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VOLATILITY IS HERE TO STAY

Over the short term, the Energy Information Administration
(EIA) suggests that the price of oil will hover around
$69 a barrel in 2007.2 Over the long term, the EIA
presents three scenarios for oil price developments. In
the reference scenario, global oil prices are estimated
to rise to $59 a barrel in 2005 dollars by 2030, whereas
the low and high oil price scenarios predict a 2030
price of $35 a barrel and over $100 a barrel in 2005
dollars respectively.3 In December 2005 the Institute of
Energy and Economics in Japan (IEEJ) predicted that the
price of oil will be an average of $60 to $70 a barrel
under the Institute’s high price scenario, although its
reference scenario  predicted only an average value of
$55 to $60 a barrel in 2006.4  The International Energy
Agency (IEA) predicts that the price of oil will average
about $60 a barrel through 2007 (based on the IEA
crude oil import price in 2005 dollars, – a proxy for
international prices) and then drop back to about $47 a
barrel by 2012.  IEA assumes a slow rise after 2012
to about $55 a barrel (in 2005 dollars). Nominally, the

2 EIA (2006), Short-term Energy Outlook, available online at: <www.eia.doe.gov/oiaf/forecasting.html>, 24 July.
3 EIA (2007), EIA Annual Energy Outlook 2007, available online at:  <www.eia.doe.gov/oiaf/aeo/index.html>, February.
4 K. Komyama (2005), Prospects for the International Oil Market and Crude Oil Prices in 2006, summary of the 393rd Forum on Research

Works, (IEEJ, Japan).
5 OECD/IEA (2006), World Energy Outlook 2006, (OECD/IEA, Paris).
6 ESCAP (2005), Economic and Social Survey of Asia and the Pacific 2005: Dealing with Shocks (United Nations publication, Sales

No. E.05.II.F.10).
7 OECD/IEA (2006), World Energy Outlook 2006, (OECD/IEA, Paris).

Agency estimates the price will reach $97 a barrel in
2030.5 The range of these predictions reflects the
degree of uncertainty in the oil market.

Previous oil shocks in 1973 and 1981 plunged the
global economy into recession. However, owing to the
relatively slower pace of oil price increases in
comparison to the situation in the early 1980s, as well
as to lower dependence on oil, the region’s economic
growth rate still remains relatively resilient. In general,
Governments have shielded consumers from the impacts
of high oil prices by not immediately transferring price
increases to consumers through financial mechanisms,
such as by maintaining or reducing taxes or providing
subsidies on diesel or kerosene for example.6 IEA
estimates that subsidies on oil products in countries that
are not members of the Organization for Economic
Co-operation and Development amount to more than
$250 billion a year.7

Analysts' opinions on this issue vary, but most people
agree that oil price volatility will remain a major concern.
Economies can prepare for and adjust to gradual price
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Figure 1.   Crude oil prices (US$), 1863 - 2007Q1

Note: prices refer to annual average.
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