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Introduction 

Crude oil is undoubtedly one of the most important power raw material in the world. Domestic 

crude oil consumption depends on: population size, access to energy resources and the level of 

economic development. The countries of the Middle East possess the greatest resources, which 

at the same time makes them the largest exporter of this raw material. The greatest producers 

of crude oil in 1960 have established organisation “OPEC” which aims to unify the policy 

regarding the extraction of raw materials and influence the price level. 

 

The aim of the work is to present the operation of the global crude oil market and the structure 

of OPEC activities. The paper answers the research question "does OPEC control the entire 

global oil market?". The research covers the period from 1918 to 2019. The work is mainly 

based on data from the OPEC Annual Statistical Bulletin 2020 and BP Statistical Review of 

World Energy 2019. The work consists of presenting the history of the OPEC organization, 

member countries and the circumstances of creation of the organization. Then I will present the 

world production and consumption of crude oil. The final point will be the crude oil price 

policy, historical moments that influenced the crude oil market and the correlation of crude oil 

with the US dollar. 

 

History of OPEC  

OPEC (Organization of the Petroleum Exporting Countries) was created in 1960 in Baghdad. 

From the very beginning the Organization was called a cartel (Tatarzyński, 2006). In public 

opinion the only aim of the organization was to maximize revenue of member countries. OPEC 

was established by Iran, Iraq, Kuwait, Saudi Arabia and Venezuela. Afterwards more nations 

expressed their willingness to join the community. In 1961 Qatar had joined, but after 57 years, 

in 2018,  opted out from the membership (OPEC, 2019). The nation has decided to focus on 

mining and increasing export of natural gas. Qatar was the first Middle East country which left 

the organization. One of the unofficial reasons of leaving Qatar was an imposition of embargo 

in 2017 by Bahrain, Saudi Arabia, UAE and Egypt under the pretext of promoting terrorism 

(Forbes.pl, n.d.). Indonesia and Libya were admitted in 1962. Then Indonesia left in 2009 and 

returned in 2016, but after the meeting of member states in November 2016 it decided on 

suspending its membership (OPEC, 2019). The decision was made on the bases of planned 

decrease of crude oil production for the next year in order to balance the event of an oversupply 



of raw material. Indonesia could not let it happen as their trade deficit would rise significantly 

(Centrum Studiów Polska-Azja, 2016).  

Crude oil is the main wealth of Libya and the only export product. Export of this resource 

provide around 80% of national income (BiznesAlert.pl, 2020). UAE acceded to OPEC in 1967. 

In 2013 UAE was the second largest producer of crude oil, just behind one of the founding 

states – Saudi Arabia. Algeria, which joined OPEC in 1969, which is the biggest member state 

in terms of area (Organization of the Petroleum Exporting Countries, 2019). Crude oil export 

is equal to 85% of total export (www.opec.org, 2019). Nigeria joined in 1971, and in 2000 the 

total mining of natural gas and oil extraction was already equivalent to 98% of national export. 

Ecuador was incorporated in 1973, however in 2020 decided to quit the organization. The 

decision was justified by the plans of increasing the national income by establishing own crude 

oil trade and prices policy and cooperation with Qatar on oil extraction and natural gas mining. 

OPEC has not lost much after Ecuador’s resignation, because it was one of the smallest 

exporters and producers of crude oil (Trusiewicz, 2019).  

In the early 1970’s oil fields were discovered in Gabon, which resulted in its accession to OPEC 

in 1975. In 1995 it suspended their affiliation, but resumed it in 2016. Angola joined in 

organization in 2007, relatively late taking into account, that it is the second biggest producer 

of oil in Africa. The last countries that were admitted to OPEC were Equatorial Guinea in 2017 

and Congo in 2018 (OPEC, 2019).  

In the 1950s, oil prices were dictated by the seven largest companies, the so-called "Seven 

Sisters". The group included Exxon, Mobil, Gulf Oil, Texaco, Standard Oil, Royal Dutch Shell 

and British Petroleum. These companies controlled deposits, refineries and gas distribution, 

which contributed to the creation of a monopoly by Western companies.  

The companies had enormous revenues, obviously at the expense of the so-called third world 

oil-rich countries. Countries with deposits had minimal shares in profits from the sale of raw 

material. The goal of the OPEC was to protect the interests and unify the trade strategies of the 

countries belonging to the Organization, and to ensure the supply of crude oil balancing the 

global demand for this raw material, which was to prevent greater price fluctuations.  

The primary way for member states to control the price of crude oil are production standards, 

which adjust production levels to market demand, which prevents an oversupply of raw material 

on the market. The goals of the Organization were included in the "OPEC Charter", which was 

established at the Caracas conference in 1961 (Krzysztof Kamiński, 2016). 

 



Trends in global oil production and consumption 

The crude oil reserves of the members of OPEC in 2019 accounted for approximately 80% of 

the world's crude oil reserves. This is an amazing amount considering that only 14 countries are 

members of OPEC (OPEC, 2020). The figure 1 shows the crude oil reserves in the world, 

highlighting the importance of OPEC member countries. 

Figure 1 

 
Source: own elaboration on OPEC, Interactive Charts, (https://asb.opec.org/ASB_Chapters.html), date of 
access: 17.03.2021 
 
The majority out of 80% of OPEC’s oil reserves are located in the Middle East. Then South 

America and Central America, as Venezuela, which has the largest confirmed oil reserves 

among the OPEC member countries, is in South America (figure 2).  

Figure 2 

Source: own elaboration on BP Statistical Review of World Energy, 
(https://www.bp.com/content/dam/bp/business-sites/en/global/corporate/pdfs/energy-economics/statistical-
review/bp-stats-review-2019-full-report.pdf, date of access: 21.03.2021 
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North America is in the next position, as the USA is the largest domestic oil producer in the 

world, then the Community of Independent Nations of which Russia is a member. There are as 

many as seven OPEC countries in Africa, but they are not pioneers in the extraction of oil (BP, 

2017). According to o data aggregated in figure 3,Venezuela undoubtedly had the largest oil 

reserves of OPEC members. It had 24,6% of proven crude oil reserves. Saudi Arabia had 

slightly less, with a result of 20.9%. Then Iran, slightly more than Iraq, Kuwait a little more 

than UEA resources and followed by Libya, Nigeria, Algeria, Ecuador (which was still 

a member in 2019), Angola, Congo, Gabon and Equatorial Guinea. 

Figure 3 

 
Source: own elaboration on OPEC, Interactive Charts, (https://asb.opec.org/ASB_Chapters.html), date of 
access: 17.03.2021 

 

The list of the world's largest producers of crude oil is presented in figure 4. The USA had by 

far the biggest advantage in oil production as a country. Subsequently, Russia produced a little 

less. In the third place is OPEC member Saudi Arabia, which produced slightly less than Russia. 

In the list of the 15 largest oil producers in the world, eight countries are members of OPEC.  

The only European country is Norway, which produced 1.4 million barrels per day in 2019. 

Venezuela, the leader in 2019 in terms of proven oil reserves, also ranks third from the bottom 

of the top 15 oil producers (OPEC, 2020). 
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Figure 4 

 
Source: own elaboration on OPEC, Interactive Charts, (https://asb.opec.org/ASB_Chapters.html), date of 
access: 17.03.2021 

 
As with production, the largest crude oil consumption with 20.5 million barrels per day in 2019 

is in the US. China is second with 13 million barrels per day (figure 5). Chinese oil demand 

increases by approximately 7.5% each year. Global demand for crude oil in 2019 was almost 

100 million barrels a day (OPEC, 2020).  

Figure 5 

 
Source: own elaboration on OPEC, Interactive Charts, (https://asb.opec.org/ASB_Chapters.html), date of 
access: 17.03.2021 



 

Figure 6 shows a comparison of the largest producers and consumers of crude oil in 2019. Most 

countries consume above production, but in three cases it is production above consumption. 

Especially in the case of Russia and Saudi Arabia, the difference is very large (OPEC, 2020).  

Figure 6 

 
Source: own elaboration on OPEC, Interactive Charts, (https://asb.opec.org/ASB_Chapters.html), date of 
access: 17.03.2021 

Crude oil pricing policy 
 
Crude oil is undeniably one of the most controversial energy resources. On the one hand, energy 

saving is popularized, paying attention to environmental protection, and on the other hand, the 

Western lifestyle and the progress of civilization increase its consumption (Kowalik and 

Herczakowska, 2010). The prices of raw materials are of particular importance for the proper 

functioning of the economy, as price increases, disturbances in the supply of raw materials are 

caused. Currently, the price of oil is not the physical price of a raw material, but the price of 

paper - a buy or sell commitment. The main factors affecting the oil price are economic, 

political, geological and capital market developments. Starting with the economic factors, the 

first aspect is the low price elasticity of oil demand and supply (Kowalik and Herczakowska, 

2010). This means that oil as a means of energy is consumed regardless of the price. Due to 

prices increase, companies cannot cease their production. The low elasticity of supply is related 

to the fact that most oil contracts are long-term contracts, so changes in prices do not affect the 

supply of oil. Then, OPEC shapes oil prices through making decisions on the production 

volume. If the cartel wants to raise oil prices – they decide to limit production, which reduces 
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supply and increases demand, so prices go up. When OPEC decides to lower oil prices, it 

decides to increase production. Rises and falls in the demand in the most consuming countries 

have a huge impact on price formation, as producers are forced to mine more when demand 

increases. The political factor is unrest and fighting in oil-rich areas. An example is the Israeli-

Arab war in 1973, which caused a fourfold decline in crude oil supply on world markets and an 

increase in oil prices by 400% (Pangsy-Kania, 2013). However, the most important factor 

influencing the oil price is currency exchange rates, as the oil market's accounting currency is 

the US dollar. The prices of raw materials are quoted in USD, therefore the weakening of the 

American currency increases the interest in raw materials, as they are cheaper for investors who 

have a different currency, for instance EUR or GBP. Then there is a "negative correlation", 

which causes that the lower dollar exchange rate increases the demand for oil, and the higher 

demand pushes the price of the commodity (Kowalik and Herczakowska, 2010). Crude oil 

valuations are presented using three existing indices, namely the US West Texas Intermediate 

(WTI), the European Brent Crude and the Arab Dubai Crude. All of them are quoted in US 

dollars (Wikipedia, 2020). WTI and Brent crude oil prices are highly correlated with each other, 

but their difference ranges from a dozen cents to several dollars. Investors profit from 

significant fluctuations by using so-called “spread trading”, taking positions on two different 

financial instruments by buying or selling oil contracts (Kowalik and Herczakowska, 2010). 

Historic moments that influenced oil prices 
 
Figure 7 

 
Source: own elaboration on BP Statistical Review of World Energy, 
(https://www.bp.com/content/dam/bp/business-sites/en/global/corporate/pdfs/energy-economics/statistical-
review/bp-stats-review-2019-full-report.pdf, date of access: 21.03.2021 

 

0

20

40

60

80

100

120

140

1
9
1
8
‐3
0

1
9
5
1
‐6
0

1
9
7
1

1
9
7
3

1
9
7
5

1
9
7
7

1
9
7
9

1
9
8
1

1
9
8
3

1
9
8
5

1
9
8
7

1
9
8
9

1
9
9
1

1
9
9
3

1
9
9
5

1
9
9
7

1
9
9
9

2
0
0
1

2
0
0
3

2
0
0
5

2
0
0
7

2
0
0
9

2
0
1
1

2
0
1
3

2
0
1
5

2
0
1
7

2
0
1
9

U
SD

 2
0
1
9
 (
D
EF
LA

TE
D
 U
SI
N
G
 T
H
E 

C
O
N
SU

M
ER

 P
R
IC
E 
IN
D
EX

 F
O
R
 T
H
E 
U
S)

Crude oil prices 1918‐2019



Figure 7 shows an elaboration of the oil price development from 1918 to 2019. Price shown in 

the 2019 US dollar. Currency deflated using the US Consumer Price Index.  

The first discovery of the practical use of oil took place in the mid-nineteenth century, and the 

discoverer was the Polish scientist Ignacy Łukasiewicz (Mrówka, 2016). His finding had been 

disseminated, which resulted in the rapid expansion of oil exploration in many countries. Oil 

deposits were discovered in many countries, especially in the USA, where the exploitation of 

the raw material began on an industrial scale in the 1860s. In the years 1861-1869, raw material 

prices escalated at a historic high, in the range of USD 30-85 per barrel (all prices are quoted 

in 1995 US dollar) (BP, 2017). The enormous increase in interest in crude oil brought about a 

significant increase in production, numerous improvements in extraction, processing and 

consumption technologies, but also a large drop in prices (Gilecki, 2002). 

In 1878-1913, the cost of a barrel was 14 USD, and in 1914-1950, 12 USD. Both world wars 

caused a huge increase in the demand for crude oil. At the beginning, the most desirable 

derivative of oil - kerosene, but the development of the automotive industry at the beginning of 

the 20th century also increased the demand for gasoline. During the wars, road transport and 

civil aviation developed as well, which resulted in an increase in demand for diesel fuel and 

aviation fuels (Gilecki, 2002). 

The first disturbances in the crude oil market took place at the end of World War I and in the 

immediate post-war period. Prices rose to 20 USD, due to the chaos in post-war Europe and the 

boom in the American economy, and the related failure of oil supply to meet demand (BP, 

2017). However, the discovery of new fields in Venezuela and Texas in the US pushed prices 

down to 8-10 USD a barrel (BP, 2017). 

In the mid-twentieth century, crude oil, due to its large resources, began to displace coal from 

energy and heating, especially in highly industrialized capitalist countries. During this period, 

in Western Europe, the share of coal in the primary energy balance fell from 77% to 27%, and 

the share of oil increased from 14% to 56%. A more significant change took place in Japan, as 

the share of oil in the country's energy sector increased from 5% to 70%. Total world demand 

for oil increased from 1.1 billion tonnage in 1960 to almost 3 billion tonnage in the early 1970s 

(Gilecki, 2002). 

Between 1950 and 1960, oil prices were low, at 10 USD per barrel, which allowed the rapid 

economic development of the capitalist world until the 1970s. Unfortunately, the countries 

where oil was extracted did not make fair returns. The so-called colonial exploitation led to the 

creation of the Organization of the Petroleum Exporting Countries in 1960 by the top 5 oil 



producing countries (Gilecki, 2002). The OPEC strategy is based on maintaining the average 

world price at the level of USD 22-28 per barrel(Organization of the Petroleum Exporting 

Countries, 2019). 

The biggest oil crisis turned out to be the one at the turn of 1973-1974. The nominal oil price 

in 1973 did not exceed USD 3 per barrel. In 1973, the Israeli-Arab War broke out, which was 

a war for oil. OPEC governments, wanting to help Arab countries participating in the war, 

drastically reduced oil production and imposed an embargo on oil supplies to countries 

recognized as cooperating with Israel. These countries were mainly the USA, the Netherlands 

and Denmark. The drop in oil supply led to a fourfold increase in the price of oil, i.e. to over 

USD 35 per barrel. The restriction of supplies paralyzed the economies because they had not  

developed procedures to deal with the conditions of reduced supply. The situation stabilized in 

1974-1975. In the years 1975-1978 the supply of crude oil met world demand, but the prices 

were still high, at the level of USD 30 per barrel.Countries that were dependent on oil supplies 

decided to start mass exploration of oil deposits. Then the third oil center in the world, next to 

OPEC and the USA, was born in the North Sea. One of the many effects of the first oil crisis 

was the development of nuclear energy. A number of energy consumption reduction 

technologies have been implemented in many countries (Gilecki, 2002).  

Developed countries' efforts to increase energy security resulted in the establishment of the 

International Energy Agency (IEA) in 1974. The main goal of the organization is to implement 

a comprehensive program of energy cooperation between OECD member countries (IEA, n.d.). 

These include programs aimed at reducing countries dependence on oil imports, the functioning 

of the information system on the global oil market, cooperation with oil-producing countries 

and planning the preparations of the member states in the event of possible oil supply 

disruptions. All IEA countries have agreed to maintain mandatory stocks corresponding to 90-

day imports of crude oil and petroleum products (IEA, n.d.). 

As a result of the oil crisis in the 1970s, there was a clear slowdown in economic growth in 

highly developed countries, high inflation and many unfavorable economic phenomena 

(Gilecki, 2002). The second half of the 1970s was a very unfortunate period for the world 

economy, and the literature refers to this period as "stagflation", that is, stagnation combined 

with inflation (Wikipedia Contributors, 2019). The lessons learned from the first oil crisis in 

OECD countries resulted in a reduction in dependence on oil imports. Before and after the 

crisis, this relationship remained at the level of 70%, and only in the 1980s it decreased to 55% 

(Gilecki, 2002). 



In 1979, the second oil crisis began (Wikipedia, 2020b). The cause was the Islamic Revolution 

in Iran, which caused economic chaos in that country and a decline in oil production and 

exports. This was also motivated by ideological reasons, as the Iranian authorities were against 

oil exports to non-Islamic countries. The next cause of the crisis was Russia's aggression against 

Afghanistan. Also, the Iran-Iraq war that was fought for most of the 1980s had a disastrous 

effect on the oil market (Gilecki, 2002). Between 1979 and 1980, oil prices increased by over 

100% in total. Peak prices were 70 USD per barrel, but after 1980 prices began to decline 

gradually (BP, 2017). The second oil crisis, despite such a large increase in prices, did not bring 

such tragic consequences for Western countries as the first oil crisis did. This was due to the 

much better preparation of Western countries for crisis situations. The countries that most 

affected by the second oil crisis were by far the developing countries which had a hard time 

importing oil at such high prices. The OPEC countries did not make a profit through record oil 

prices, because it limited demand, and the exploitation of oil deposits in the North Sea was more 

profitable than oil imports. OECD countries' dependence on imports decreased from 70% to 

55% over the same period (Gilecki, 2002). As demand fell, there was also dollar inflation, 

which caused a dramatic decline in the real export earnings of OPEC countries. 

In the second half of the 1980s, world oil prices remained relatively low at around USD 20-25 

per barrel.  

In August 1990, Iraq declared war on Kuwait, which has been dubbed the Gulf War. As a result 

of the world war, the supply of crude oil fell by 7%, so prices in September reached the level 

of 40 USD per barrel (BP, 2017). The reaction of OPEC to the reduction in supply meant that 

already in November and December the volume of supply stabilized to the situation before the 

aggression. In January 1991, the "Desert Storm" operation took place, i.e. an attack by the US 

air force on military facilities in Iraq (Wikipedia, 2020c). As a preventive measure, the IEA 

decided to reduce oil imports in the Member States by 2.5 million barrels per day. The Gulf 

War definitely did not have such an impact on the world oil market as the first oil crisis. This 

period should be considered as a demonstration of opportunities, including the decision-making 

procedures of OPEC and IEA (IEA, n.d.). 

The years 1992-2000 were very quiet years for the world crude oil market. This raised hopes 

for a permanent stabilization in oil prices. In 1992-1997, world oil prices were stable and 

oscillated around USD 15-20 (BP, 2017). The year 1998 brought an unexpected drop in prices 

to the level of USD 12-13, and at the end of the year sometimes USD 10. The decline was 

explained by excess supply, high levels of inventories and warm weather. Total world oil 

production exceeded 3.5 billion tonnage in 1998 and was 11% higher than in 1992. The 



situation completely reversed in 1999, and even more so in 2000. In those years there was a 

very distinct and long upward trend. At times, the price was as high as $ 37 (Gilecki, 2002). 

This growth was not determined by any political events, and the growth was motivated by the 

activities of OPEC, which regained unity after a period of relative weakness and unstable 

interests and, as part of its new strategy, undertook effective coordination of activities 

consisting primarily in establishing and precise implementation of the provisions on production 

limits. In 1999, total OPEC production decreased by 5% (OPEC, 2020), which resulted in a 

sharp rise in oil prices. 

Global economic growth in 2004-2005 resulted in a growing demand for oil, accompanied by 

a stagnant supply. This led to huge increases in oil prices in 2008, as high as 108 USD a barrel. 

Already in 2011, prices rose to USD 118 per barrel (BP, 2017). The price was influenced by 

the "Arab Spring", a series of democratic protests in the Middle East. In Libya, the rule of 

Muammar Gaddafi, which had lasted more than four decades, was overthrown (Wikipedia 

Contributors, 2019a).  

Summary 
 
OPEC controls a large part of the world's crude oil market. It is called a cartel for a reason, each 

decision has a great impact on the world economy. No wars in the world have had such an effect 

on the level of oil prices as the wars in the Middle East. Of course, it is believed that the 

Organization was created for the good purpose of ending the exploitation of Western oil 

companies for the sake of poor African countries. Crude oil is referred to as black gold not 

without reason, it is a raw material without which it would be impossible to function nowadays. 

Why is oil so important? In the years 1990-2008, the global demand for energy increased by as 

much as 10%. World energy consumption is growing faster than the population. Crude oil is 

primarily used to produce fuels that are used in water, land and air transport. Renewable energy 

sources are becoming more and more popular. It is common to pursue a policy of using less 

raw materials and decoupling economic growth from fuel consumption. Unfortunately, this 

process takes time. Oil extraction is also associated with high environmental pollution. Highly 

developed countries are forced to follow rules that protect the environment from pollution. 

However, the lack of environmental rules in poor countries lead to environmental disasters. 

Each large oil spill may contaminate the coastal zone of the sea and disrupt the internal balance 

of the ecosystem. 
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