price 2004-2008: price driven by demand increases (while supply increased, too) 
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5. 
Physical consumption of oil world-wide increased until 2007 and decreased afterwards, see Fig. 6. Some important underlying explanations regarding demand increases in the years 2004-2007 are: decline in OECD countries started already in 2004 see Fig. 3. Physical demand growth between 2005 and 2008 was solely attributed to emerging countries (India, China) see Fig. 3).
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	Fig. 3. Development of oil consumption world-wide and by category of economy 1965-2008 
	Fig. 4. Development of oil production world-wide and by category of producer  1965-2008


A frequent argument for explaining the recent price increases is that demand is over production. Yet, this argument is wrong as Fig. 5 depicts. Between 2000 and 2008 only in two years consumption outweighed production. So, at least up to now physical scarcity did not play a crucial role.
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Fig. 5. Comparison of Development of oil production and oil consumption world-wide ((Source: OPEC(2009), BP(2008))
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6. 

7. Conclusions 

The major conclusions are: 
· While in the period 1980 – 1985 price increases were triggered by OPEC market power and price drops due to significant physical demand drops; 

· the recent increases in world oil prices – 2003 - 2008 – were mainly triggered by significant increases in demand mainly “virtual” demand by means of futures. The decrease in 2008 was due to a burst of the speculation bubble that is to say due to a significant drop in virtual demand. Physically, demand as well as production increased only moderately 

Currently, it is not likely that prices will increase significantly once more in the next years. The reasons are: Moderate economic growth and demand adaptations (=fuel switching and efficiency improvements) that has taken place in recent years of high prices. Lessons learned from recent experience with the burst of the “futures bubble” for commodities in general will also make it unlikely that such speculative behaviour will lead to significant increases of the oil price in the next years. However, there are at least the following two potential reasons for significant increases: Due to consumption close to the maximum possible production OPEC might soon consider to rethink their oligopoly position. And looming peak-oil (for cheap oil) – at least in non-OPEC-countries – could 
also contribute to price increases in the next years.
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�  Two caveats remain which are not treated in detail in this paper:  


Of course there is not clear definition of what are high and what are low oil prices;


It is very important to differ between long-term and short-term impacts;





�


Meiner Meinung nach geht es hier ja eher um consumption als production (nur ein Rückgang der Nachfrage (d.h. Verbrauch) würde ja einen Preisrückgang bewirken);





In der Grafik ist ja Produktion = Consumption (wenn Lagerbestände außer acht gelassen werden; ich vermute das ist zulässig)


�Kann  ich aus der Grafik nicht nachvollziehen!


�Siehe mein Kommentar oben: Lassen sich demand und production voneinander trennen?





Die Kurven in fig 6 und fig 10 sind meiner Meinung nach identisch; 





Ich würde ganz einfach den Punkt mit „Production“ streichen und nur den „Consumption“ Punkt stehen lassen;





(Meiner Meinung nach wäre auch consumption das korretere Wort als demand)








�???





Sind damit Spektulationen gemeint?





�Wenn wir die gleiche Analyse im Jahr 1979 gemacht hätten, wäre dasselbe Ergebnis rausgekommen. Tatsächlich sind die Preise aber  nach 1981 gefallen. 





D.h.: Könnte es nicht sein, dass wir ganz einfach noch in der Phase 1974 -1979 sind und die Phase 1981-1985 knapp bevor steht?





Natürlich glaub ich nicht wirklich, dass das der Fall ist. Ich finde die Analyse mit den Features extrem interessant, meiner Meinung nach ist es aber keine Argumentation dafür, dass die Preise auf diesem Niveau bleiben werden …
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