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Overview
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OPEC producers, individually or collectively, often make statements regarding the “fair price” of crude oil. In some cases, the officials commenting are merely affirming the price prevailing in the crude oil market at the time. In many cases, however, we document that they explicitly disagree with the contemporaneous futures price. A natural question is whether these “fair price” pronouncements contain information not already reflected in market prices. To find the answer, we collect “fair price” statements made between 2000 and 2009 by officials from OPEC or OPEC member countries. Visually, the “fair price” series looks like a sampling discretely drawn (with a lag) from the daily futures market price series. Formally, we use several methodologies to establish that “fair price” pronouncements have little influence on the market price of crude oil and that they supply little or no new news to oil futures market participants.
Methods
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We use three methodologies to test whether “fair price” announcements contain any new information that influences the crude oil futures price at various horizons. First, we utilize an event-study methodology to ascertain whether “fair price” proclamations contain information that affects the nearby-futures price of crude oil. Second, we apply a Kalman-filter methodology to find out how closely the “fair price” tracks the “true price” of crude oil (i.e., the signal extracted from the market price series). Third, we use an autoregressive distributed lag (ADL) model to forecast the next-period-ahead crude oil price (using lagged market values), and we compare the consistency of those fitted values with the “fair price” values.

Results
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The event study analysis indicates that “fair price” pronouncements have no discernable effect on the nearby-futures price. Precisely, we find no statistical evidence that they have a systematic impact on the direction of post-event market price changes. For the subset of “fair price” pronouncements that can be classified as “leaning against the oil market winds”, our tests clearly reject the hypothesis that these statements are successful at reversing (or even just slowing down the pace of) prior market price changes.  

Our Kalman-filter results reinforce the impressions from the event study. For most events, the “fair price” is statistically indistinguishable from the filtered or “true price”, meaning that any information conveyed by the “fair price” has already been incorporated into the market prior to each “fair price” announcement. Prior to Fall 2007, we find virtually no instance when
the filtered price and “fair price” differ. In 2008 and 2009, in contrast, the “fair price” observations often fall outside of the confidence intervals around the filtered price series. Even in that period, however, the filtered price does not adjust toward the “fair price” level. This is supplementary evidence that the “fair price” announcements convey little or no new information.
The ADL model yields qualitatively similar findings in that “fair price” pronouncements are indistinguishable from a market price forecasted on the basis of past market price values. In sum, these pronouncements have little contribution to pre-existing information in the market. Our results do not support the claim that verbal interventions influence crude oil market prices.
Conclusions
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We collect “fair price” statements made from 2000 through 2010 by officials from OPEC or OPEC member countries. Visually, we show that the “fair price” series looks like a sampling discretely drawn (with a lag) from the daily market price series. Formally, we use several methodologies to establish that “fair price” pronouncements have little influence on the market price of crude oil and that they supply little or no extra news to oil futures market participants. Our results hold regardless of whether or not the “fair price” pronouncement is made within a ten-day window of consistent production announcements by OPEC. Altogether, our findings do not support the notion that these verbal interventions contain new information regarding crude oil market prices.
