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Overview

The research work apply relatively new data on the oil sector to construct and measure
the structure of the oil industry embedded in a general equilibrium model of the global
energy market. In the model, crude oil, production championed by OPEC; is pitched against
shale oil production, championed by the U.S. Using the model, we analyse the economic
impact of shale oil on the global energy market. The analysis indicates that: (i) the shale
oil revolution is weakening the global dominance of OPEC. (ii) production of shale oil has led
to drop in oil price

Introduction

One of the biggest oil price declines in modern history took place in mid-2014 - a
staggering 70% drop from $107.95 per barrel to $44.08 per barrel. Booming U.S. shale oil
production played a significant role in this oil price plunge. Positive gains in the energy sector
pushed down significantly, break-even prices, making U.S. shale oil the de facto marginal
cost producer on the international oil market. The International Energy Agency in 2014
estimated the U.S. to had produced 3.5 mb/d of shale oil in 2013 - three times more than it
produced three years before in 2010.

This article is about shale oil, specifically the state of development of shale oil - the contribution
it has made so far and the contribution that is expected to be provided towards the global
energy supplies in the future. This work is timely because the world needs enery more so, at an
affordable rate - utilizing the energy potentials from shale oil exploration could in no
small measure help to achieve this.

Method

Assessing the impact of shale oil revolution using a reduced economic model may
undermine the true contribution of shale oil to the global oil market. A true understanding of
the impact of shale oil on the global oil market requires a framework that can explain the
changing behavior of participants in the global oil market and account for the impact of shale oil
on the market. This is evident because, In particular, if the emergence and expansion of
shale oil production affects the global oil market by not only adding another source of
volatility, but also changes the way



the world market, and especially the OPEC, reacts to demand and supply, then the shale
oil revolution can be said to be impactful. For the purpose of this work, a dynamic model of the
oil market was constructed and analyze so as to explain how the introduction of shale
oil production affects the price of oil and its production, and to predict how the shale oll
revolution will affect the oil market in the future.

Results

In order to assert that shale oil production can affect the price of oil and its production, the
research model the energy supply decisions of the competing producers, OPEC/other
conventional oil producers against shale oil production. Our organizational model shows that the
OPEC plans and takes into account how its production decisions affect both market prices and
how the choice of utilization and the ability of competition affect market prices.

The research model the transition from the pre-shale revolution oil market to the post-
shale revolution oil market as a gradual decline, but in sustainable and cost-effective
shale oil production. This cost-effective shale oil production increases the shale oil market
share of the global oil market from just 1% of to about 20% today. We take this variable into
account when we set up and evaluate the model.

Conclusion

Despite efforts from OPEC to keep oil price high by cutting production, the oil price have
remained under $80 per barrel. These cuts are less significant unlike they use to be. This
is because, thanks to the U.S. shale oil production and other non OPEC producers, the oll
market maintains enough supplies. Progress in drilling technology saw US oil exceed 20
mb/d in September, contrary to warnings of an imminent slowdown in growth. The US
shale oil production, in 2023 reached between 12.3 mb/d and 12,9 mb/d accounting for two-
thirds of the 2.2 mb/d non-OPEC expansion. On the other hand, OPEC market share is down to
51%
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Figure 1: Shake Oil market forcast
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