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OIL INDUSTRY TRENDS: A RESEARCH 
                          OUTLOOK

rude oil, otherwise known as petroleum, 
is a substance that all and sundry use 

Crude oil exists in liquid or gaseous form 
in underground reservoirs within spaces in 
sedimentary rocks. Oil, being a fossil fuel, is a mixture 
of hydrocarbons that formed from the remains of 
plants and animals that lived hundreds of millions 
of years ago. Most of the oil that is extracted today 
comes from the remains of prehistoric algae and 
]RRSODQNWRQ��7KHVH�DUH�WKHQ�UHǓQHG�WR�REWDLQ�WKH�
various by-products like distillates such as diesel, 
jet fuel, asphalt, lubricating oils, waxes, etc.

Oil accounts for a third of the world’s energy 
FRQVXPSWLRQ��7KH�WRS�ǓYH�RLO�SURGXFLQJ�QDWLRQV�
are the United States, Saudi Arabia, Russia, 
Canada and China. The US is the top oil producing 
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country which accounts for 20% of the world’s total

 production. Saudi Arabia, being the only member 
of the Organization of the Petroleum Exporting 
Countries (OPEC), contributes 11% of the world’s 
oil production. Russia remains one of the largest 
producers of oil and contributes around 11% of 
the total production. Canada accounts for 6% 
of global production and is expected to double 
by 2050.  China produces 5% of the production 
and is also the second-largest consumer of 
oil in the world after the United States. The US 
and China together consume roughly 31.4 million 
barrels per day. In the last decade, the share of 
global oil consumption has declined in places like 
Europe and North America whereas consumption 
OHYHOV� LQ� $VLD� DQG� 3DFLǓF� UHJLRQV� KDYH� ULVHQ�

Over the past three and a half decades, global 
oil consumption has risen exponentially with an 
average increase of 1.1 barrels per day each year. 
In 2019, the world consumed a record high 98.3 
barrels per day. The world has proven reserves 
equivalent to 46.6 times its annual consumption 
levels which means that the world has 47 
years of oil left at current consumption level.

INTRODUCTION

C
in their day-to-day life in one form or another. 
Oil is the lifeblood of industrialized countries. 
It is a vital commodity in today’s world. The 
usage of crude oil is endless and lies beyond 
generating heat, driving machinery and 
providing fuel for vehicles and airplanes.  
The world consumes 14 billion liters of oil every day. 
Hence a world without oil is barely conceivable.
Petroleum is a naturally occurring substance 
ZKLFK� LV� UHǓQHG� LQWR� YDULRXV�RWKHU� W\SHV�RI� IXHO�
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Oil consumption pattern is seen to be having a shift over the years. Oil consumption is declining in most 
developed countries and is seen to be increasing in most developing countries. Global demand for crude 
oil in 2020 fell to 91 million barrels per day and is projected to grow to 96.5 million barrels per day. The 
current global demand for crude oil is equivalent to 95 million barrels per day compared to the daily oil 
demand of 86.4 million barrels in 2010. The OPEC projects the oil demand to reach 109 barrels per day by 
2045.

,W�ZDV�EHOLHYHG�WKDW�DOO�PDMRU�ǔXFWXDWLRQV�LQ�WKH�SULFH�RI�RLO�FRXOG�EH�DWWULEXWHG�WR�GLVUXSWLRQV�WR�WKH�ǔRZ�
RI�RLO�SURGXFWLRQ�FDXVHG�E\�SROLWLFDO�HYHQWV�LQ�WKH�0LGGOH�(DVW��5HVHDUFK�VKRZV�WKDW�VKRFNV�WR�WKH�ǔRZ�
of demand for oil associated with business cycles globally have been responsible for long swings in real 
price of oil. However, in times of high uncertainty, supply and demand fall rapidly and steadily over time 
due to increase in price elasticity. In the covid-19 phase, the equilibrium crude oil price comes from the 
adjustment of oil demand and supply. The estimation by the International Energy Agency shows a daily 
drop of 435 thousand barrels to which the OPEC had reacted by cutting oil production.

Oil  is one of the most debated assets in the market. Some believe that the use of oil will discontinue and 
the world will move toward a green energy infrastructure. On the other hand, many argue that oil isn’t 
going anywhere in the near future 
and with consumption at an all time high, the crude oil prices are consistently rising and falling creating a 
perfect opportunity for investors. This is where trading futures come into play.
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Oil futures are future contracts in which buyers and sellers of oil coordinate and agree to deliver 
VSHFLǓF�DPRXQWV�RI�SK\VLFDO�FUXGH�RLO�RQ�D�JLYHQ�IXWXUH�GDWH

These derivatives are a hot commodity on the futures markets. When an oil contract is purchased, it 
VSHFLǓHV�WKH�GHOLYHU\�RI�WKH�RLO�EDUUHOV�DW�D�SUHGHWHUPLQHG�GDWH�RU�H[SLUDWLRQ�GDWH��
Negative oil prices are when the price of an oil futures contract falls below zero. Oil isn’t gold ie., it’s 
not a type of thing that people can buy and hold because of lack of storage capacity, lack of store 
of value and the properties of oil degrades as time passes.
Due to the quarantine measures taken in 2020 as well as the deterioration of the economic landscape, 
oil ended up being used a lot less. Futures contract involve one party paying today so as to secure a 
certain price and picking up the oil later on. 

Until the futures contract expires, one can sell it to other parties and therefore not worry about picking 
up the oil. But in a situation where the oil contract is expiring within a couple of days and market 
participants know there is no demand for oil, they would be responsible for picking up and storing it.  
This leads to excess supply and lack of demand for oil futures which resulted in the oil prices going 
QHJDWLYH�IRU�WKH�ǓUVW�WLPH�LQ�ZRUOG�KLVWRU\�

INTRODUCTION
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What are Oil Futures? 

Types of Future Contracts

WTI refers to West Texas Intermediate which is a U.S. blend of several streams of domestic crude oil. 
It is an oil benchmark which is central to commodities trading and is the benchmark for all crude oils 
WKDW�RULJLQDWH�LQ�WKH�86��,W�LV�D�OLJKW��VZHHW�YDULHW\�RI�RLO�PDNLQJ�LW�HDV\�WR�UHǓQH��:7,�KDV�EHFRPH�WKH�
price discovery leader in the crude oil market. The WTI crude oil futures contract is physically deliv-
ered and is based on a contract size of 1000 barrels. As US production has risen substantially, the 
role of the WTI is likely to play in terms of being the marginal supplier of oil is going to increase sig-
QLǓFDQWO\��DQG�WKH�JOREDO�PDUNHWV�DUH�OLNHO\�WR�DGRSW�:7,�SULFLQJ�LQWR�WKHLU�FUXGH�RLO�WUDGLQJ��

%UHQW�FUXGH�RLO�LV�WKH�QDPH�JLYHQ�WR�D�OLJKW�FUXGH�RLO�PDGH�IURP�D�EOHQG�RI�FUXGHV�IURP����RLO�ǓHOGV�
in the North Sea present between UK and Norway. It is an oil benchmark used globally for trading. 
It is also called London Brent which is referred to as sweet because of low sulphur content and light 
because of low density. 

NYMX is the New York Mercantile Exchange. Nymex Crude is the exchange traded contract for the  
WTI on the NYMEX commodities exchange. 

MCX is a Multi Commodity Exchange where commodities like crude oil, lead, gold, etc. are traded. 
Crude oil is the most actively traded commodity on MCX. 

Crude oil and its importance and uses are vast. They play a crucial role in the working of an econo-
P\�DQG�LQǔXHQFH�WKH�DFWLYLWLHV�RI�WKH�HFRQRP\�DV�D�ZKROH��
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DETERMINANTS OF OIL PRICES

���352'8&7,21�%<�23(&�$1'�121�23(&�&28175,(6�

OPEC Countries

The prime purpose of OPEC was to establish 
standard policies for all the member countries 
and to stabilise the prices of oil. It wants to make 
sure that OPEC members get a reasonable price 
for their oil. It cuts short supply whenever oil prices 
go below their standard limit for any possible 
reason. 

The second important function of OPEC is to 
monitor price volatility. Production of oil is indirectly 
proportiona  l to the price of oil. When the oil 
prices reach a very high level, OPEC countries 

40% of the world’s crude oil is produced by the OPEC member countries, out of which Saudi Arabia 
is the largest oil producer and thus plays an exquisite role in determining the direction of oil prices. 
OPEC’s exports consist of 60% of trade taking place internationally. As a result, even minor changes 
LQ�SURGXFWLRQ�FDQ�UHVXOW�LQ�VLJQLǓFDQW�SULFH�FKDQJHV��

1RQ�23(&�FRXQWULHV�

All the non-OPEC countries are price takers as they 
are individual producers, and their market share does 
not allow them to control oil prices. In 2015, the Unit-
ed States lifted a ban, allowing producers to ex-
port shale oil, weakening OPEC’s grip even further, 
prompting it to form OPEC+ with other major oil-pro-
ducing countries such as Russia, Mexico, and oth-
ers to maintain their market share and attempt to 
overpower the US. This newly formed OPEC now has 
a market share of around 45% of global production.

PAGE 5

start producing a bit more than they ordinarily do to stabilise the volatility. For example,the glob-
DO�ǓQDQFLDO�FULVLV�VHQW�RLO�SULFHV�SOXPPHWLQJ�WR��������SHU�EDUUHO�LQ�'HFHPEHU��23(&�UHVSRQGHG�E\�
reducing supply helping the prices to stabilise.

However, the OPEC+ coalition disbanded in 2020 due to a disagreement between Russia and Saudi Arabia 
RYHU�OLPLWLQJ�VXSSO\�WR�UDLVH�RLO�SULFHV��)XUWKHUPRUH��WKH�FRURQDYLUXV�HǖHFW�FDXVHG�RLO�SULFHV�WR�SOXPPHW�GXH�
WR�D�VLJQLǓFDQW�GURS�LQ�GHPDQG��$V�D�UHVXOW�RI�WKH�IDLOXUH�WR�OLPLW�SURGXFWLRQ�DQG�WKH�XQSUHFHGHQWHG�GHFOLQH�
LQ�GHPDQG�IRU�RLO�OHG�WR�QHJDWLYH�RLO�SULFHV�IRU�WKH�ǓUVW�WLPH�LQ�KLVWRU\��+RZHYHU��E\�������ULVLQJ�GHPDQG�DQG�
recovering economies had corrected the negative oil prices, and the situation had returned to normal.
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,Q�������WKH�ǓUVW�FRPPHUFLDO�ZHOO�FDSDEOH�RI�
mass production was drilled at a site known as 
Spindletop in southeastern Texas. It produced 
more than 100,000 barrels of oil in one day than 
all other oil-producing wells in the United States 
combined. The scenario was clear: the modern 
oil era had begun, and coal would soon be done 
away as a primary fuel source by oil. And since 
then, the usage of oil in fuels is the driving factor 
in making it a high demand commodity.

Similar to other commodities, the fundamental 
driver of oil prices is supply and demand in the 
market. The general rule says that supply is less responsive to price changes than demand. The oil 
supply is even less elastic than most other goods owing to the specialised investments often needed 
WR�H[WUDFW�RLO��([SHQVLYH�HTXLSPHQW�XVHG�IRU�K\GUDXOLF�IUDFWXULQJ�DQG�RǖVKRUH�GULOOLQJ�RIWHQ�FDQQRW�EH�
used for anything else. As a result, when oil prices are high, it may take oil companies years to develop 
RLO�ǓHOGV��)XUWKHUPRUH��WKH\�RIWHQ�KDYH�WR�FRQWLQXH�SURGXFLQJ�RLO�HYHQ�ZKHQ�SULFHV�IDOO�EHFDXVH�WKH�
equipment has no other uses.

+RZ�23(&�LQǔXHQFH�WKH�VXSSO\�VLGH

OPEC+ controls over 50% of global oil supplies and about 90% of proven oil reserves. OPEC+ 
VXEVHTXHQWO\�H[HUWV�FRQVLGHUDEOH�LQǔXHQFH�RYHU�WKH�JOREDO�PDUNHW�SULFH�RI�RLO�DW�OHDVW�LQ�WKH�VKRUW�
WHUP�DQG��XQGHUVWDQGDEO\��WHQGV�WR�NHHS�LW�UHODWLYHO\�KLJK�WR�PD[LPLVH�SURǓWDELOLW\��$�SOHGJH�E\�23(&��
to reduce supply causes an immediate upsurge in prices. When oil supply either isn’t minimised, or 
demand adjusts, the price reverts to a lower level over time.

2YHU�WLPH��LWV�DELOLW\�WR�LQǔXHQFH�RLO�SULFHV�LV�GLOXWHG��EHFDXVH�LQGLYLGXDO�QDWLRQV�KDYH�GLǖHUHQW�
incentives than OPEC+ overall. As non-members, Canada, China, Russia, and the United States are 
attempting to increase output to stabilise oil markets.
Saudi Arabia and Russia are big proponents of increasing supply because it will increase their 
revenues. Other countries, however, would be opposed to this because they are unable to ramp up 
production, either because they are operating at maximum capacity or because they are otherwise 
not allowed to.

The sudden increase in supply happened when global oil demand was slumping as the world was 
dealing with the 2020 global crisis. As a result, the market overrode OPEC’s desire to stabilise the oil 
price at a higher level than the laws of supply and demand dictated. OPEC and its allies agreed to 
historic production cuts to stabilise prices, but they dropped to nearly 20-year lows.

DETERMINANTS OF OIL PRICES
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7KH�ODZ�RI�VXSSO\�DQG�GHPDQG�SULPDULO\�DǖHFWV�WKH�RLO�LQGXVWU\�E\�GHWHUPLQLQJ�WKH�SULFH�RI�ƨEODFN�
gold.” Expectations about oil prices are the major determining factors in how companies in the in-
dustry allocate their resources.
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The most striking feature of the oil market is the low price elasticity of demand. That means oil 
demand is not very responsive to changes in prices. Global oil demand is consistently rising no 
matter how many price variations are there, except for the case of the 2020 pandemic. Businesses 
and consumers can advapt to changing oil prices in the long run.

7KH�ORZ�SULFH�HODVWLFLW\�RI�RLO�GHPDQG�LV�TXLWH�GLǖHUHQW�IURP�WKDW�IRU�RWKHU�JRRGV�DQG�VHUYLFHV��HYHQ�
other types of energy. For example, higher natural gas prices can lead to more use of solar, coal, 
and oil for generating electricity. However, most automobiles in 2020 still require gasoline, and 
therefore oil, to function. 

DETERMINANTS OF OIL PRICES
PAGE 7PAGE 7



         

���63(&8/$7,9(�75$16$&7,216�

Petroleum industry as a whole. Geopolitical issues are critical in determining crude oil prices. Many 
political events took place frequently throughout the last three decades, generating short-term 
swings in crude oil prices.

Now, to begin with, the American Civil War came out just after the industry had developed to 
enormous proportions. Due to a lack of turpentine brought in via the south, oil production expanded 
LQ�3HQQV\OYDQLD��)RU�WKH�ǓUVW�VWDJH�RI�WKH�FRQǔLFW��WKH�LQWHUQDO�FRPEXVWLRQ�HQJLQH�DQG�DXWRPRELOHV��
tanks, planes, and ships fueled by oil played a critical role throughout the First World War. 

During the Second World War, oil was even more indispensable. One of Japan’s primary goals in 
WKH�3DFLǓF�:DU�ZDV�WR�FRQTXHU�6RXWKHDVW�$VLDƦV�RLO�UHVHUYHV��7KHLU�IDYRXUHG�YHVVHOV�ZHUH�RLO�WDQNHUV��
7KHVH�JHRSROLWLFDO�HYHQWV�VLJQLǓFDQWO\�LQǔXHQFH�RLO�SULFHV�RQO\�ZKHQ�WKH\�RFFXU��EXW�ZKHQ�WKH\�GR�
QRW��WKH\�EDUHO\�KDYH�DQ\�LQǔXHQFH�RQ�WKH�LQGXVWU\��

DETERMINANTS OF OIL PRICES
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$ORQJ�ZLWK�YDULRXV�RWKHU�IXQGDPHQWDO�IDFWRUV��H[FHVVLYH�VSHFXODWLRQ�DQG�ǓQDQFLDO�WUDGLQJ�LQ�WKH�
IXWXUHV�SOD\�D�FULWLFDO�UROH�LQ�DǖHFWLQJ�RLO�SULFHV��

The oil industry has various big speculators like hedgers, individual investors and the other market 
SOD\HUV�ZKR�EX\�WKH�IXWXUHV�LQ�ODUJH�TXDQWLWLHV�KRSLQJ�WR�HDUQ�D�KDQGVRPH�SURǓW��7KLV�HǖHFW�FDQ�EH�
VHHQ�ZKHQ�VSRW�RLO�SULFHV�FOLPEHG�GXH�WR�LQFUHDVHG�ǓQDQFLDOLVDWLRQ�RI�WKH�RLO�IXWXUHV�PDUNHW�EH-
tween 2003 and 2008. Oil price shocks and their transmission through various channels consider-
ably impact the US and worldwide economies.

The access to future supply depends on oil reserves. These reserves are easily accessible to en-
KDQFH�RLO�VXSSO\�LI�SULFHV�ULVH�WRR�KLJK��QDWXUDO�GLVDVWHUV�LPSHGH�RLO�ǔRZ��RU�LI�WKHUH�LV�RWKHUZLVH�DQ�
excess need for oil.

���*(232/,7,&6�
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2LO�SULFHV�KDYH�ǔXFWXDWHG�FRQVLGHUDEO\�RYHU�WKH�GHFDGHV��SDUWLFXODUO\�GXULQJ�WKH�JOREDO�FULVHV�RI�������
1979, and 2008 and following the economic developments of 2014 and 2015. The price of crude has a 
VLJQLǓFDQW�LPSDFW�RQ�WKH�JOREDO�HFRQRP\�GXH�WR�WKH�GRPLQDQW�UROH�WKLV�UHVRXUFH�SOD\V��ERWK�WRGD\�DQG�
in the decades to come. The price of a barrel of crude oil has for decades been as much a geopolitical 
metric as an economic one. It continues to be calculated based on a unit of measurement dating from 
the 19th century, i.e. the barrel (corresponding to about 159 liters), even though oil is now transported in 
bulk via pipelines, tankers, and trains. It is more accurate to talk about oil prices in the plural. 

This is because the prices set in the global markets, primarily in New York and London, is based on a 
GLǖHUHQW�EHQFKPDUN�RU�PDUNHW�RI�FUXGH�RLOV��HVSHFLDOO\�%UHQW� �1RUWK�6HD�FUXGH�� IRU�(XURSH�DQG�:HVW�
Texas Intermediate (WTI) for North America. These oils are each governed by their own laws of supply 
DQG�GHPDQG��ZKLFK�PHDQV�WKDW�WKHLU�SULFHV�PD\�HYROYH�GLǖHUHQWO\�

PAGE 9

AN OVERVIEW OF THE PAST FLUCTUATIONS 
IN OIL PRICES

(YHQWV �3HULRG��PRQWKV�\HDUV�

$PHULFDQ�&LYLO�:DU $SULO������ƣ�$SULO�����

:RUOG�:DU�2QH -XO\������ƣ�1RYHPEHU�����

:RUOG�:DU�7ZR�LQ�(XURSH 6HSWHPEHU������ƣ�0D\�����

�����$UDEƣ,VUDHOL�:DU 0D\�ƣ�-XQH�����

,UDQLDQ�5HYROXWLRQ )HEUXDU\�ƣ�0DUFK�����

,UDQƣ,UDT�:DU 6HSWHPEHU������WR�$XJXVW�����

*XOI�:DU $XJXVW������ƣ�)HEUXDU\�����

'LVVROXWLRQ�RI�WKH�8665 $XJXVW������ƣ�)HEUXDU\�����

6HSWHPEHU���WK�7HUURULVW�$WWDFNƤ1<& 6HSWHPEHU�����

:DU�LQ�$IJKDQLVWDQ 2FWREHU������ƣ�'HFHPEHU���������

,UDT�:DU 0DUFK��'HFHPEHU�����
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The Organization of the Petroleum Exporting Countries (OPEC) was founded in 1960. The stated objective 
RI�PHPEHU�FRXQWULHV�ZDV� ƨWR�FRRUGLQDWH�DQG�XQLI\�SHWUROHXP�SROLFLHV�DPRQJ�0HPEHU�&RXQWULHV�� WR�
secure fair and stable prices for petroleum producers. 4 OPEC members function as a cartel, seeking to 
maximize their oil sales revenue by adjusting output in light of the prevailing world economic conditions 
and demand. But prices have been anything but stable. Initially, OPEC did not wield its full pricing power 
as a cartel in the 1960s. Oil prices were relatively stable until the 1970s amid U.S. oil companies’ continued 
the dominance of global crude markets, and due to plentiful U.S. oil reserves.

Arab Oil Embargo:-
,Q�UHWDOLDWLRQ�IRU�8�6�VXSSRUW�RI�,VUDHO�LQ�WKH�<RP�.LSSXU�:DU�RI�������RLO�SURGXFLQJ�$UDE�QDWLRQV�FXW�Rǖ�
FUXGH�H[SRUWV�WR�WKH�8�6��$V�D�UHVXOW��WKH�SULFH�RI�FUXGH�RLO�VRDUHG�IURP�DERXW�����WR�����SHU�EDUUHO�E\�
early 1974.

Iranian Revolution:
7KH�SUR�:HVWHUQ� 6KDK� ǔHG� ,UDQ� LQ� -DQXDU\� RI� ������ZLWK� WKH�DQWL�:HVWHUQ�*UDQG�$\DWROODK� 5XKROODK�
Khomeini emerging as the leader of an Islamist government that took control. A sharp drop in Iranian 
production as a result of the political unrest sent crude oil prices even higher than those during the Arab 
RLO�HPEDUJR��2LO�SULFHV�MXPSHG�IURP�DERXW�����SHU�EDUUHO�WR�RYHU������

The outcome of all oil price shocks was more or less the similar, These led to pressure on supply, market 
PHFKDQLVPV�� DQG� WR� D� FHUWDLQ� H[WHQW� SV\FKRORJLFDO� IDFWRUV� WKDW� LQǔXHQFHG� RLO� SULFH� GHYHORSPHQWV��
GHSHQGLQJ�RQ�WKH�VL]H�RI� WKH�SULFH� LQFUHDVH�DQG� LWV�GXUDWLRQ��GHFOLQLQJ�*'3�� LQFUHDVLQJ� LQǔDWLRQ�DQG�
ULVLQJ�XQHPSOR\PHQW��QRW�WR�PHQWLRQ�EXGJHWDU\�HǖHFWV�

2LO� SULFH� GHYHORSPHQWV� VLQFH� ����� KDYH� VSXUUHG� D� GLVFXVVLRQ� DERXW� D� ƨQHZ� RLO� FULVLVƩ�� ZKLFK�ZRXOG�
EH�GLǖHUHQW� IURP�SUHYLRXV�FULVHV��EHFDXVH� LW�ZRXOG�QRW�EH�VXSSO\�GULYHQ��EXW�PDLQO\�GHPDQG�GULYHQ��
especially by China and India. This rising demand has in turn impacted supply and market mechanisms, 
with rising prices as one of the results. 

'HPDQG�IURP�WKHVH�WZR�FRXQWULHV�KDV�LQGHHG�VLJQLǓFDQWO\�LQFUHDVHG�DQG�KDV�ODUJHO\�FRQWULEXWHG�WR�WKH�
high prices. Psychological factors have also played a key role. Political developments over the last three 
\HDUV��IRU�H[DPSOH��WKH�VLWXDWLRQ�LQ�,UDT�DQG�WHUURULVW�DWWDFNV�LQ�6DXGL�$UDELD�KDYH�DOVR�LQǔXHQFHG�WKH�
increase in prices. 

OVERVIEW OF PAST FLUCTUATIONS IN OIL PRICES
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 Formation of OPEC
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OIL PRICES DURING CRISIS

1980 

The oil shock was once in particular related to 
activities across the Middle East, alternatively 
also driven with the aid of traditional worldwide 
oil demand. The Iranian Revolution commenced 
in 1978 and went on for 12 months, whilst 
the reign of Shah Mohammad Reza Pahlavi 
collapsed, the manipulation of the Islamic 
Republic grew to become taken with the aid of 
Sheikh Khomeini. With the revolution, Iranian oil 
output declined by 4.8 million barrels per day 
which grew to be almost 7% of the total global 
production at that point. These disruptions 
spiralled a fear of additional disturbances 
and caused giant speculative hoarding.
 
Oil fees started out catching up unexpectedly 
in mid-1979, becoming greater than double 
in a year until April of 1980. It was anticipated 
that the surge in demand for oil, because of 
both, a booming world economy and steep 
upward push in precautionary calls, will lead to 
a big increase in the price of crude petroleum 
at that time. There was a hazard of Persian 
Gulf oil shipments being damaged due to 
the political turmoil in Iran and Afghanistan.
In the US, during early 1978, the Federal Reserve, 
WR� ǓJKW� WKH� ULVLQJ�XQHPSOR\PHQW� LQ� WKH�FRXQWU\��
had adopted an absolutely accommodative 
stance of economic coverage. Despite the 
truth, these guidelines did no longer display a 
JRRG�GHDO�RI�VXFFHVV�LQ�VWLǔLQJ�WKH�GHWHULRUDWLQJ�
unemployment rate and the surroundings 
PRGLǓHG� LQWR� VXFK� WKDW� SURPRWHG� GHYHORSLQJ�
RLO� SULFHV� WUDQVPLWWLQJ� LQWR� VL]DEOH� LQǔDWLRQ�

PAGE 11

A few nations of the Organization of Petroleum 
Exporting nations (OPEC) additionally lifted their 
prices collectively, at the identical time as some 
unique international locations like Saudi Arabia 
sought to restrain such increases. As outcomes of 
a slow economy, customers’ resistance to pay for 
accelerated gasoline costs, and the rising vogue in 
WKH�FRXUVH�RI�ODUJHU�HQHUJ\�HǗFLHQW�WHFKQRORJLHV��
majorly industrial countries decreased their call 
for petroleum heavily. As a result, inventories of 
crude oil reached record levels in Saudi Arabia 
and endured to export about a million barrels 
per day above the extent it was once exporting 
prior to the Iranian Revolution of 1979. Surplus 
of crude oil on international markets inhibited 
GLǖHUHQW� 23(&� SDUWLFLSDQWV� IURP� HOHYDWLQJ�
prices extensively in the middle of the year.

Over the course of 5 months, oil fell almost 70%. 
However, in late September, oil shipments from 
Iraq and Iran ceased after the war broke out. 
Trading on the spot market quickened, mainly 
to induce prices to swiftly rise to greater than 
����IRU�WKH�ǓUVW�WLPH�VLQFH�������7KH�86�LPSRUWHG�
20% less crude in 1980 than in comparison 
to 1979. This helped to adjust foreign crude 
oil prices to domestic oil prices in the nation.
Some will argue that the crashes of 2008 and 
2014 have been more extreme in percentage. 
True, oil fell by 80% in 2008 and 75% in 2014 from 
pinnacle to bottom, greater than oil’s fall in 1986. 
But the oil crash of 1986 outdid the crashes of 
2008 and 2014 in one very vital respect. The fall 
absolutely mirrored severely falling oil demand.

PAGE 11



         

Gulf War

In early 1991, a cartel of 39 nations crossed the 
Saudi Arabian border into Kuwait and Iraq to 
attack Saddam Hussein’s invading forces in 
Kuwait. The war became known as the Gulf War, 
and the United Kingdom played a key role in both 
ǓJKWLQJ�LW�DQG�HQFRXUDJLQJ�RWKHU�FRXQWULHV��PRVW�
notably the United States, to use force as well. 
The Gulf War is widely thought to have started 
as a response to Iraq’s invasion of Kuwait. And 
it was this that caused international censure in 
the United Nations, as well as the subsequent 
Resolutions that paved the ground for war.

At some point of time in the Gulf War, oil prices 
crashed. It led to a reduction of oil production 
and a spike in crude oil prices. Oil groups iced 
up or decreased their wholesale fuel prices. No 
strains were to be seen at gas stations and oil 
supplies remained ample. Just a day after the US 
and its allies launched a massive attack on Iraq, 
RLO�H[SHQVHV�SOXQJHG�DQ�XQSUHFHGHQWHG��������D�
EDUUHO�WR���������7KLV�IUHH�IDOO�LQ�SULFHV�FRPSOHWHO\�
FRQIRXQGHG�WKH�HDUO\�SUHGLFWLRQV�WKDW�D�FRQǔLFW�
was likely to cause oil prices to jump to as excessive 
DV�����SHU�EDUUHO��7KLV�FUDVK�UHǔHFWHG�DQ[LHW\�WKDW�
LI�WKH�ǔRZ�RI�RLO�VWRSV��WKH�ZRUOG�ZRXOG�KDYH�WRR�
much oil to absorb. Exxon dropped prices by 5 cents 
a gallon, Fina by 3-5 cents, Marathon by 10 cents. 
Other companies were predicted to follow suit.

OIL PRICES DURING CRISIS

Big oil agencies joined minds to freeze wholesale 
SULFHV�RI�IXHO�DQG�GLǖHUHQW�VRSKLVWLFDWHG�SURGXFWV��
This move won sudden praises from all, even 
from the critics that accused these businesses 
of taking undue advantage of desperate times.

After the Gulf war, crude oil prices 
started declining steadily, achieving 
their lowest stages since 1973 in 1994.

The most decent long-term surge in oil prices 
transpired between 2003 and 2008. The monetary 
crisis started in the real estate market in 2006 as 
defaults on subprime mortgages began to rise. 
$W� ǓUVW� WKH� GDPDJH� ZDV� FRQWDLQHG�� +RZHYHU��
LW� HQGHG� XS� VHYHUHO\� GHFUHDVLQJ� ǓQDQFLDO�
pastime as the rot unfolded in the economy. For 
some time, commodity prices endured upward 
thrust even as the housing market weakened.

The disaster eventually unveiled a wave of 
GHǔDWLRQ� DQG� SULFHV� RI� JHQHUDO� FRPPRGLWLHV�
plunged, such as oil and gas. At the same time, 
unemployment rose as organizations decreased 
output given that aggregate demand was 
falling. As a result, much less electricity was 
consumed and the demand for oil and gasoline 
fell in turn, inserting extra strain on its price.

2008 
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On the other hand, the 2008 recession 
that hit the global economy was of 
unprecedented depth. Oil prices fell 
IURP� DQ� H[FHVV� RI� ������� LQ� -XQH� �����
WR�D� ORZ�RI� ������� LQ� )HEUXDU\� ������ 7KLV�
70% drop marked a reversal in the steep 
upward trend that was discovered at the 
beginning of the 2000s. The oil shocks 
that had been seen till the 1990s were 
majorly due to the supply imbalance. This 
implies that oil price movements drove 
the economic cycle rather than being a 
consequence of the same. But thereafter, 
an exchange in these determinants was 

observed.

OIL PRICES DURING CRISIS
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:K\�GLG�3ULFH�ULVH�VR�KLJK�LQ�����"

The leap in prices had developed earlier principally from 
increase in demand in developing economies such as 
China and India. Weakness in the U.S. dollar and geo-
SROLWLFDO�WHQVLRQV�LQWURGXFHG�JDV�WR�WKH�ǓUH��6WURQJ�ZRUOG�
ǓQDQFLDO�JURZWK��SDUWLFXODUO\�LQ�WUDGLWLRQDOO\�PDVVLYH�
oil-consuming regions, had resulted in robust world oil 
demand. When the quantity of oil demanded exceeds 
the volume of oil supplied, oil prices experienced an 
upward push to bring oil consumption in line with sup-
ply. Furthermore, because petroleum demand is notably 
price inelastic in the brief run, massive price movements 
are required to bring consumption in line with reachable 
supply. Hence, OPEC countries cut back on production 
for a good deal of 2007, resulting in a stock drawdown 
and placing upward strain on prices.
 
Fairly low OPEC surplus manufacturing capacity (concentrated in Saudi Arabia) left the market with 
OLWWOH�ǔH[LELOLW\�WR�UHVSRQG�WR�VXUSULVHV�LQ�VXSSO\�DQG�GHPDQG��:LWK�ORZ�UHǓQLQJ�DELOLW\�OHIW��WKH�VXSSO\�
DQG�GHPDQG�EDODQFH�JUHZ�WR�EHFRPH�VXUSULVLQJO\�WLJKW��)XUWKHUPRUH��ORZ�H[FHVV�UHǓQLQJ�DELOLW\�OHIW�
OLWWOH�ǔH[LELOLW\�WR�HFRQRPLFDOO\�DFFRPPRGDWH�XQSODQQHG�UHǓQHU\�RXWDJHV��,Q�D�PDUNHW�ZLWK�WLJKW�VSDUH�
capability and low forward cover in terms of days of supply, further risks delivered by geopolitical in-
stability in many OPEC, as well as non-OPEC countries, put extra upward strain on inventory demand 
and crude oil prices. A lack of political stability continued to threaten manufacturing in various OPEC 
nations, inclusive of Iraq, Nigeria, Venezuela, and Iran.

The sharp decline in the oil prices of 2008-09 was induced by a developing quantity of signals 
pointing to an important decline in the world monetary activity, and exacerbated by way of 
WKH� HUXSWLRQ� RI� WKH� ǓQDQFLDO� FULVLV�� 7KH� ,QGH[� RI� ,QGXVWULDO� 3URGXFWLRQ� IHOO� E\� DERXW� ���� LQ� WKLV�
recession. This followed the buoyant growth in each global activity and oil prices before the 
disaster and this absolutely depicts the sturdy interrelation between the oil price actions and world 
commercial enterprise cycle. Oil prices fell due to diminished demand, decline in the credit used for 
SXUFKDVLQJ�� DQG� GHFUHDVHG� FRPSDQ\� UHYHQXH� ZKLFK� OHG� WR� OD\RǖV� DQG� H[SDQGHG� XQHPSOR\PHQW�
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2020 

With the advent of the covid pandemic, worldwide 
demand for oil fell swiftly as all businesses were 
compelled shut, stay-at-home mandates had 
been issued, and tour was exceedingly restricted, 
which was also the need of the hour, but had 
H[WUHPHO\�XQIDYRXUDEOH�HǖHFWV�RQ�RLO�GHPDQG�DQG�
prices. Oil prices plunged in the spring of 2020 in 
response to the big worry and volatility around the 
unfolding of the coronavirus. This certainly caused 
a shock to the monetary demand of the world.

To begin the year, oil expenses were enormously 
strong, but through April 2020 a huge oversupply 
was created in the world economic system 
and hence, prices plunged dramatically.

7R�WRS�LW�Rǖ��DQ�RLO�SULFH�EDWWOH�HUXSWHG�EHWZHHQ�
Russia and Saudi Arabia, two main oil producers, 
as the two countries failed to attain a consensus 
on oil production levels. The glut compelled the 
nations to end the hostilities in the end after about 
a month. The consequence of this struggle was 
OPEC and its allies agreed to reduce basic crude 
oil production by 9.7 million barrels a day. This 
represented the single biggest output cut in history.

But, due to a bit late reaction via OPEC to take this 
step, volatility and rate declines in the market had 
already installed itself in the oil industry. Despite 
such bold settlement with the aid of OPEC, 
crude oil prices reached some of their lowest 
levels in more than twenty years by May 2020.

)RU�WKH�ǓUVW�KDOI�RI�WKH�\HDU��XQFHUWDLQWLHV�ORRPHG�
over all energy sources. High degrees of inventory 
pressured Brent crude oil spot prices down from 
D� PRQWK�WR�PRQWK� DYHUDJH� RI� ���� WR� RQO\� ����
per barrel. The May futures contract for a barrel 
of WTI plummeted into the negative territory for 
WKH� ǓUVW� WLPH� HYHU� DV� RLO� SURGXFHUV� GHVSHUDWHO\�

OIL PRICES DURING CRISIS
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GHVLUHG� WR� VHOO� Rǖ� FUXGH� RLO� LQWR� WKH� PDUNHW�
because the grant was still too much to handle.

Going forward, the oil market started moving as 
nations commenced coming out of lockdowns. 
From April to May, the per barrel avg. multiplied 
E\������ 7KH�SURGXFWLRQ�FXW�DJUHHPHQW�E\�23(&�
plus additionally delivered supply in control 
and led to greater stabilisation in oil prices.

In the second half of the year, oil prices continued 
to rebound from previous lows. Speculations 
broadly grew that OPEC may continue the cap on 
production. Optimism about planned rollouts of 
Covid vaccines all through the globe additionally 
buoyed the market. In November, the per barrel 
DYHUDJH�RI�%UHQW�FUXGH�RLO�VSRW�SULFHV�UHDFKHG������
:7,�DOVR�FORVHG�RXW������DW�DURXQG�����EDUUHO�

,Q�0DUFK� ������23(&� DFFXVHG� WKH� 8�6�� RI� ǓQDQFLDO� ƨPLVPDQDJHPHQWƩ� WKDW�ZDV� SXVKLQJ� SULFHV� WR�
report highs. In June 2008, an Israeli attack on Iran precipitated another huge spike in the oil price. 
The best possible rate ever recorded for crude oil was in July 2008 when WTI crude reached a rate 
RI� ��������EDUUHO�� 6RRQ�DIWHU�� WKH� ǓYH�\HDU�SULFH�H[SORVLRQ� UDQ� LWV� FRXUVH��ZKHQ� WKH�ZRUOG� ǓQDQFLDO�
FULVLV� DJDLQ� GURYH� GRZQ� GHPDQG� IRU� FUXGH� RLO�� 3ULFHV� SOXPPHWHG� RYHU� ����� SHU� EDUUHO� WR� �����
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What do negetive oil prices mean? 

The oil industry was thrown into chaos as prices for US crude 
oil went negative, meaning that sellers were actually paying 
buyers to take oil from them, rather than the other way around.
,W� ZDV� WKH� ǓUVW�WLPH� RLO� SULFHV� KDG� HYHU� GURSSHG� LQWR� QHJDWLYH��
leaving many confused as to how oil could become valued at 
such a level despite being central to the global economy, what the 
consequences could be, both for governments reliant on oil for their 
UHYHQXH�� DQG� RUGLQDU\� FRQVXPHUV�ZKR� ǓOO� XS� WKHLU� FDUV�ZLWK� SHWURO�
 
Oil’s nosedive to negative pricing was a result of two key 
factors. First, the coronavirus caused an unprecedented drop 
in demand for petroleum products as people stay at home 
rather than driving their cars or working in factories, and 
airplanes sit dormant due to restrictions on international travel.

6HFRQGO\�� DV� GHPDQG� IHOO� Rǖ� D� FOLǖ�� RLO� SURGXFHUV� FRQWLQXHG� WR�
produce increasing amounts of oil. Talks between key oil producers 
aimed at rebalancing the supply and demand of oil broke 
down in March, leaving the production of crude oil massively 
H[FHHGLQJ� GHPDQG� IURP� UHǓQHULHV� WR� SURGXFH� SHWURO� DQG� GLHVHO�
– resulting in large amounts of spare oil that needs to be stored.

OIL PRICES DURING CRISIS
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The price of a barrel of benchmark U.S. oil plunged 
EHORZ� ��� D� EDUUHO� IRU� WKH� ǓUVW� WLPH� LQ� KLVWRU\�� D�
troubling sign of an unprecedented global energy 
glut. This meant that oil producers were paying 
SHRSOH� IRU� WDNLQJ� WKH� FRPPRGLW\� Rǖ� WKHLU� KDQGV��

Demand for oil had all dried up as the pandemic 
forced everyone to stay inside and curbed economic 
activities. In such circumstances, oil companies 
were forced to rent extra tankers to store all the oil. 

The world ran out of space for storage. As traders on the US market began 
to realize that there would be no space to put oil in once they bought it, a 
panicked selling frenzy gripped the market, and prices began to drop sharply.
As the situation got worse, traders, who often do not even have a place to put oil and are 
just trading the commodity electronically, ended up having to pay to get rid of their futures 
contracts because they had nowhere to store it – otherwise known as negative pricing.

Negative WTI 

This kind of unprecedented demand shock pushed the price of US oil into the negative 
territory.   The contract for West Texas intermediate crude, or WTI, is the benchmark for U.S. 
FUXGH� RLO� SULFHV�� DQG� WKH� SULFH� RI� D� EDUUHO� RI� :7,� IHOO� WR� DV� ORZ� DV� PLQXV� ������� SHU� EDUUHO�
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Has it happened before?

Oil prices have never been negative before. The fact that prices 
ZHQW� QHJDWLYH� WKLV� WLPH� UHǔHFWV� WKH� PDJQLWXGH� RI� WKH� SUREOHP�
that the coronavirus pandemic caused for the global economy.

The charge of a barrel of benchmark U.S. oil plunged beneath 
��� D� EDUUHO� IRU� WKH� ǓUVW� WLPH� LQ� KLVWRU\�� D� WURXEOLQJ� VLJQDO� RI� DQ�
unparalleled international energy glut. Demand for oil had all dried 
up as the pandemic pressured everybody to remain indoors and 
curbed monetary activities. In such circumstances, oil agencies had 
been forced to lease more tankers to keep all the oil. This variety 
of extraordinary demand shock pushed the price of US oil into 
the negative territory. The contract for West Texas intermediate 
crude, or WTI, is the benchmark for U.S. crude oil prices, and the 
UDWH� RI� D� EDUUHO� RI� :7,� IHOO� WR� DV� ORZ� DV� PLQXV� ������� SHU� EDUUHO�

OIL PRICES DURING CRISIS
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Oil is traded in futures contracts that specify how much crude the buyer has obtained, and when it will 
be delivered. Between the open and expiry of a contract, typically a period of around a year, it can be 
bought and sold. Negative prices indicate that traders became so desperate to get rid of the contract 
WKDW�WKH\�ZRXOG�UDWKHU�SD\�VRPHRQH�WR�WDNH�LW�Rǖ�WKHLU�KDQGV�WKDQ�WU\�DQG�ǓQG�D�SODFH�WR�SXW�WKH�RLO�

Why would anyone sell products for negative prices?
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2LO�HǖHFW�RQ�VWRFN�PDUNHWV�
Oil is a key source of energy in the economy and 
is often measured as an indicator of economic 
VWHDGLQHVV�� 6HYHUDO� VWXGLHV� KDYH� LGHQWLǓHG� WKH�
changes in oil price as an essential source of 
HFRQRPLF�ǔXFWXDWLRQV��,W�LV�D�FRPPRQO\�KHOG�EHOLHI�
that high oil prices directly and negatively impact 
the  economy and the stock market. However, 
past data suggests that oil prices and stock prices 
actually show little correlation over time. Oil prices 
in a broad way have no impact on stock markets. 
There seems to be a relationship between oil prices 
and stock markets but that doesn’t establish any 
correlation. Although changes in oil prices give us 
a good indication about the movements in stock 
prices, there hasn’t been any concrete proof 
WKDW�LW�KDV�D�FDXVLQJ�HǖHFW�RQ�WKH�VWRFN�PDUNHW�

We need to clearly distinguish between the 
causes that drive oil prices and those that 
drive the stock market. Oil prices depend on 
the supply and demand for petroleum based 
products. Oil prices can change because of 
GLǖHUHQW�UHDVRQV�OLNH�VKRFN�LQ�GHPDQG�RU�VXSSO\�
VLGH� DQG� ERWK� WKHVH� VLWXDWLRQV� KDYH� GLǖHUHQW�
NLQGV�RI�LPSDFW�RQ�WKH�HFRQRP\��7KH�ǔXFWXDWLRQ�
of the stock market depends on which factor 
has resulted into shock, whether the oil price 
increase is driven by oil production shortfalls, 
a booming economy or shifts in precautionary 
GHPDQG� IRU� FUXGH� RLO� WKDW� UHǔHFWV� LQFUHDVHG�
concerns about future oil supply shortfalls.
When the prices of oil rise due to a higher 
demand, such as an increase in precautionary 
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demand because it is expected that oil prices 
may go up, this kind of demand shock has a 
negative impact on stock market because there 
are concerns among investors that there might be 
a supply shortfall in future and since oil is directly 
or indirectly consumed in almost every industry, 
this shortfall can lead to lesser production. If the 
oil prices rise because there is a global economic 
expansion and higher oil demand, then this has a 
positive impact on the stock market in the short run. 

&UXGH� RLO� SULFHV� FDQ� KDYH� D� VLJQLǓFDQW� HǖHFW�
on some particular sectors and these results 
are very consistent. Degree of dependency 
RI� GLǖHUHQW� VHFWRUV� RQ� RLO� DUH� GLǖHUHQW��
VR� HǖHFWV� DUH� YDU\LQJ�� (ǖHFW� RQ� VWRFNV�
depends on what causes the oil price shift. 

As a general rule, the price of oil impacts other 
production and manufacturing costs. Suppose, 
for example, that a drop in fuel prices will 
reduce transport costs, resulting in cheaper 
transportation, which will leave people with 
more disposable income. Lower oil prices 
DOVR� EHQHǓW� WKH� PDQXIDFWXULQJ� VHFWRU� VLQFH�
PDQ\� LQGXVWULDO� FKHPLFDOV� DUH� UHǓQHG� IURP� RLO��

Some of the strongest responses to oil demand 
shocks are found in the automotive industry, 
retail industry, consumer goods and tourism-
related sectors such as restaurants and lodging. 

OIL EFFECT ON STOCK MARKET, INFLATION 
AND EXCHANGE RATES
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([LVWLQJ� VWXGLHV� RI� WKH� UHODWLRQ� EHWZHHQ� RLO� SULFHV� DQG� VWRFN�PDUNHWV� VXǖHU� IURP�D�PDMRU� OLPLWDWLRQ��
In the empirical or theoretical model of the link between oil prices and stock markets, oil prices are 
treated as exogenous variables with respect to the global economy. This assumption is not credible. 
There are good theoretical reasons and there is strong empirical evidence that global macroeconomic 
ǔXFWXDWLRQV�KDYH�LQǔXHQFHG�WKH�SULFHV�RI�FUXGH�RLO��7KH�IDFW�WKDW�WKH�VDPH�HFRQRPLF�VKRFNV�WKDW�GULYH�
PDFURHFRQRPLF�DJJUHJDWRUV��VWRFN�PDUNHWV��PD\�DOVR�GULYH�WKH�SULFH�RI�FUXGH�RLO�PDNHV�LW�GLǗFXOW�WR�
VHSDUDWH�FDXVH�DQG�HǖHFW�LQ�VWXG\LQJ�WKH�UHODWLRQVKLS�EHWZHHQ�RLO�SULFHV�DQG�VWRFN�PDUNHWV�

2LO�DQG�LWV�LPSDFW�RQ�FXUUHQF\�H[FKDQJH�UDWH��

:K\�LWƦV�GLǗFXOW�WR�JHW�D�UHODWLRQ�EHWZHHQ�RLO�SULFHV�DQG�VWRFN�PDUNHW"

7KH�LPSUHVVLRQ�IURP�WKH�DERYH�ǓJXUH�LV�WKDW�WKH�UHODWLRQVKLS�EHWZHHQ�VWRFNV�DQG�RLO�LV�LWVHOI�YRODWLOH��ZLWK�
the correlation between the returns to stocks and to oil swinging between positive and negative values. 
In other words, sometimes the prices of stocks and oil move in the same direction, sometimes in opposite 
GLUHFWLRQV��6R�LW�LV�GLǗFXOW�WR�JHW�D�FRUUHODWLRQ�EHWZHHQ�RLO�SULFHV�DQG�VWRFN�PDUNHWV�

Falling oil prices can have an adverse impact on countries whose currencies rely on energy exports 
to fuel economic growth and development. Oil exporters’ currencies should depreciate in the wake of 
negative oil price shocks. When a country’s principal export is oil, its currency exchange rate heavily 
depends on the global oil price. The rising global price tends to attract inward investment and more 
resources to the oil extraction industry. The rising global price increases the currency exchange rate and 
other export industries struggle due to the high exchange rate. This phenomenon is known as Dutch 
Disease, in which the economy becomes increasingly dependent on its extraction industries and when 
the prices of oil and commodities fall, the currency exchange rates of exporting countries drastically 
falls. 

Currencies which are highly dependent on oil and commodity prices are known as commodity 
FXUUHQFLHV�� 0RVW� ƨFRPPRGLW\� FXUUHQFLHVƩ� EHORQJ� WR� GHYHORSLQJ� FRXQWULHV�� DQG�PDQ\� RI� WKHP� WU\� WR�
protect themselves from currency exchange rate volatility by pegging their currency, usually to the US 
Dollar or Euro. The nations that are more dependent on crude oil exports have faced greater economic 
damage than those with diverse sets of resources. 

(ǖHFW�RQ�H[SRUWHUV
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(ǖHFW�RQ�LPSRUWHUV

Rising world oil prices place depreciating pressure on the importing country’s currency. Due to rising oil 
prices, the importing country’s currency depreciates. This is because it costs the importing country’s 
currency relatively more to purchase the same amount of dollars in the foreign exchange market. So, 
DV�WKH�WUDGH�EDODQFH�GHǓFLW�JURZV��DQG�PRVW�LPSRUWDQWO\�DV�FUXGH�RLO�DQG�JDVROLQH�SULFHV�LQFUHDVH��WKH�
importing country’s currency is losing value. This has a tremendous impact on the importing country 
because the country is a net importer. Thus, increasing oil prices make it relatively more expensive for the 
country to purchase all of its imports. The importing country should consider decreasing its dependency 
on imports. Perhaps one way to do this in the energy sector is to create additional Extraction plants 
in the country. An even better suggestion might be looking for an alternative source of energy and 
decreasing its dependence on oil and oil products.

2LO�LPSRUW�ELOOV�UHSUHVHQW�D�VLJQLǓFDQW�SURSRUWLRQ�RI�WKH�*'3�IRU�WKH�RLO�LPSRUWLQJ�FRXQWULHV�DQG�FKDQJLQJ�
oil prices usually have a big impact on their currency’s exchange rates. In the case of small open 
HFRQRPLHV�ZLWK�ǔRDWLQJ�H[FKDQJH�UDWHV��WKH�YDULDELOLW\�LQ�RLO�SULFHV�LV�H[SHFWHG�WR�KDYH�D�ODUJH�LPSDFW�
on the relative value of the  currency. Increasing oil prices increase the net import bill and increase the 
WUDGH�GHǓFLW��

,PSDFW�RI�2LO�SULFH�RQ�,QǔDWLRQ��

Oil price changes have an impact on economic performance. Oil price change can have a direct or 
LQGLUHFW��HǖHFW�RQ�GRPHVWLF�LQǔDWLRQ��7R�GHHSO\�XQGHUVWDQG�WKH�LPSDFW�RI�RLO�SULFHV�RQ�GRPHVWLF�LQǔDWLRQ�
we have to classify countries into two categories - low dependency and high dependency countries. 

7KH�FODVVLǓFDWLRQ�RI�WKH�FRXQWULHV�LV�EDVHG�RQ�WKH�GDWD�DYDLODELOLW\�DQG�DOVR�WKH�RLO�GHSHQGHQF\�LQGH[��
The oil dependency index is the measure on the percent of oil demand from the overall energy demand, 
energy diversity and economic dependency on oil (oil demand per GDP) and the share of net imports 
to oil consumption. Higher value of oil dependency index implies higher dependency of that country on 
oil and energy resources.
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:KHQ�ZH�FKHFN�WKH�ORQJ�UXQ�HǖHFWV��ZH�QRWH�WKDW�
real exchange rate and exporters’ production costs 
are the two main factors determining domestic 
LQǔDWLRQ� LQ� FRXQWULHV� WKDW� DUH� KLJKO\� GHSHQGHQW�
on oil. In the long run, domestic output and oil 
SULFHV�GR�QRW�KDYH�VLJQLǓFDQW�HǖHFWV�RQ�GRPHVWLF�
LQǔDWLRQ�� ,Q� FRQWUDVW��ERWK�GRPHVWLF�RXWSXW�DQG�
real exchange rates contribute to domestic 
LQǔDWLRQ�FKDQJHV�LQ�WKH�KLJK�RLO�GHSHQGHQF\�JURXS�

In the long run, the main shocks to domestic 
FRQVXPHU� LQǔDWLRQ� LQ� FRXQWULHV� ZLWK� KLJK� RLO�
dependence do not originate from the country’s 
own production and income but from exporters’ 
production costs and real exchange rates. 
As these countries import raw materials for 
SURGXFWLRQ� DQG� VHOO� WKH� ǓQDO� SURGXFWV� WR� WKH�
domestic and international markets, higher 
SURGXFWLRQ� FRVWV� OHDG� WR� KLJKHU� LQǔDWLRQ�

OIL EFFECT ON STOCK MARKET , 
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2LO�SULFH�FKDQJH�KDV�D�GLUHFW�HǖHFW�RQ�GRPHVWLF� LQǔDWLRQ� LQ�WKH� ORZ�RLO�GHSHQGHQF\�JURXS��EXW� LWV�
LPSDFW�LV�LQGLUHFW�RQ�GHWHUPLQLQJ�WKH�LQǔDWLRQ�LQ�WKH�KLJK�RLO�GHSHQGHQF\�JURXS�WKURXJK�LQFUHDVLQJ�WKH�
H[SRUWHUVƦ�SURGXFWLRQ�FRVW��0DQ\�VWXGLHV�VKRZ�WKDW�RLO�SULFH�FKDQJHV�DUH�LQǔXHQWLDO�RQ�GHWHUPLQLQJ�
LQǔDWLRQ� LQ� WKRVH� WZR� JURXSV� RI� FRXQWULHV�� DOWKRXJK� LWV� LPSDFW�PD\� QRW� EH� WKH� ODUJHVW�� 7KH�PDLQ�
YDULDEOHV�RI�LQǔDWLRQ�GLǖHU�DFURVV�JURXSV�RI�FRXQWULHV��

These countries mostly produce their own oil and 
are oil exporters. All factors (domestic output, 
real exchange rate, exporters’ production cost 
DQG� RLO� SULFH�� DUH� VLJQLǓFDQW� LQ� GHWHUPLQLQJ�
GRPHVWLF� LQǔDWLRQ� LQ� WKH� ORQJ� UXQ��$PRQJ� WKHVH�
factors, domestic output and real exporters’ 
production cost have the main determinant 
HǖHFWV�� %HVLGHV�� KLJKHU� RLO� SULFHV� DOVR� OHDGV� WR�
KLJKHU�LQǔDWLRQ�LQ�ORZ�RLO�GHSHQGHQF\�JURXSV��7KH�
UHDVRQ�LV�KLJKHU�RLO�SULFHV�OHDG�WR�KLJKHU�LQFRPH�
output as these countries export oil. Hence this 
leads to higher consumption and price levels.

Real exchange rate, on the other hand, has 
D� GLǖHUHQW� HǖHFW� RQ� GRPHVWLF� LQǔDWLRQ� IRU�
low oil dependency groups in the short and 
long run. Real exchange rate appreciation 
OHDGV� WR� KLJKHU� LQǔDWLRQ� LQ� WKH� VKRUW� UXQ� GXH�
to increased domestic consumption. However, 
as appreciation of domestic currency implies 
more expensive domestic goods on the 
international market, real exchange rate 
DSSUHFLDWLRQ� WHQGV� WR� GHFUHDVH� LQǔDWLRQ� LQ� WKH�
long run. This will then lead to lower demand 
and production and the price levels will drop. 

(ǖHFW�RQ�ORZ�RLO�GHSHQGHQF\�
FRXQWULHV��

(ǖHFW�RQ�KLJK�RLO�GHSHQGHQF\�
FRXQWULHV��

3$*(���



         

OPEC members resolved to raise the world oil 
prices in the 1970s to enhance their income. 
These countries achieved this goal by lowering 
the amount of oil they supplied collectively. Oil 
prices increased by more than 50% (adjusted 
IRU� WRWDO� LQǔDWLRQ��EHWZHHQ� �����DQG� ������23(&�
then did the same thing a few years later. Oil 
prices nearly doubled between 1979 and 1981.

1RQHWKHOHVV��23(&� IRXQG� LW�GLǗFXOW� WR�NHHS� WKH�
price high. From 1982 through 1985, the oil prices 
fell by 10% per year on average. OPEC countries 
TXLFNO\� EHFDPH� GLVVDWLVǓHG� DQG� GLVRUJDQLVHG��
Cooperation among OPEC members broke out 
in 1986, and the oil prices fell by 45 per cent. Oil 
SULFHV� �DGMXVWHG� IRU� WRWDO� LQǔDWLRQ�� UHWXUQHG� WR�
1970 levels in 1990 and remained there for most of 
the 1990s. The oil prices surged again in the early 
2000s, owing in part to increased demand from 
a massive and rapidly growing Chinese economy, 
but it did not reach the levels attained in 1981.

This OPEC incident from the 1970s and 1980s 
demonstrates how supply and demand 
UHVSRQG� GLǖHUHQWO\� LQ� WKH� VKRUW� DQG� ORQJ� UXQ��
Oil production and demand are relatively 
inelastic in the short run. Supply is inelastic 
EHFDXVH� WKH� LGHQWLǓHG� RLO� UHVHUYHV� DQG� WKH�
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FDSDFLW\� IRU� RLO� H[WUDFWLRQ� FDQQRW� EH� PRGLǓHG�
fast. Demand is inelastic because purchasing 
patterns do not react rapidly to price changes.

,Q� WKH� ORQJ� UXQ�� WKH� VLWXDWLRQ� LV� YHU\� GLǖHUHQW��
Over time, non-OPEC oil producers respond 
to high prices by boosting oil exploration and 
adding new extraction capacity. Consumers 
respond by becoming more environmentally 
conscious, for example, by replacing old 
LQHǗFLHQW�FDUV�ZLWK�QHZHU��PRUH�HǗFLHQW�YHKLFOHV�
This research explains why OPEC could only 
keep oil prices high in the short run. When OPEC 
countries decided to reduce their oil production, 
the supply curve shifted to the left. Although 
each OPEC member supplied less oil, the price 
soared so dramatically in the short run that 
OPEC income increased. In contrast, when supply 
and demand are more elastic in the long term, 
the same reduction when the oil supply reduces 
the response depends on the time horizon.
OPEC is still active today, and it has occasionally 
succeeded in cutting supply and rising prices. 
+RZHYHU�� WKH� RLO� SULFH� �DGMXVWHG� IRU� LQǔDWLRQ��
has never returned to the 1981 peak. The cartel 
appears to have realised that raising prices 
in the short run is easier than in the long run.

OIL PRICES
:K\�GLG�23(&�IDLO�WR�NHHS�WKH�SULFH�RI�RLO�KLJK"�
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Oil-rich countries are less cooperative in 
various ways, including their willingness to 
join international organisations, accept the 
compulsory jurisdiction of international judicial 
authorities, and consent to binding arbitration 
over investment disputes. However, there may 
be a silver lining: countries that are more reliant 
on oil imports, have higher levels of economic 
interdependence and tend to be more cooperative.

Through the political resource curse, they shape 
the foreign policy ambitions of oil-producing 
governments. Oil wealth provides autocratic 
regimes with tremendous latitude in international 
policy by lowering domestic accountability. It 
enables them to participate in every manner of 
military adventure if they so desire. The second 
method is comparatively more simple: oil booms 
RǖHU� IXQGV� IRU� ODUJH� PLOLWDU\� H[SHQGLWXUHV��
Petro-aggression is fueled by this combo.

Boom and bust cycles are all too common in 
oil and gas-rich countries. When oil prices fall 
sharply, countries that rely on oil money to fund 
JRYHUQPHQWDO� FRǖHUV� UDWKHU� WKDQ� WD[DWLRQ� DUH�
especially susceptible. Countries that failed 
to preserve throughout the boom cycle to 
cover budgetary gaps and continue exclusive 
social expenditure are especially vulnerable to 
economic instability. Keeping this in mind, the 
UHGXFWLRQ�LQ�RLO�SULFHV�KDV�D�VLJQLǓFDQW�LPSDFW�RQ�
countries such as Russia, Saudi Arabia, and Iran.
In 2004, Russia established the Stabilization Fund 
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WR� FXUE� LQǔDWLRQDU\� SUHVVXUHV� DQG� VWDELOLVH� WKH�
federal budget. The present slump in oil prices, along 
with Western sanctions imposed as a result of the 
Ukraine crisis, has pushed it to deplete not only its 
Reserve Fund but also the National Welfare Fund.

6DXGL�$UDELD�LV�VXǖHULQJ�VRFLDO�H[SHQGLWXUH�OLPLWV�
as a result of the lack of pricey oil to feed its state 
FRǖHUV��HURGLQJ�WKH�VRFLDO�FRPSDFW�WKDW�KDV�DOORZHG�
the government to exchange political support for 
WKH� SURYLVLRQ� RI� VRFLDO� EHQHǓWV� DQG� VWDWH� MREV�

The countries with state ownership of their oil 
UHVHUYHV�DUH�PRUH�OLNHO\�WR�IHHO�WKH�QHJDWLYH�HǖHFWV�
of a sharp drop in oil prices. Though the expansion 
of unconventional energy (shale gas and tight 
oil) over the last decade means that the United 
6WDWHV�LV�DOVR�IHHOLQJ�WKH�HǖHFWV�RI�ORZ�RLO�SULFHV�

Not unexpectedly, the countries most reliant 
RQ� RLO� H[SRUWV� KDYH� VXǖHUHG� WKH�PRVW� IURP� WKH�
price collapse. Venezuela, Angola, Azerbaijan, 
Russia, and Middle Eastern oil exporters are 
all included. Countries with larger, better-
managed stabilisation funds, such as the Gulf 
states and Norway, are dealing better with 
the budgetary consequences and making 
the required budget adjustments. South 
Sudan and Yemen are examples of countries 
that rely on oil exports but have low incomes. 
Venezuela has taken over as the new poster 
child for the resource curse, replacing Nigeria.

Foreign relations
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Falling oil prices may prompt 
leaders of petrostates to become 
more aggressive in their pursuit of 
D� IRUHLJQ� SROLF\� ƨYLFWRU\Ʃ� WR� ERRVW�
their dwindling domestic credibility 
(where low oil prices hurt the 
economy, making them unpopular). 
Furthermore, military investments 
and acquisitions made during oil 
booms remain available when 
oil prices fall, allowing for even 
more adventure. Russia’s military 
intervention in Syria is one recent 
example, but it is far from the 
only one—consider Saudi Arabia’s 
intervention in Yemen.

People frequently believe that oil trading has an impact on diplomatic or security relationships between 
production and consuming countries. This is due in part to the perception that oil is unique and more 
essential than other traded commodities. Similarly, people believe that consumer countries place a high 
YDOXH�RQ�WKHLU�FRQQHFWLRQV�ZLWK�SURGXFHU�FRXQWULHV�WR�NHHS�WKH�RLO�ǔRZLQJ�LQ�WKH�SURSHU�GLUHFWLRQ�

Based on this logic, one can have certain expectations if oil commerce between two countries rises or 
IDOOV�� ,QFUHDVHG�RLO� WUDGH�FRXOG� OHDG�WR� LQFUHDVHG�GLSORPDWLF�DǗQLW\��ZKLOVW�GHFUHDVHG�RLO� WUDGH�FRXOG�
harm the diplomatic or security relationships of the countries involved.

The Shale Revolution in the United States has brought this particular concern to the forefront: as the 
United States reduces its oil imports amid rising domestic production, producer countries are shifting 
their oil exports to other large consumer countries, some of which are political rivals of the United States, 
such as China. 

However, there is little evidence to support the assumption that changes in oil commerce have a large 
impact on diplomatic or security relationships. In determining such partnerships, many other criteria, 
VXFK�DV�PXWXDO�LQWHUHVWV�DQG�FXOWXUDO�RU�SROLWLFDO�DǗQLW\��JUHDWO\�RXWZHLJK�HQHUJ\�H[FKDQJH�
For example, China’s choice to increase its Angolan oil imports in the early 2000s as Angola curtailed 
LWV�VXSSOLHV�WR�WKH�86�GLG�QRW�JLYH�&KLQD�GLVSURSRUWLRQDWH�LQǔXHQFH�LQ�$QJRODQ�IRUHLJQ�SROLF\�WR�WKH�FRVW�
of the US. Rather, despite their deteriorating oil trading connection, relations between Angola and the 
United States have improved.

It doesn’t imply that no single country is unimportant to the United States in the energy market. Producer 
countries are important because they contribute to global oil and gas supplies.

ƨ3ROLWLFDO� UHVRXUFH�FXUVH�Ʃ�DVVHUWV� WKDW�QDWXUDO� UHVRXUFH� ULFKQHVV�KDUPV�D�FRXQWU\ƦV�JRYHUQDQFH��7KHUH�
is now compelling evidence that petroleum has at least three negative consequences: It tends to 
strengthen authoritarian governments, increases certain types of corruption, and contributes to violent 
FRQǔLFW�LQ�ORZ��DQG�PLGGOH�LQFRPH�QDWLRQV�
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/HW�XV�H[DPLQH�KRZ�D����SHU�EDUUHO�LQFUHDVH�LQ�RLO�
SULFHV� ZLOO� DǖHFW� HPHUJLQJ� FRXQWULHV� GLǖHUHQWO\��
For example, the square labelled United Arab 
Emirates in the upper right quadrant illustrates 
that the country has a huge current account 
surplus and that the increase in oil prices is likely 
to expand that surplus by more than 5% of GDP. 
Many of the oil-importing HIPCs and transition 
economies, on the other hand, are projected to 
VXǖHU�� %HODUXV� ZDV� IRUHFDVW� WR� UHFRUG� D� FXUUHQW�
DFFRXQW� GHǓFLW� RI� PRUH� WKDQ� ��� RI� *'3�� 7KH�
increase in oil prices would increase the current 
DFFRXQW�GHǓFLW�E\�QHDUO\�����SHU�FHQW�RI�*'3��
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Developing Countries

Developed vs developing countries in terms of oil prices 

,QGLYLGXDO�GHYHORSLQJ�FRXQWULHV�ZRXOG�DOPRVW�FHUWDLQO\�VXǖHU�MXVW�DV�PXFK�DV�PDQ\�LQGXVWULDO�FRXQWULHV�
2Q�WKH�RQH�KDQG��RLO�H[SRUWLQJ�FRXQWULHV��ZKLFK�VXǖHUHG�JUHDWO\�IURP�WKH�GURS�LQ�RLO�SULFHV�LQ����������
EHQHǓW�VLJQLǓFDQWO\��VXFK�DV�(FXDGRU��,QGRQHVLD��5XVVLD��DQG�9HQH]XHOD���2Q�WKH�RWKHU�KDQG��WKHUH�LV�
a major negative impact on oil-importing countries, particularly because their reliance on oil has not 
decreased to the same amount as that of industrial countries.

Consider how high oil costs have impacted India, a developing country.
Rising crude prices tend to weaken the rupee since India, a big importer of oil needs more dollars to 
purchase the same amount of petroleum. In normal times, winter tends to put pressure on pricing. 
Recently, electricity shortages in China have been caused by coal supply chain concerns. It has 
exacerbated the situation by increasing the oil demand.

Crude imports account for almost 20% of India’s total import expenditure. The fuel import bill increased 
IURP������ELOOLRQ� LQ� WKH� VHFRQG�TXDUWHU�RI� ����� WR�������ELOOLRQ� LQ� WKH� VHFRQG�TXDUWHU�RI� ������ 3ULFH�
LQFUHDVHV� FRXOG� OHDG� WR�DQ� LQFUHDVH� LQ� LQǔDWLRQ�� UHTXLULQJ� WKH�5%,� WR� LPSOHPHQW� OLTXLGLW\�WLJKWHQLQJ�
measures followed by rate hikes. An increase in petroleum prices raises the cost of producing and 
GHOLYHULQJ�FRPPRGLWLHV��FRQWULEXWLQJ�WR�LQǔDWLRQ�

India’s total oil imports have decreased since the outbreak of Covid-19. In FY19, oil imports accounted 
for about 27 per cent of overall Indian imports, but this reduced to 21 per cent in FY21. Despite a minor 
LQFUHDVH�LQ�)<����LW�KDV�\HW�WR�UHWXUQ�WR�SUH�SDQGHPLF�OHYHOV��ƨ:H�HVWLPDWH�WKDW�D�����LQFUHDVH�LQ�RLO�
SULFHV�ZRXOG�UDLVH�,QGLDƦV�FXUUHQW�DFFRXQW�GHǓFLW��&$'��E\�DOPRVW�����ELOOLRQ��RU������RI�*'3�Ʃ�,W�ZLOO�KDYH�
D�GHWULPHQWDO�LQǔXHQFH�RQ�WKH�,15�

Mali, depicted in the lower-left quadrant, is an example of a HIPC country with a current account 
GHǓFLW�RI�DERXW�����RI�*'3��7KH�LQFUHDVH�LQ�RLO�SULFHV�ZRXOG�H[SDQG�LWV�FXUUHQW�DFFRXQW�GHǓFLW�E\�������
Several nations are also under pressure from low non-oil commodity prices and limited access to credit 
markets, which will exacerbate the negative impact on domestic absorption.

(ǖHFW�RI�+LJK�2LO�3ULFHV�RQ�,QGLD
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The impact of higher oil prices on GDP and 
activity in oil-producing countries will be 
determined by several factors, the most 
important of which is how these unexpected oil 
earnings are spent. 21 A considerable share of 
LQFUHDVHG�RLO�SURǓWV�ZLOO�JR�WR�WKH�JRYHUQPHQW�LQ�
many oil-producing countries. The government’s 
reaction, in turn, is likely to be determined by the 
FRXQWU\ƦV� IXQGDPHQWDO� ǓQDQFLDO� SUHGLFDPHQW�

The cost of other production and manufacturing in 
WKH�8QLWHG�6WDWHV�LV�LQǔXHQFHG�E\�WKH�SULFH�RI�RLO��)RU�
example, the cost of gasoline or airline fuel is directly 
related to the cost of carrying goods and people.

7KH�ƨ6KDOH�5HYROXWLRQƩ�UHIHUV�WR�WKH�XVH�RI�K\GUDXOLF�
fracturing and horizontal drilling to greatly 
boost oil and natural gas output in the United 
States, particularly from tight oil formations.

Drops in oil prices were mainly considered good 

Developed Countries

86$ before the rebound of US oil production since 
they cut the cost of importing oil and reduced 
costs for the manufacturing and transportation 
sectors. Increased discretionary income for 
consumer purchasing can help to stimulate 
the economy even further. Low oil prices can 
harm US oil corporations and local oil industry 
jobs given that the US has boosted oil output.

High oil prices raise the costs of doing 
business, which are ultimately passed 
on to customers and enterprises.

2WKHU�VHFWRUV�WKDW�VXǖHU�ZKHQ�86�RLO�SULFHV�IDOO�DUH�
WKH� EDQNLQJ� DQG� ǓQDQFLDO� VHFWRUV�� 6HYHUDO� ǓUPV�
are drilling and servicing wells in shale deposits, 
DQG� PDQ\� RI� WKHP� ǓQDQFH� WKHLU� RSHUDWLRQV� E\�
obtaining capital and incurring debt. It implies 
that if the oil prices fall to the point where new 
ZHOOV� DUH� QR� ORQJHU� SURǓWDEOH�� WKH� FRPSDQLHV�
that rely on drilling and service will go out of 
business. When losses occur, they destroy capital.

The United States’ economy is incredibly diverse. 
Although oil and gas output has recently 
increased, it is far from the most vital sector of the 
HFRQRP\��7KH�SURǓWDELOLW\�RI�RWKHU�VHFWRUV��VXFK�DV�
manufacturing, compensates for the loss of one.

The economy is adaptable to prolonged 
periods of high or low oil prices, which means 
that it takes more than low oil prices to 
destabilise it, yet high or low oil prices can 
increase the impact of economic shocks.
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The oil price and Russia’s economy have the 
opposite relationship. When oil prices drop, Russia 
VXǖHUV�JUHDWO\��2LO�DQG�JDV�DUH�UHVSRQVLEOH�IRU�PRUH�
than 60% of Russia’s exports and provide more than 
30% of the country’s gross domestic product (GDP). 

The 2014 oil price fall had a severe impact on Russia’s 
economy. Between June and December 2014, the 
Russian ruble fell by 59% against the US dollar. 
Russia, along with neighbouring Ukraine, had the 
lowest purchasing power parity (PPP) relative to 
the United States at the start of 2015. PPP declines 
undermine living standards by making products 
purchased in the native currency more expensive 
WKDQ�WKH\�VKRXOG�EH��)XUWKHUPRUH��5XVVLD�EHQHǓWV�
less economically from reduced pump prices 
than the United States since Russians consume 
far less oil and gas than Americans. Less than 
30% of Russia’s oil production is kept for domestic 
consumption, with the balance exported.

As demonstrated in 2014, oil prices impact 
Russia’s imports. Because Russia is a net importer 
of items such as soybeans and rubber, the 
steep increase in import prices induced by a 
GURSSLQJ� UXEOH� WULJJHUHG� VXEVWDQWLDO� LQǔDWLRQ��
which the Russian government attempted to 
contain by raising interest rates as high as 17%.

Defending against the simultaneous risks of fast 
HFRQRPLF� FRQWUDFWLRQ� DQG� UXQDZD\� LQǔDWLRQ� LV�
a risky venture for policymakers in any country; 
for Russia, it is a harsh reality when oil prices fall.

Being the world’s and OPEC’s biggest crude 
oil exporter. Saudi Arabia controls 15% of the 
world’s proven oil reserves. Since the 1973 Arab 
oil embargo, all major oil price swings in modern 
history may be ascribed to changes in Saudi 
Arabia’s and other OPEC nations’ production levels.

In 2020, Saudi Arabia’s crude oil exports were 
restrained by declining global oil demand and 
considerable crude oil production cuts, while 
associated gas output was reduced and crude 
oil and fuel oil consumption for power generation 
increased. From July through September 2020, 
GLUHFW�FUXGH�RLO�EXUQ�DYHUDJHG���������E�G��XS�
IURP���������E�G�RYHU� WKH�VDPH�SHULRG� LQ������

Saudi Arabia cut output in attempt to rebalance 
the global oil market, lower record-high oil inventory 
levels, and stabilise volatile crude oil prices in 2020 
as a result of the global COVID-19 pandemic and 
economic crisis. As part of the OPEC+ deal, Saudi 
Arabia initially decreased its output by 3.1 million 
EDUUHOV� SHU� GD\� �E�G�� EHJLQQLQJ� LQ� $SULO� ������
Since February 2021, Saudi Arabia has increased 
output every month, and by October 2021, 
production has rebounded to an estimated 9.8 
PLOOLRQ�E�G��HTXDO�WR�WKH�OHYHO�DW�WKH�VWDUW�RI������

Saudi Arabia’s economy is heavily reliant on 
petroleum exports. In 2020, they contributed 
for about 70% of total exports in terms of value, 
and they accounted for approximately 53% of 
Saudi government earnings. In 2020, real GDP 
declined by 4.1 percent due to a drop in global oil 
consumption caused by the COVID-19 epidemic 
and voluntary limits in oil output to comply with 
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the OPEC+ agreement. Saudi Arabia’s oil income 
plummeted between 2018 and 2020 due to a drop 
in average crude oil prices and export volumes.
 
According to the Oil and Gas Journal, Saudi 
Arabia has the world’s second-largest proved 
oil reserves at the end of 2020, at 259 billion 
barrels, accounting for 31% of proven reserves in 
the Middle East and 15% of worldwide reserves. 
6DXGL� $UDELDƦV� ODUJHVW� RLOǓHOG� DUH� ORFDWHG� LQ�
WKH� FRXQWU\ƦV� HDVW�� ERWK� RQVKRUH� DQG� RǖVKRUH�
Prior to the OPEC+ agreement, Saudi Arabia’s 
crude oil output reached a record high of 11.6 
PLOOLRQ�E�G�LQ�$SULO�������6DXGL�$UDELDƦV�DJUHHG�
upon cuts, along with an additional voluntary 1.0 
PLOOLRQ�E�G�FXW� IRU�RQH�PRQWK�� UHVXOWHG� LQ�FUXGH�
RLO�RXWSXW� IDOOLQJ� WR�����PLOOLRQ�E�G� LQ�-XQH������

OPEC+ countries increased production by 
��������E�G�LQ�-DQXDU\���������EXW�6DXGL�$UDELD�
YROXQWHHUHG�DQ�H[WUD�FXW�RI� ����PLOOLRQ�E�G� IURP�
February to April 2021 due to sluggish global oil 
demand growth and excessive global supply 
stocks as a result of continued COVID-19 
FRQWDLQPHQW� HǖRUWV�� 6DXGL� $UDELDƦV� FUXGH�
oil production declined to an average of 8.5 
PLOOLRQ� EDUUHOV� SHU� GD\� LQ� WKH� ǓUVW� KDOI� RI� �����

Saudi Arabia and Kuwait decided at the end of 
2019 to restart production in the Partial Neutral 
=RQH� �31=�� DIWHU� D� ǓYH�\HDU� KLDWXV�� DQG� DV� D�
result, production at the Wafra and Al-Khafji 
ǓHOGV�EHJDQ� LQ�HDUO\�������%\�$SULO�������31=�RLO�
SURGXFWLRQ� LV� H[SHFWHG� WR� UHDFK� �������� E�G�
Saudi Arabia, the Middle East’s largest oil 
consumer, consumed 2.9 million barrels per day 
�E�G��RI�SHWUROHXP�SURGXFWV�DQG�FUXGH�RLO�LQ�������
GRZQ�IURP�����PLOOLRQ�E�G�LQ�������RZLQJ�PRVWO\�WR�
the global COVID-19 epidemic and associated 

economic and industrial downturns. 14 The 
consumption of gasoline and jet fuel, the two most 
important transportation fuels in Saudi Arabia, 
KDV� GHFOLQHG� VLJQLǓFDQWO\�� +RZHYHU�� JUHDWHU�
consumption of fuel oil for the power sector largely 
countered the losses in gasoline and jet fuel. 

The OPEC+ agreement limited natural gas supply 
IURP� RLO�SURGXFLQJ� ǓHOGV�� IRUFLQJ� 6DXGL� $UDELDƦV�
power plants to rely on additional fuel oil and 
crude oil as generation sources, particularly 
during the summer peak demand season.
 We expect Saudi Arabia’s power sector to 
lower its use of crude oil for power generation 
as the OPEC+ countries eventually reverse 
their major production cuts from the April 2020 
OPEC+ agreement and Saudi Arabia continues 
to enhance its natural gas infrastructure.

According to Global Trade Tracker, Saudi Arabia 
exported 6.6 million barrels per day of crude oil 
in 2020, a decrease of over 300,000 barrels 
per day from 2019. (GTT). Exports will fall in 
����� GXH� WR� D� �������� E�G� GURS� LQ� SHWUROHXP�
production paired with a dip in global demand.

In 2020, Asia is expected to receive 77 percent 
of Saudi Arabia’s crude oil exports and more 
WKDQ�RQH�WKLUG�RI�LWV�UHǓQHG�SHWUROHXP�SURGXFWV��
Asia’s oil demand and processing capacity 
increased dramatically over the last decade, as 
did its share of Saudi Arabia’s crude oil exports. 
Other regions that buy Saudi crude oil include 
Europe (10%), the Americas (9%), Africa (3%) 
and other Middle Eastern countries (1 percent ).
The United States imported an average of 
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����PLOOLRQ�E�G�RI� WRWDO� SHWUROHXP�
liquids from Saudi Arabia in 2020, 
most of which was crude oil. U.S. 
crude oil imports from Saudi Arabia 
have been generally declining 
since 2012 as U.S. produces more 
of its own crude oil and imports 
more crude oil from Canada.
In 2020, Saudi Arabia exported 
QHDUO\� �������� E�G� RI� SHWUROHXP�
products, and most of these 
exports went to Europe and 
Asia, according to GTT .

7KH������DǖDLU

5XVVLDƦV�6DXGL�RLO�ZDU�H[SODLQHG

A long-standing agreement between Saudi Arabia 
and Russia — two of the world’s oil-producing 
behemoths — broke down, throwing global markets 
into a tailspin and threatening US economic 
prospects. It is related to the decline in Asian oil 
consumption caused by the coronavirus outbreak.

Members of OPEC, a cartel of 15 oil-producing 
countries, convened at OPEC’s headquarters 
in Vienna to develop a strategy to combat the 
disease’s impact on global demand for oil. Although 
Russia is not a member, Russian representatives 
were invited to the summit as it had agreed 
three years ago to synchronise its production 
levels with the group, in a pact known as OPEC+.

During a meeting, the cartel’s leader, Saudi 
Arabia, proposed that the participants drop 
their oil production by about 1 million barrels 
SHU�GD\��ZLWK�5XVVLD�PDNLQJ�WKH�PRVW�VLJQLǓFDQW�
cut of around 500,000 barrels per day. It would 
keep oil prices higher, bringing more income 
for economies that rely on crude exports.

The decision was considered necessary because 
Asia, which is grappling with thousands of 
coronavirus cases, primarily in China and South 
Korea, no longer consumes as much energy as 
LW� GLG�RQO\�D� IHZ�PRQWKV�DJR��&KLQDƦV� UHǓQHULHV��
for example, reduced their foreign oil imports 
by around 20% last month. Lower demand 

causes a decline in commodity prices, which 
DGYHUVHO\� DǖHFWV� JRYHUQPHQWVƦ� ERWWRP� OLQHV�

The Russians, who had been cautious of such 
a move for weeks, decided against it. It’s 
still unclear why this is the case. Some have 
speculated that Russia wants prices to remain 
low to harm the American shale oil industry, 
or that Russia is preparing to capture a larger 
share of Asian and world oil demand for itself.

Saudi Arabia was not pleased with the Kremlin’s 
decision and retaliated by cutting export prices 
over the weekend to start a price war with 
Russia. This reduced the price per barrel to 
����� WKH� VWHHSHVW� RQH�GD\� GHFOLQH� VLQFH� �����

As a result of that choice, the Saudis have 
positioned themselves to share what remains of 
Asian oil demand by selling a cheaper product, 
helped by extremely low production costs per 
EDUUHO��+RZHYHU��WKHUH�LV�D�VLJQLǓFDQW�GLVDGYDQWDJH��
the price of oil is global. If the Saudis tank it, as 
they recently did, it falls pretty much everywhere.

Lower oil demand and longer-term energy market 
dynamics have temporarily shattered the tepid 
6DXGL�5XVVLD� DOOLDQFH� Ƥ� DQG� WKH� UDPLǓFDWLRQV�
will be felt worldwide, even in the United States.
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ƨ:KR�ZLOO�EOLQN�ǓUVW"Ʃ
To say the Saudi-Russia feud surprised 
everyone would be an understatement. 
There are two prime reasons for this 
squabble that aren’t mutually exclusive.

1) Russia wants prices to fall rather than be 
hiked up by the Saudi pact, which would harm 
the American shale industry. If such is the 
.UHPOLQƦV� JHQXLQH� REMHFWLYH�� WKH� LQLWLDO� HǖHFWV�
appear positive. Stocks in small to midsize US 
shale companies are currently in free fall, with 
valuations plummeting by as much as 45 per cent 
in recent days. This would also be a method for 
Russia to retaliate against the US for penalising 
Rosneft for its connections with Venezuela.

There isn’t much assurance surrounding Russia’s 
genuine objective, as if smaller US companies 
go through, there will be more consolidation 
— fewer companies in the shale oil industry, 
perhaps — but America’s production will remain 
constant. Its strategy would thus be bound to fail.

�� It leads to the second and more compelling 
theory: Russia chose to make a bid for greater 
power in the global oil market. It couldn’t do 
so by occasionally agreeing to cut production 
with the Saudis. After all, even when prices 
DUH� ORZ�� 5XVVLDQ� ǓUPV� FDQ� VWLOO� PDNH� PRQH\� LI�
WKH\� H[SRUW�� $OWKRXJK� WKH� SURǓW� PDUJLQ� ZLOO� EH�
lower, they will still gain clients and income.

The problem is that both Russia’s policy and 
WKH� 6DXGL� UHVSRQVH� FRXOG� EDFNǓUH�� $QG��
unlike in 2015-2016, when China purchased 
a large amount of oil at a low price, there 
DUHQƦW� PDQ\� EX\HUV� OLNH� WKDW� WR� ǓOO� XS� WKH� VODFN�
right now, as global demand is declining.

As a result, Russia’s move is likely to be ill-
advised. It will lose revenue in its attempt to 
compete with America while not necessarily 
winning market share in the energy sector. Saudi 
Arabia is hoping that by decreasing prices, 
which also damages its bottom line, Moscow 
would understand this and resume cooperation.

3$*(���



         

The oil industry, from extraction to transportation 
WR� UHǓQLQJ�� LV� QR� ORQJHU� WKH� SURǓWDEOH� DQG�
ǓQDQFLDOO\� VWDEOH� HQWHUSULVH� LW� ORQJ� ZDV�� 7KH�
IROORZLQJ� HǖHFWV� DUH� REVHUYHG� DV� D� UHVXOW��
3URǓWV� KDYH� IDOOHQ�� UHYHQXHV� DQG� FDVK� ǔRZV�
have dried up, bankruptcies have proliferated, 
stock prices have plummeted, massive capital 
LQYHVWPHQWV�KDYH�EHHQ�PDUNHG�Rǖ�DV�ZRUWKOHVV��
and fossil fuel investors have lost hundreds 
of billions of dollars over the last decade.

,Q� WKH�FRPLQJ�GHFDGH�� WKHVH�ǓQDQFLDO�SUHVVXUHV�
will intensify as the oil sector faces the reality 
of the world’s transition to clean energy.

Renewable power is getting cheaper and more 
abundant, eating into fossil fuels’ market share.

5LVLQJ�HOHFWULF�YHKLFOH�VDOHV��HQHUJ\�HǗFLHQF\�
improvements and increased plastics recycling 
will further crimp oil and gas demand.

New technologies will make some uses of fossil 
fuels obsolete.

vMeanwhile, governments are under increasing 
SUHVVXUH� WR� PLWLJDWH� WKH� ZRUVW� HǖHFWV� RI� WKH�
climate crisis. Fossil fuel subsidies could ultimately 
harm consumers and the economy by slowing 
the transition to cheaper wind and solar power.
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Some say the end of the oil industry is near but 
is it? It is facing an existential crisis, and we 
are actively seeking viable renewable energy 
sources. Although forecasts predict that global 
oil demand will decline over time, the oil will 
FRQWLQXH� WR� EH� D� VLJQLǓFDQW� FRPSRQHQW� RI� WKH�
global energy mix for decades to come. The 
JOREDO�RLO�GHPDQG�LV�VWLOO������PLOOLRQ�EDUUHOV�GD\��
There are currently 4.8 billion cars on the road, of 
which only 4.8 million are EVs. Even if 100% of the 
vehicles sold starting today were EVs, it would 
VWLOO� WDNH� ��� \HDUV� WR� UHSODFH� WKH� HQWLUH� ǔHHW�

Although slowly yet steadily, we are propelling 
towards a world run by renewable energy 
sources. The policy of increasing the share 
of renewable energy globally is high on the 
agenda. The cost of solar and wind generators 
has dropped dramatically over the last 
decade, and the cost of batteries for storing 
electricity has halved in the past few years.

The globe is rapidly approaching a post-oil future 
in which electric batteries will power the world. 
Now battery-driven small planes will become yet 
another disruption because they will be cheaper 
than the current planes on shorter routes.

Major economies appear to be committed to 
replacing fossil fuels, and major automakers 
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have responded by promising to replace internal 
combustion engine vehicles with electric vehicles 
in the medium term. This shift will transform the 
oil market into one consistent with climate goals 
but poses a risk of disorderly adjustment for 
oil-dependent economies, with far-reaching 
HǖHFWV� WKDW� PLJKW� VSLOO� RYHU� WKHLU� ERUGHUV�
 

The EIA predicts that by 2025 Brent crude 
RLOƦV� QRPLQDO� SULFH� ZLOO� ULVH� WR� ����E�� %\� ������
ZRUOG� GHPDQG� LV� GULYLQJ� %UHQW� SULFHV� WR� ����E��
3ULFHV� DUH� H[SHFWHG� WR� UHDFK� �����E� E\� �����
because cheap oil sources would have been 
depleted, making extraction more expensive. 
2LO� SULFHV� PLJKW� WRXFK� �����E� E\� �����
WTI per barrel price is forecast to rise to 
���� SHU� EDUUHO� E\� ������ LQFUHDVLQJ� WR� ����
E\� ������ ����� E\� ������ DQG� ����� E\� ������
 
 
The EIA assumes that demand for petroleum 
ǔDWWHQV� RXW� DV� XWLOLWLHV� UHO\� PRUH� RQ� QDWXUDO�
gas and renewable energy. It also assumes 
the economy grows around 1.9% annually 
while energy consumption decreases by 0.4%.
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Prices surged since their post-Thanksgiving 
meltdown when news of the Omicron 
variant sent them falling on fears that the 
latest strain of the coronavirus would bring 
back more business-sapping restrictions. 

But Omicron, while fast-spreading, did not have 
as big of an impact on business and travel as 
initially expected. If anything, oil supplies are 
looking tighter than many had anticipated.

Oil consumption has been stable, while supplies 
KDYH�EHHQ�KDPSHUHG�E\�23(&��RXWSXW�GHǓFLWV��
Furthermore, adding support to prices has been 
D�SHUIHFW�VWRUP�RI�QXPHURXV�JOREDO�FRQǔLFWV�DQG�
politically-related supply shortages. OPEC+, the 
group of major oil-exporting nations mentioned 
above, has produced and delivered to market 
fewer barrels than anticipated, maintaining the 
demand at a steady level while tightening supply.

Oil Prices Forecast from 2025 to 
2050 

The Present Fuss About 100$
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For decades, the oil industry’s business model 
was based on the assumption that global 
economic expansion would drive up demand 
for fossil fuels. Oil markets would experience 
periods of restricted supply and high prices 
as demand increased, and oil corporations 
ZRXOG�XVH�WKH� UHVXOWLQJ�ǓQDQFLDO�ZLQGIDOO� WR�
reward investors and secure further oil and 
gas reserves to ensure future growth.

Ironically, the fracking boom in the US oil and 
gas industry contributed to the demise of this 
business model. A rapid rise in US production 
Ƥ�ǓUVW�RI�JDV��WKHQ�RLO�ƣ�UHVXOWHG�LQ�RYHUVXSSO\�
DQG�SURWUDFWHG�SHULRGV�RI� ORZ�SULFHV�DQG�QHJDWLYH�FDVK�ǔRZV��$V�VXSSO\� OLPLWDWLRQV�UHOD[HG��RLO�DQG�
JDV�UHVHUYHV��IRUPHUO\�VHHQ�DV�WKH�LQGXVWU\ƦV�SULPDU\�VRXUFH�RI�ORQJ�WHUP�YDOXH��EHJDQ�WR�ORVH�ǓQDQFLDO�
VLJQLǓFDQFH�DV�VHYHUDO�FRUSRUDWLRQV�FRQFHGHG�WKDW�PDVVLYH�K\GURFDUERQ�GLVFRYHULHV�ZHUH�QR�ORQJHU�
SURǓWDEOH�WR�H[SORLW�

These trends began long before the Covid-19 pandemic crippled the global economy. 
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Oil Prices Forecast from 2025 to 
2050 

The stock prices of the four main oil and gas companies have fallen by more than half since 2010.  

7KH�RLO�DQG�JDV�EXVLQHVV�KDV�ǓQLVKHG� ODVW�DPRQJ�DOO�6	3�����VHFWRUV� LQ�ǓYH�RI�WKH� ODVW�VHYHQ�\HDUV��
accounting for less than 3% of the Index’s total value at the end of 2020. This is a far cry from the 16% of 
a decade ago and the 30% of a few decades ago.

,Q�������RLO�UHVHUYHV�DQG�UHODWHG�DVVHWV�ZHUH�ZULWWHQ�GRZQ�IRU������ELOOLRQ��LOOXVWUDWLQJ�WKH�GHFOLQLQJ�YDOXH�
of the oil and gas sector. 

Companies at the epicentre of the US fracking 
boom have done worse than most industry groups, 
consistently spending more on drilling and produc-
tion than they receive from selling oil and gas. To 
VWD\�DǔRDW��VHYHUDO�RLO�DQG�JDV�EXVLQHVVHV�WRRN�RQ�
VLJQLǓFDQW�GHEW��SDYLQJ�WKH�ZD\�IRU�IXUWKHU�EDQN-
UXSWF\�ǓOLQJV�DQG�GHEW�ZULWH�GRZQV�

Similar trends have been observed among the di-
verse oil majors. Over the last decade, the world’s 
ǓYH�PDMRU�RLO�DQG�JDV�ǓUPV���([[RQ0RELO��%3��&KHY-
ron, Total, and Shell – have rewarded stockholders 
ZLWK������ELOOLRQ�LQ�GLYLGHQGV�DQG�VKDUH�EX\EDFNV�GHVSLWH�JHQHUDWLQJ�RQO\������ELOOLRQ�IURP�FRUH�EXVL-
QHVV�DFWLYLWLHV��7R�IXQG�WKHVH�GHǓFLWV��WKH�RLO�PDMRUV�VROG������ELOOLRQ�LQ�RLO�DQG�JDV�DVVHWV�ZKLOH�LQFXUULQJ�
DQ�H[WUD������ELOOLRQ�LQ�ORQJ�WHUP�GHEW�
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7KH� LQGXVWU\ƦV� ǓQDQFLDO� LQVHFXULW\� KDV� DOVR�
resulted in job insecurity for its employees. 
$FFRUGLQJ� WR� WKH� ǓQDQFLDO� FRQVXOWLQJ� ǓUP�
Deloitte, the industry’s up-and-down 
employment cycle is getting increasingly 
YRODWLOH�� 6LQFH� ������ D� ��� SHU� EDUUHO� ǔXFWXDWLRQ�
in oil prices has resulted in the loss of 3,000 jobs

According to Deloitte, during a boom era before 
2014, industry employment fell by 200,000 positions 
in two years, and the sector dropped more than 
��������MREV�LQ�ǓYH�PRQWKV�GXULQJ�WKH�HSLGHPLF�

The oil and gas industry is still subject to the boom-
DQG�EXVW� F\FOHV� WKDW� KDYH� HURGHG� LWV� ǓQDQFLDO�
stability over the last decade. However, against 
this context, the industry is now facing mounting 
dangers over which it has little control. The indicators 
of this shift are too obvious to ignore, such as:

As battery prices continue to fall, electric 
vehicles are approaching cost parity with 
conventional automobiles. Automakers have 
FRPPLWWHG� WR� LQYHVWLQJ� ����� ELOOLRQ� LQ� (9V�
by 2023, and EV market share is increasing 
in important European and Asian markets.

Wind, solar, battery storage, and energy 
demand response portfolios are threatening 
WKH� SURǓWDELOLW\� RI� QDWXUDO� JDV� SRZHU� IDFLOLWLHV�

Some analysts believe that green hydrogen, 
created by electrolyzing water using renewable 
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energy, will be competitive with natural gas 
hydrogen within a decade. Applications 
include long-term storage in the electric 
sector, long-distance transit (semi-trucks 
and shipping), and industrial heat activities.

Many cities in the United States have banned 
the growth of local natural gas networks to 
electrify buildings and satisfy climate goals.
.
Furthermore, investors are growing concerned 
DERXW� WKH� ǓQDQFLDO� ULVNV� OLQNHG� ZLWK� FOLPDWH�
change. Long-term investment patterns 
LQGLFDWH� D� VLJQLǓFDQW� VKLIW� IURP� IRVVLO� IXHOV� WR�
sustainable energy. One investment portfolio 
of 30 renewables companies, for example, has 
nearly quadrupled since 2014, while a similar fund 
of 56 fossil fuel companies has fallen 17 per cent.

According to BP and Shell, global oil demand 
peaked in 2019 at around 100 million barrels per 
day. This viewpoint appears to be reinforced by a 
VLJQLǓFDQW�GHFUHDVH�LQ�RLO�XVH�IRU�WUDQVSRUWDWLRQ��
particularly jet fuel. However, those who 
believe that oil demand has peaked ignore 
the structural increase in consumption that 
would eventually counteract any downward 
trend. Rising living standards and a growing 
middle class in China and India will drive up 
demand for personal automobiles and air travel.

Given worries about the availability of charging 
stations, any transition toward electric vehicles 
in emerging countries such as China and India is 
likely to be slower than in industrialised economies. 
Because road fuel contributes to half of world 

PAGE 33



         

oil consumption, the adoption rate of electric 
vehicles will be a major driver of future oil demand.

The structural growth in oil demand, combined 
ZLWK�D�FRQWLQXRXV�GURS�LQ�RXWSXW�GXH�WR�LQVXǗFLHQW�
investment, will almost certainly cause – and 
maintain alive for some time – an oil price super cycle.

,W� LV� DOVR� SRVVLEOH� WR� VHH� WKH� SRVLWLYH� HǖHFW� RI�
high crude oil prices on the renewable energy 
sector through the improvement in the stock 
market performance of energy companies. 
A positive relationship exists between the 
stock prices of renewable energy companies 
and crude oil prices. The roots of this positive 
bond are that clean energy is often seen as 
a substitute for fossil fuel energy. The use of 
renewable energy sources can be a strategy to 
reduce environmental degradation and import 
dependency, in particular. It will help prevent 
WKH� XQZDQWHG� FRQVHTXHQFHV� RI� ǔXFWXDWLQJ�
oil prices in energy-dependent countries.
Oil price instability is one of the causes of green 
energy’s rising appeal as a means of declining 
oil dependency, making it vulnerable to price 
shocks. Although, declining oil dependency 
is a major issue for both oil-importing and 
oil-exporting countries, especially after oil 
prices fell sharply between 200 8 and 2014. 

Ethanol is a biofuel, which means it is made from 
organic matter. In India, ethanol is largely produced 
by the fermentation of sugarcane. As a result, it 
is a renewable fuel. Because ethanol has a high 
oxygen level, it permits an engine to burn gasoline 
PRUH�WKRURXJKO\��,W�FDQ�EH�DGGHG�WR�IXHO�LQ�GLǖHUHQW�
amounts to help reduce automobile emissions.
According to the paper, Roadmap for Ethanol 
Blending In India 2020-25 by the NITI Aayog 
and Ministry of Petroleum and Natural Gas, 
WKH� &HQWUH� KDG� ƨODXQFKHG� SLORW� SURMHFWV� LQ�
2001 wherein 5 percent Ethanol Blended Petrol 
(EBP) was supplied to retail outlets”. Success 

FUTURE OF OIL PRICES 
PAGE 34

RI� ǓHOG� WULDOV� HYHQWXDOO\� SDYHG� WKH� ZD\� IRU� WKH�
launching of the EBP Programme in January, 
2003 for sale of 5 percent EBP in nine States and 
four UTs. Following the government’s decision 
to advance the 20 percent ethanol blending 
WDUJHW�E\�ǓYH�\HDUV�WR��������HWKDQRO�KDV�EHFRPH�
one of the major priorities of 21st Century India.

Mixing 20 percent ethanol in petrol holds multiple 
attractions for India, such as:

It can potentially reduce the auto-fuel import bill 
E\�D�\HDUO\����ELOOLRQ��RU�5V��������FURUH��

It also allows farmers to earn additional cash if 
they grow crops that aid in the manufacturing of 
ethanol.

Ethanol is less polluting than other fuels and 
ƨSURYLGHV� FRPSDUDEOH� HǗFLHQF\� DW� D� FKHDSHU�
cost than gasoline.”  

7KH�SDSHU�VWUHVVHV�WKDW�ƨDYDLODELOLW\�RI�ODUJH�DUDEOH�
land, rising production of foodgrains and sugarcane 
leading to surpluses, availability of technology to 
produce ethanol from plant-based sources, and 
feasibility of making vehicles compliant to ethanol 
blended petrol make E20 not only a national 
imperative, but also an important strategic 
requirement” indicating an opportunity for India.

All these developments point toward one 
common thing, the increasingly reduced 
dependence on oil. So, let us analyse what 
HǖHFW� VXFK� D� VKLIW�PLJKW� KDYH� RQ� WKH� VWDWXV� RI�
countries heavily dependent on oil and otherwise.

7KH�6KLIW�WRZDUGV�5HQHZDEOH�
Energy

(WKDQRO�%OHQGLQJ
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Several governments have set ambitious goals and have started establishing support programs to 
IDFLOLWDWH�WKH� LPSOHPHQWDWLRQ�RI�D�UHQHZDEOH�HQHUJ\�PDUNHW��7KLV�GLǖHUHQFH� LQ�WKH�GHJUHH�RI�VXFFHVV�
may arise due to their relative position as oil importer or exporter and their tax structure. An increase in 
oil prices may occur due to political events, global demand shocks, the appreciation of the US dollar, 
contraction in production, and an increase in costs. While increasing oil prices will encourage more oil 
production in the exporting country, it will adversely impact renewable energy investment in the importing 
country. In case of a decrease in oil prices, a similar process is experienced for the importing country.

Oil-dependent economies in the Middle East, Central Asia and Latin America are a crucial source of 
UHPLWWDQFHV��HPSOR\PHQW�DQG�H[WHUQDO�GHPDQG�IRU�JRRGV�DQG�VHUYLFHV�WKDW�EHQHǓW�PDQ\�QHLJKERXULQJ�
countries. The end of oil could devastate these economies, but it is not all bad news for countries with 
mineral deposits relevant to the energy transition. Uranium could be valuable as electricity generation 
moves away from fossil fuels and nuclear power becomes more attractive. Cobalt, essential for car 
batteries, will be in much higher demand. 

The end of oil thus necessitates economic restructuring. Oil-producing countries must diversify to be 
robust to changes in energy markets. A proper governance structure for managing oil earnings in good 
DQG�EDG�WLPHV�KDV�DOZD\V�EHHQ�YLWDO�WR�HQFRXUDJLQJ�HFRQRPLF�GLYHUVLǓFDWLRQ��+RZHYHU��ZLWK�VWUDQGHG�
assets becoming a new problem, dramatic changes in governance in oil-dependent nations are required. 

Faced with the loss of its oil supplies, Dubai, for example, reinvented itself into a global commercial 
centre. Countries and enterprises that rely on these markets must develop policies to handle this shift.
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7KH�FRQVHTXHQFH�RI�FKDQJH�WRZDUG�5HQHZDEOH�(QHUJ\
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D-Street SRCC, is a student-run stock-market oriented society of Shri Ram College of Commerce (SRCC), 
8QLYHUVLW\�RI�'HOKL��,W�KDV��DPRQJ�LWV�PDMRU�IXQFWLRQV��FRQGXFWLQJ�UHVHDUFK�DFWLYLWLHV�LQ�ǓHOGV��GLUHFWO\�RU�
LQGLUHFWO\��UHODWHG�WR�6WRFN�0DUNHW��LPSDUWLQJ�ǓQDQFLDO�OLWHUDF\�DPRQJ�WKH�PHPEHUV�FRQFHUQHG��SXEOLVKLQJ�
YDULRXV�PDWHULDOV�KLJKOLJKWLQJ�NH\�ǓQDQFLDO� LQVLJKWV�	�FRQGXFWLQJ�QDWLRQDO� OHYHO�HYHQWV�� UHODWHG�WR�WKH�
PHQWLRQHG�ǓHOGV��

Shri Ram College of Commerce (SRCC), University of Delhi, is not concerned, directly or indirectly, with 
the production of this report. This report is an initiative taken by the members of D-Street to impart 
LQIRUPDWLRQ�	�NQRZOHGJH�WR�WKH�FRQFHUQHG�YLHZHUV�RI�WKLV�UHSRUW�

ƨ5HVHDUFK�5HSRUWƩ�LV�DQ�RULJLQDO�ZRUN�RI�'�6WUHHW��6KUL�5DP�&ROOHJH�RI�&RPPHUFH��$Q\�SODJLDULVP�ZLOO�
be condemned and dealt with accordingly. This report is a comprehensive analysis of the Global Oil 
Industry from purely the perspective of analysts. However, it is worth noting that any interpretation or 
extrapolation done here is merely an opinion in front of the larger market where a plethora of forces 
RSHUDWHV��7KLV�UHSRUW�LQ�QR�ZD\�ƨJXDUDQWHHVƩ�DQ\WKLQJ��

The information and opinions in this report have been prepared by members of D-Street and are 
subject to change without any notice. The report and information contained herein may not be altered 
in any way, transmitted to, copied or distributed, in part or whole, to any other person or the media or 
reproduced in any form, without the prior written consent of D-Street. While we would endeavour to 
update the information herein on a reasonable basis, D-Street is under no obligation to update or keep 
the information current. 

This report is based on the information and data obtained from public sources and sources believed 
WR�EH� UHOLDEOH�� EXW� QR� LQGHSHQGHQW� YHULǓFDWLRQ� KDV�EHHQ�PDGH� QRU� LV� LWV� DFFXUDF\� RU� FRPSOHWHQHVV�
guaranteed. This report and information herein are solely for informational purposes and shall not 
EH�XVHG�RU�FRQVLGHUHG�DV�DQ�RǖHU�GRFXPHQW�RU�VROLFLWDWLRQ�RI�DQ�RǖHU� WR�EX\�RU�VHOO�RU�VXEVFULEH� IRU�
VHFXULWLHV�RU�RWKHU�ǓQDQFLDO�LQVWUXPHQWV��1RWKLQJ�LQ�WKLV�UHSRUW�FRQVWLWXWHV�LQYHVWPHQW��OHJDO��DFFRXQWLQJ�
and tax advice or a representation that any investment or strategy is suitable or appropriate to your 
VSHFLǓF�FLUFXPVWDQFHV��7KH�VHFXULWLHV��VHFWRUV��FRPPRGLWLHV��HWF��GLVFXVVHG�DQG�RSLQLRQV�H[SUHVVHG�LQ�
this report may not be suitable for all stakeholders, who must make their own decisions, based on their 
REMHFWLYHV��ǓQDQFLDO�SRVLWLRQV�DQG�QHHGV�RI�D�VSHFLǓF�UHFLSLHQW��7KLV�PD\�QRW�EH�WDNHQ�LQ�VXEVWLWXWLRQ�IRU�
the exercise of independent judgment by any recipient. The recipient should independently evaluate 
DQ\�UHOHYDQW�DUHD�RQ�KLV�RZQ�DFFRUG��7KH�RSLQLRQV�RI�GLǖHUHQW�DQDO\VWV�PD\�YDU\�EHFDXVH�RI�FKDQJHV�LQ�
DVVXPSWLRQV��LQWHUSUHWDWLRQV��FDXVH�DQG�HǖHFW�UHODWLRQVKLSV�RU�DQ\�RWKHU�UHDVRQ��'�6WUHHW�DFFHSWV�QR�
liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Forward-
looking statements are not predictions and may be subject to change without notice.
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