
PHILIP K. VERLEGER, Jr.

ADJUSTING
TO VOLATILE
ENERGY PRICES

Technische Universitat Darmstadt
Fachbereich 1

Betrisbswirtschaftliche Bibliothek

Inventar-Nr:

Abstell-Nr.:

a.

Institute for International Economics
Washington, DC
November 1993



Contents

Preface ix

Acknowledgments xiii

Introduction 1

1 Why a Dialogue? 11
Early Efforts at Energy Cooperation 11
The Goals of Economic Policy 16
The Views of the Protagonists 17
The Economic Importance of Oil 19
The Petroleum "Problem" 21
Is There an Oil Price Problem? 28
A Better Justification for a Dialogue 36

2 Petroleum Markets: Function, Nature, and Performance 41
The Function of Petroleum Markets 42
Types of Petroleum Commodity Markets 50
Measuring the Performance of Petroleum Markets 67
Conclusion 82

3 The Objectives of the Participants 85
Price Stability and Market Regulation 88
Reducing the Uncertainty of Demand Projections 90
The Issue of Investment 91
Reform of Contracts 91
Security of Supply and Strategic Stocks 92
Distribution of the Rents 94

vii



Environmental Questions 95
Downstream Integration 96
The Role of New Financial Instruments 98
Conclusion 99

4 Price Stabilization Schemes: Bad and Probably Impractical 103
The Theoretical Background 103
Is There an Externality? 106
The Value of Buffer Stocks 109
Experience from Actual Stabilization Schemes 109
Proposals to Stabilize Oil Prices 120
Implications of Surplus Capacity 123
Costs of a Pure Buffer Stock Agreement 125
Conclusion 131

5 The Market Alternative to Price Stabilization 133
Application of Alternative Instruments 135
Applying New Instruments to an Old Problem 139
Impediments to Hedging 159
Conclusion 165

6 Framing a Dialogue 167
Barriers to Foreign Direct Investment 168
Removal of Barriers to Trade 184
Maintaining Open Markets 194
Strategic Stockpiles 201
Petroleum Taxation in Consuming Countries 204
The Environmental Dimension 208
An Agenda for Negotiations 217

7 Conclusions 219
Trade and Investment Negotiations: Not an Agreement to Fix Prices 221
The Key Elements of an Agreement 223
Economic Benefits of an ETI Agreement 235
Conclusion 239

Appendix A Potential Gains to Oil-Producing Countries from
Hedging 1991 Sales of Oil During the Fourth Quarter
of 1990 241

References 247

Index 253

viii


