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Market Managers & Oil Price Volatility

• Since Drake’s 1859 oil well, oil prices became volatile due to 
surges in supply that depressed world prices.

• Price volatility was reduced during the Standard Oil Trust (1870-
1911) and resumed after it was found to violate the Sherman Act. 

• Spindletop (1901) introduced a vast increase in supply from Texas 
driving prices down from 1911 through the 1930s.

• In 1935, price volatility was again controlled, this time, by the 
Texas Railroad Commission issuing weekly oil production orders.  

• The TRC’s ability to manage prices ended when U.S. spare 
production capacity ceased to exist by 1970.

• After 1970, price volatility exploded when OPEC took  the reins as 
the world oil market manager.
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increased supply outages in Iran, Nigeria, Sudan and Yemen. The 2012 run-up was followed by a 

significant price slide due to a deteriorating economic outlook in the Eurozone and uncertainty whether 

the EU and the European Central Bank would take the necessary actions to prevent an unraveling of the 

euro.  

 

Oil Prices and GDP Growth 
 

Figure 2 shows oil prices and annual changes in world-GDP.   Each spike in oil prices was followed by a 

sharp drop in world GDP growth.  The price rise from the 1973 oil embargo preceded a 4% drop in world 

GDP growth.  Within two years, world growth slid from over 6% to 1%.   The oil-supply outage resulting 

from the 1979 Iranian revolution doubled oil prices.  Growth slid from 4% to 2% and, later, to below 1%. 

 
Figure 2 

 
Source: IEA, World Energy Outlook 2011 
 

The spike in oil prices resulting from the 1990 Gulf War led to a drop in world GDP growth from over 3% 

in 1990 to 1% in 1991.  GDP growth did not return to 3% until 1994.  The price spike from 1999-2000 

was followed by a drop in world GDP growth from over 4% in 2000 to 2% in 2001.  The world economy 

appeared to survive the long price rise from 2002 to 2007 until 2008, when the world suffered the worst 

financial crisis since the 1930s.  World GDP growth dropped from over 4% in 2007 to less than 2% in 

2008 and then plummeted to -2% in 2009.  While the 2008 recession followed a liquidity freeze, high oil 

prices were a partial cause of the financial crisis.  Excessive construction lending had been made in 

locations that were dependent on low automobile commuting costs.  Rapidly rising oil prices then 

reduced the market value of real-estate on the outskirts of cities causing a significant rise in under-water 

mortgages.  Sexton, Wu and Zilberman (2012) analyzed the role of rising gasoline prices on the real 
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Oil Price Spikes and the Economy
• 1970 through 2000: World GDP growth dropped sharply after 

every oil price spike from & sharp reductions in GDP were rare 
unless preceded by an oil price spike.

• 2000-2008: Sharply rising oil prices did not produce a recession, 
at least not the same way they had affected the economy before 
2000. 

• 2008: Quadrupled fuel prices contributed to underwater 
suburban mortgages & the housing market collapse.

• 2011-2014: The Libyan price spike sharply grew emerging oil 
shale production.

• 2014: The rapid growth of U.S. oil crashed oil prices.
• 2016-2019: OPEC+’s ability to raise oil prices was constrained by 

the short time between shale oil investment and production.
• 2020: oil prices crashed due to the COVID-19 pandemic.



Inflection Point
• Since the pandemic, the world oil market outlook has 

changed.
• Prior to 2020, the IEA, Chevron, & others expected U.S. shale 

oil to double by 2030 to keep the world oil market in 
balance.

• After the pandemic, net-zero policies, BEV growth, ESG 
pressures and greener oil company boards created a wide 
divergence in the oil demand outlook.

• IEA’s net-zero scenario is often used as a projection, or as a 
blueprint, instead of a scenario.

• Sometimes, it’s assumed that government policies will 
achieve net-zero, without assessing whether they will.  



Oil Supply & Demand Questions
OIL SUPPLY 
• Will IOCs reduce E&P investments based on net-zero, 

because of ESG, or new corporate management?  
• Will U.S. restrictions limit shale oil growth?
• What about the increasing government control of the 

energy sector?
• Due to these pressures, will E&P investments collapse 

faster than the need for new production to meet demand 
growth and offset mature well decline rates?

OIL DEMAND 
• Is net-zero BEV & HFCV growth achievable? 
• Will the high-growth non-OECD continue to rely on ICE 

vehicles?



Energy Security Questions
POWER SECTOR
• Can the OECD power sectors rapidly increase intermittent 

renewables, eliminate natural gas, add enough storage, 
and accommodate a large load increase from BEVs?

GEOPOLITICAL CONCERNS
• Are we are trading one supply chain problem (oil from the 

Mideast) to another (minerals from China & Chinese client 
states)?

• Will we see a new alignment of oil producers and 
consumers that affects U.S. national security?

GOVERNANCE OF THE ENERGY SECTOR
• Are governments replacing markets with industrial 

planning? 


