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Since mid-2014, global oil prices have fallen dramatically. The price of an American 
WTI barrel of oil was $44 in late January 2015, compared with $105 in late June 2014. 
At the previous low point in mid-February 2009, the price of a barrel was $34, compared 
with a high of $140 per barrel in late June 2008 and a low of $18 a barrel in mid-
November 2001. The price has recovered somewhat in recent days (as of February 6, 
2015, the price of a barrel of oil was $53), but in any case, it is clear that the price of oil 
is highly variable and hard to predict. 

The direct reason for the slide in oil prices is that supply is in excess of demand. Over the 
past five years, while Europe has had trouble emerging from the economic crisis and 
China’s rapid growth has slowed (factors that moderate global demand for oil), global oil 
production grew at a faster pace than consumption.  The sharp increase in American oil 
production stems from shale oil production. The increase in global oil production 
compensates for the decline in oil production by countries such as Libya, whose internal 
situation is unstable, and Iran, which is subject to the Western-imposed sanctions. 

According to January 2015 OPEC figures, based on various sources, in the years 2009-
2014 Iran’s production of crude oil fell from 3.75 million barrels of oil a day to 2.76 
million barrels a day, while Iraq’s production (despite its difficult internal situation) rose 
from 2.42 million barrels a day to 3.66 million barrels a day. Production also rose sharply 
in Saudi Arabia, Kuwait, and the United Arab Emirates. Oil production in Libya 
plummeted from 1.56 million barrels a day to 0.44 million barrels a day. The stronger 
American dollar also contributed to a drop in the dollar-denominated price. 

The conflict of interest between the world’s two largest groups of oil producers had a 
substantial effect on the situation in the oil market. One group, which includes Saudi 
Arabia, Kuwait, and the United Arab Emirates, holds large oil and foreign currency 
reserves, and overall is in a good position. Saudi Arabia, for example, has about 16 
percent of the world’s proven oil reserves, which will last for at least 63 years at the 
current rate of production. The states in this group have an interest in maximizing their 
oil income in the long term, and they want moderate oil prices that will halt the 
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development of alternatives to the oil that they produce. In contrast, the oil producers 
suffering from economic difficulties, including Russia, Iraq, Iran, and Venezuela, have an 
interest in acquiring as much income as they can now, which demands high oil prices on 
the global market, even if this encourages alternatives to oil in the long term. The 
decision by OPEC in November 2014 against cutting oil production by its members 
reflected the interests of Saudi Arabia and its allies. 

On January 11, 2014, Saudi Prince Alwaleed bin Talal attributed his country’s decision to 
not reduce oil production to economic considerations and lack of trust between the oil 
producers. He stated that had Saudi Arabia cut production by 1-2 barrels of oil a day, 
other countries would have increased their production at its expense. He added that if an 
agreement is reached to cut production, some countries would lie about their production. 
Bin Talal predicted that a price of $100 per barrel would not recur. Note that the death of 
Saudi Arabian King Abdullah on January 23, 2015 did not affect the global oil industry. 

In general, low oil prices have a positive effect on global economic growth, since most 
countries are energy importers. The drop in prices is especially beneficial for most 
European countries and Japan, which are subject to economic difficulties, and for 
countries like China, where continued rapid economic growth is a strategic goal. At the 
same time, low prices encourage the demand for oil, slow development of alternative 
energy, and reduce investment in the production of expensive oil (a trend that has already 
begun), so that in the future, the price of oil will again soar and ultimately drop again, 
until in the long term cheap alternatives to oil are found. 

A state of low oil prices, insofar as it continues, is liable to have a negative effect on 
countries conducting large scale trading with the oil countries and exporting labor to 
them. Estimates are that more than three million Egyptians, 600,000 Jordanians, 300,000 
Palestinians from the West Bank and the Gaza Strip, and many Syrians and Lebanese are 
working in the Persian Gulf. In 2012 the monetary transfers by these workers were 
estimated around $15 billion by Egyptians, $5 billion by Jordanians, and $350 million for 
the Gaza Strip. 

Strategic Significance 
Insofar as the low oil prices continue, the major oil producers will have to adapt their 
spending to the new situation. This process is liable to affect the internal stability of 
producers suffering from economic difficulties. The other side of the coin is that Iran will 
have fewer economic resources available for aid to terrorist organizations and subversion 
in the Middle East. At the same time, this activity will likely not cease, and may even 
become more extreme in order to obtain more influence for less money. 

The decline of oil prices has heightened the tension between Iran and Saudi Arabia. 
Accusing Riyadh of waging an oil war against it, Iran has threatened to attack the 
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kingdom. On December 10, 2014, Iranian President Hassan Rouhani, hinting at Saudi 
Arabia, said, “The Iranian people will not forget this treason, and will respond to it.” A 
website associated with the Revolutionary Guards explained that Saudi Arabia was trying 
to compel Iran to accept a bad nuclear deal, pressure Russia and Iran to abandon their 
positions on Syria, and keep the global oil market under its control. The tension between 
Saudi Arabia and Iran may develop into a violent conflict, even though it is currently in 
Iran’s interest to avoid incidents that cast it in a bad light, at least until an agreement 
satisfactory to it on the nuclear issue is reached. It therefore appears that Iran’s main tool 
against Saudi Arabia is subversion, including from Yemen, Saudi Arabia’s back door. 
Iranian subversion is likewise liable be discovered as targeting other oil producers in the 
Persian Gulf. 

Developments in the oil market are relevant to the decision point in the nuclear crisis 
with Iran. Iran’s threats against Saudi Arabia and its involvement in subversion in the 
Persian Gulf underscore the risk posed by Iran to stability in the region, which is the 
world’s key energy area. Nuclear weapons capability, if achieved, will give Iran 
deterrence that will enable it to dictate global oil prices, as Iraqi ruler Saddam Hussein 
tried to do before he attained such capability. Through control of oil, Iran can misuse its 
influence on many countries in both the East and West that are dependent on imported oil 
from the Persian Gulf. A hint of how Iran operates through a combination of oil, 
terrorism, and foreign policy emerges in the Argentinian affair. Prosecutor Alberto 
Nisman, who was found dead in his apartment in mysterious circumstances, asserted that 
Iran had made a secret deal with the President of Argentina, giving senior Iranian 
officials immunity from any investigation of their involvement in the 1994 terrorist attack 
on the Jewish community center, in exchange for cheap oil prices. Eighty-five people 
were killed in the attack, and hundreds were injured. 

In order to prevent Iranian hegemony, and in view of threats from Iran pertaining to oil, 
which is the source of Saudi Arabia’s power, the kingdom is likely to seek to attain its 
own nuclear weapons capability, so that there will be “nuclear umbrellas” above the 
Persian Gulf, where the world’s largest oil reserves are located. The US is moving toward 
energy independence, but this development, if it occurs, will have a negative effect on its 
status as a superpower, because it will detract from its influence on those who import oil 
from the Persian Gulf. 

At the same time, the severe economic crisis in Iran is heightening the internal pressure in 
the country, which should help the powers negotiating with Iran to pressure Tehran to 
agree to terms that will greatly increase its distance from the bomb. 

 


