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Meszár Tárik 

Abstract 

Oil has remained a key energy source in the 21st century, and price volatility is having 
a significant impact on the economies of countries around the world. At the time 
of the pandemic, demand for oil plummeted due to the slowdown in economic 
activity. However, oil prices have risen sharply since then, well above the USD 100 a 
barrel level, thanks to a strong post-closure economic recovery. As the economy 
grows, so does the demand for oil. Nevertheless, the war between Russia and 
Ukraine and the growing geopolitical tensions in the Middle East are generating 
supply-side fears. All of this is contributing to both rising inflation and concerns 
about economic recovery. 

Keywords: Middle East, economy, oil, inflation 

Introduction 

Oil is one of the world’s most important commodities - petroleum products can be 
found in almost everything, from personal protective equipment to plastics, 
chemicals and fertilizers to aspirin, clothing to transport fuel and even solar panels. 

Revenues from oil extraction and refining account for 3% of world GDP, so if 3% of 
global GDP is twice as expensive tomorrow, it will obviously have an impact on 
inflation. Although the price of oil is not the most important factor in inflation, it plays 
an important role though, because oil is basically involved in the production of a lot 
of things, so it can influence the prices of a wide variety of products. Volatility in the 
price of oil are not only apparent at gas stations, but can be felt in the price of virtually 
all the goods and services we use, as oil is also needed to transport raw materials, 
energy sources, and countless products. The study sheds light on how the rise and 
fall in oil prices in recent decades has affected the economies of different countries 
and whether there are any alternatives to protect against its negative consequences. 
An important part of the analysis is the interpretation of historical experiences in the 
current context. Another important question is the extent to which energy sources 
can influence political decision-making in the context of current geopolitical 
tensions and the Russo-Ukrainian war. 

Oil Crises in the Past 

The first oil crisis began in October 1973 when members of the Saudi-led 
Organization of the Petroleum Exporting Countries (OPEC) declared an oil embargo. 
The embargo was aimed at nations that supported Israel during the Yom Kippur 

https://www.weforum.org/agenda/2022/02/why-oil-prices-matter-to-global-economy-expert-explains/#:~:text=Oil%20prices%20are%20strongly%20influenced,protect%20against%20oil%20price%20spikes.
https://www.marefa.org/%D8%AD%D8%B8%D8%B1_%D8%A7%D9%84%D9%86%D9%81%D8%B7_%D8%A7%D9%84%D8%B9%D8%B1%D8%A8%D9%8A_(1973)/simplified
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War1. It was originally limited to countries such as Canada, Japan, the Netherlands, 
the United Kingdom and the United States, but was later extended to Portugal, 
Rhodesia2 and South Africa. By the end of March 1974, the price of oil had risen nearly 
300%, from USD 3 a barrel (USD 19/m3) to nearly USD 12 (USD 75/m3) worldwide. The 
embargo caused an oil crisis or “shock” that had a number of short- and long-term 
effects on global politics and the global economy. This was later called the “first oil 
shock”. 

Experts refer to the 1979 oil crisis as a “second oil shock”. The latter was an energy 
crisis caused by the decline in oil production in the wake of the Iranian revolution3. 
Although global oil supply fell by only about four percent, the reaction of oil markets 
drastically raised the price of crude oil over the next 12 months, more than doubling 
to USD 39.50 per barrel (USD 248/m3). The rise in prices was reflected in fuel 
shortages similar to the 1973 oil crisis and long lines at gas stations. 

In the longer term, the oil embargo has changed the nature of Western politics, 
meaning that these countries have moved towards increased exploration, 
alternative energy research, energy conservation, and tighter monetary policy to 
fight inflation more effectively. Nonetheless, a drastic rise in prices has begun, with a 
dramatic impact on oil-exporting nations as countries in the Middle East have taken 
control of this vital commodity. At the same time, these nations began to accumulate 
vast wealth. Some of the revenue went in the form of aid to other underdeveloped 
countries whose economies were squeezed between higher oil prices and lower 
prices for their own exports in the face of declining Western demand. A lot has been 
spent on arms purchases, which has heightened political tensions, especially in the 
Middle East. Saudi Arabia has spent more than USD 100 billion over the next decades 
to promote the spread of Islamic fundamentalism, Wahhabism, through religious 
charities such as the Al-Haramain Foundation, which often distributed money to 
violent Sunni extremist groups such as Al Qaeda or the Taliban. 

Effects on the United States and the Soviet Union 

Some researchers consider the 1973 „oil price shock” and the accompanying stock 
market crash of 1973-74 to be the first global event to have had a lasting impact on 
the U.S. economy since the Great Depression. 

 
1 The Yom Kippur War was fought between 6 and 25 October 1973 by a coalition of Israel 
and the Arab states led by Egypt and Syria. Most of the fighting between the two sides took 
place in the Sinai Peninsula and the Golan Heights, both of which were occupied by Israel 
in 1967, but there were also some clashes in Egypt and northern Israel. This was the fourth 
Arab-Israeli armed conflict in twenty-five years. With international help, the Jewish state 
was finally able to triumph, prompting Egyptian President Anvar Sadat to begin peace talks 
with Israel later. 
2 Rhodesia: Officially the Republic of Rhodesia was an unrecognized state in South Africa 
from 1970 to 1965, territorially equivalent to modern Zimbabwe. 
3 The Iranian Revolution, or the Islamic Revolution in Iran, erupted in 1978 against 
Mohammad Reza Pahlavi, who was considered by many to be a repressive ruler of the 
Middle Eastern state, causing severe damage to the economy. In early 1979, the ruler was 
ousted and the Shiite bloc led by Ayatollah Ruhollah Khomeini was brought to power. The 
new leadership proclaimed the Islamic Republic of Iran on April 1, 1979, and its constitution 
was adopted on december 3rd. 

https://www.wikiwand.com/ar/%D8%A3%D8%B2%D9%85%D8%A9_%D8%A7%D9%84%D8%B7%D8%A7%D9%82%D8%A9_(1979)
https://www.lebarmy.gov.lb/ar/content/%D8%A7%D9%84%D8%B5%D8%B1%D8%A7%D8%B9-%D8%B9%D9%84%D9%89-%D8%A7%D9%84%D9%86%D9%81%D9%80%D8%B7-%D9%88%D8%A7%D9%84%D8%BA%D9%80%D8%A7%D8%B2-%D9%88%D8%A3%D9%87%D9%85%D9%8A%D8%A9-%D9%85%D9%86%D8%B7%D9%82%D9%80%D8%A9-%D8%A7%D9%84%D8%B4%D9%80%D8%B1%D9%82-%D8%A7%D9%84%D8%A3%D9%88%D8%B3%D8%B7-%D8%A7%D9%84%D8%A5%D8%B3%D8%AA%D8%B1%D8%A7%D8%AA%D9%8A%D8%AC%D9%8A%D8%A9
https://billofrightsinstitute.org/essays/the-1973-oil-crisis-and-its-economic-consequences
https://billofrightsinstitute.org/essays/the-1973-oil-crisis-and-its-economic-consequences
https://rubicon.hu/kalendarium/1973-oktober-6-a-jom-kippuri-haboru-kezdete
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The embargo had a negative impact on the U.S. economy and immediate solutions 
had to be found to address threats to the country’s energy security. Internationally, 
price increases have changed the competitive landscape in many industries, such as 
the automotive industry. Macroeconomic problems also consisted of inflationary and 
deflationary effects. Due to the embargo, oil companies were looking for new ways 
to increase oil stocks. Exploration for oil and construction of new fields usually took 5 
to 10 years to achieve significant extraction. 

The oil crisis also weakened the Soviet Union, but it also had an extremely negative 
effect on the other socialist countries, as the latter were in a highly dependent 
position economically and in all other respects. Processes began that later led to the 
collapse of the Eastern Bloc. 

Challenges in the Middle East and Oil Price Volatility 

According to F. Gregory Gause III’s theory, sectarianism, dissatisfaction with 
governments, economic failures, and foreign intervention are not the causes of 
regional crises, but rather their symptoms. In many countries in the region, the 
weakness and sometimes collapse of central power is a real source of current 
turmoil. The long-term geopolitical challenge in the region is being determined by 
the civil wars in Libya, Syria and Yemen, and by the governments of the fragile Iraqi, 
Lebanese and quasi-Palestinian states. These political vacuums make the 
intervention of near and far powers necessary. They contribute to a stronger 
emphasis on sectarian and ethnic identity, as well as providing opportunities for 
terrorist groups to grow, hindering economic development and contributing to 
huge refugee flows. 

According to Gause, fluctuations in oil prices put severe pressure on oil exporters with 
large populations and weak central power, such as Iraq. Only rich oil-producing 
countries with huge per capita energy wealth have avoided problems, such as 
Kuwait, Qatar or the United Arab Emirates. 

Israel and Turkey have been relatively successful since adopting export-driven 
growth models as the world turned to neoliberal, free-market policies in the 1990s. 
However, the latter two states have had very specific advantages: Israel has access to 
the US market and US aid, and Turkey has been in a customs union with the EU since 
1995. 

Other Middle Eastern states that followed the same neoliberal turnaround were less 
successful. In the case of Egypt and Tunisia, pursuing this economic policy has 
promoted inequality. 

https://billofrightsinstitute.org/essays/the-1973-oil-crisis-and-its-economic-consequences
https://billofrightsinstitute.org/essays/the-1973-oil-crisis-and-its-economic-consequences
https://www.foreignaffairs.com/articles/middle-east/2022-02-22/price-order
https://www.foreignaffairs.com/articles/middle-east/2022-02-22/price-order
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Diagram 1: Average annual oil price per barrel 1997-2021 

 
Source: Evaluation of Budgetary Control due to Fluctuation of Petroleum Price on Ministry of Interior, 
UAE: A Framework of Analysis; Statista, Own compilation 

Microeconomic Consequences 

As a consumer, it is easier to understand the microeconomic consequences of higher 
oil prices. When observing higher oil prices, most people are also thinking about the 
price of gasoline, as most households need to buy gasoline. When the price of 
gasoline goes up, a larger portion of household budgets are likely to be spent on it, 
leaving less for other goods and services. The same applies to companies whose 
goods have to be transported from one place to another or which use fuel as their 
main input (for example, the aviation sector). Higher oil prices tend to make 
production more expensive for businesses and also impose additional burdens on 
households. The price of oil and gasoline is indeed very closely linked. So, when oil 
prices soar, petrol prices can also be expected to rise, and this will affect the costs of 
the vast majority of households and businesses. 

How Do Oil prices Affect the Macroeconomy? 

Rising oil prices are generally thought to boost inflation and slow economic growth. 
In terms of inflation, oil prices also have a direct impact on the price of commodities 
made from petroleum products. As mentioned above, oil prices indirectly affect costs 
such as transportation, production, and heating. However, the increase in these costs 
may affect the prices of many goods and services, as producers may pass on 
production costs to consumers. 
The extent to which an increase in oil prices leads to an increase in consumer prices 
depends on the importance of oil in the production of a particular type of good or 
service. Rising oil prices could also stifle economic growth by affecting the demand 
for and supply of non-oil commodities. 
Rising oil prices could reduce the supply of other goods because they increase 
production costs. In economic terminology, high oil prices can shift the supply curve 
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https://www.researchgate.net/figure/Average-annual-OPEC-crude-oil-price-from-1997-to-2018-in-US-dollars-per-barrel-This_fig1_335389564
https://www.researchgate.net/figure/Average-annual-OPEC-crude-oil-price-from-1997-to-2018-in-US-dollars-per-barrel-This_fig1_335389564
https://www.statista.com/statistics/262858/change-in-opec-crude-oil-prices-since-1960/
https://www.frbsf.org/education/publications/doctor-econ/2007/november/oil-prices-impact-economy/
https://www.alkhaleej.ae/2018-11-14/%D8%B5%D9%86%D8%AF%D9%88%D9%82-%D8%A7%D9%84%D9%86%D9%82%D8%AF-%D8%A7%D8%B1%D8%AA%D9%81%D8%A7%D8%B9-%D8%A3%D8%B3%D8%B9%D8%A7%D8%B1-%D8%A7%D9%84%D9%86%D9%81%D8%B7-%D9%8A%D8%B9%D8%B2%D8%B2-%D8%A7%D9%84%D8%AA%D9%81%D8%A7%D8%A4%D9%84-%D8%A8%D9%86%D9%85%D9%88-%D8%A7%D9%82%D8%AA%D8%B5%D8%A7%D8%AF-%D8%A7%D9%84%D8%A5%D9%85%D8%A7%D8%B1%D8%A7%D8%AA/%D8%A7%D9%82%D8%AA%D8%B5%D8%A7%D8%AF-%D9%85%D8%AD%D9%84%D9%8A
https://www.alkhaleej.ae/2018-11-14/%D8%B5%D9%86%D8%AF%D9%88%D9%82-%D8%A7%D9%84%D9%86%D9%82%D8%AF-%D8%A7%D8%B1%D8%AA%D9%81%D8%A7%D8%B9-%D8%A3%D8%B3%D8%B9%D8%A7%D8%B1-%D8%A7%D9%84%D9%86%D9%81%D8%B7-%D9%8A%D8%B9%D8%B2%D8%B2-%D8%A7%D9%84%D8%AA%D9%81%D8%A7%D8%A4%D9%84-%D8%A8%D9%86%D9%85%D9%88-%D8%A7%D9%82%D8%AA%D8%B5%D8%A7%D8%AF-%D8%A7%D9%84%D8%A5%D9%85%D8%A7%D8%B1%D8%A7%D8%AA/%D8%A7%D9%82%D8%AA%D8%B5%D8%A7%D8%AF-%D9%85%D8%AD%D9%84%D9%8A
https://www.frbsf.org/education/publications/doctor-econ/2007/november/oil-prices-impact-economy/
https://www.alkhaleej.ae/2018-11-14/%D8%B5%D9%86%D8%AF%D9%88%D9%82-%D8%A7%D9%84%D9%86%D9%82%D8%AF-%D8%A7%D8%B1%D8%AA%D9%81%D8%A7%D8%B9-%D8%A3%D8%B3%D8%B9%D8%A7%D8%B1-%D8%A7%D9%84%D9%86%D9%81%D8%B7-%D9%8A%D8%B9%D8%B2%D8%B2-%D8%A7%D9%84%D8%AA%D9%81%D8%A7%D8%A4%D9%84-%D8%A8%D9%86%D9%85%D9%88-%D8%A7%D9%82%D8%AA%D8%B5%D8%A7%D8%AF-%D8%A7%D9%84%D8%A5%D9%85%D8%A7%D8%B1%D8%A7%D8%AA/%D8%A7%D9%82%D8%AA%D8%B5%D8%A7%D8%AF-%D9%85%D8%AD%D9%84%D9%8A
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of goods and services for which oil is an input. High oil prices can also reduce demand 
for other commodities because they reduce wealth and create uncertainty about the 
future. If we take the United States as a basis, we can say that despite the effects on 
demand and supply, the link between rising oil prices and the economic downturn 
is not always complete. Not all major increases in oil prices have been followed by a 
recession. However, five of the last seven U.S. recessions were preceded by significant 
increases in oil prices. 

Is the relationship between oil prices and the economy 
always the same? 

The two major oil shocks mentioned above in the 1970s were characterized by low 
growth, high unemployment and high inflation (often referred to as stagflation). No 
wonder changes in oil prices are seen as an important source of economic 
fluctuations. 
However, over the past decade, research has questioned this traditional notion of the 
relationship between oil prices and the economy. As Blanchard and Gali note, the 
late 1990s and early 2000s were periods of large oil price fluctuations that were 
similar in magnitude to the oil shocks of the 1970s. However, these subsequent oil 
shocks did not cause significant fluctuations in inflation, real GDP growth or the 
unemployment rate.  
The early 2000s were a period of high productivity growth, which offset the impact 
of oil prices on inflation and growth. Therefore, in order to determine whether the 
relationship between oil prices and other variables has indeed changed over time, it 
is necessary to go beyond random observations and refer to econometric analysis 
(which allows researchers to monitor other developments in the economy when 
studying the relationship between oil prices and key macroeconomic variables). 
Official studies have found evidence that the link between oil prices and the 
macroeconomy has indeed diminished over time. 
Nor should it be forgotten that a significant rise in oil prices will contribute to higher 
inflation. This is because shipping costs will rise, leading to price increases for many 
products. This will be cost-constrained inflation, which is quite different from inflation 
caused by rising aggregate demand / surplus growth. Consumers' discretionary 
revenues will decline. They face higher shipping costs but do not compensate for 
rising incomes. In addition, higher oil prices could lead to slower economic growth - 
especially when consumer spending is weak. 

Change in oil prices during the Covid-19 pandemic 

Two years ago, when the Covid-19 pandemic broke out, economic activity and oil 
demand fell. Producers optimized the level of production, but that was all that could 
be done without destroying reservoirs. Storage capacity has also been limited, and 
there is uncertainty about the extent to which the economic crisis may become 
severe and for how long. These factors have pushed oil prices to very low levels for 
decades. For a very short time, the price per barrel even crashed to USD 40. 

This difficult period lasted for several months, followed by a surprising economic 
recovery as demand for oil and petroleum products increased. At this point, oil 
demand returned and then exceeded pre-epidemic levels. However, supply could 
not fully meet the increased demand. OPEC began to increase production slowly, 

https://www.masrawy.com/news/news_economy/details/2021/10/18/2107948/-%D8%AD%D8%AF%D9%8A%D8%AB-%D8%A7%D9%84%D8%B3%D8%A7%D8%B9%D8%A9-%D9%85%D8%A7-%D9%87%D9%88-%D8%A7%D9%84%D8%B1%D9%83%D9%88%D8%AF-%D8%A7%D9%84%D8%AA%D8%B6%D8%AE%D9%85%D9%8A-%D9%88%D9%87%D9%84-%D9%8A%D9%85%D9%83%D9%86-%D8%A3%D9%86-%D9%8A%D8%AD%D8%AF%D8%AB-%D9%81%D9%8A-%D9%85%D8%B5%D8%B1-%D9%82%D8%B1%D9%8A%D8%A8%D8%A7-
https://www.frbsf.org/education/publications/doctor-econ/2007/november/oil-prices-impact-economy/
https://www.weforum.org/agenda/2022/02/why-oil-prices-matter-to-global-economy-expert-explains/
https://www.aljazeera.net/ebusiness/2021/12/2/%D8%A3%D9%88%D8%A8%D9%83-%D8%AA%D9%82%D8%B1%D8%B1-%D8%A7%D9%84%D8%A7%D8%B3%D8%AA%D9%85%D8%B1%D8%A7%D8%B1-%D9%81%D9%8A-%D8%B2%D9%8A%D8%A7%D8%AF%D8%A9-%D8%A5%D9%86%D8%AA%D8%A7%D8%AC
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but was careful to avoid oversupply in the market due to limited reserve capacity. 
Furthermore, it should not be overlooked that the outbreak of the war between 
Russia and Ukraine in February this year and the increased instability in the Middle 
East are intensifying the unrest in the oil market. 

It can also be observed that the unrest caused by the oil is in many cases 
accompanied by social tensions, which can be felt even more after the outbreak of 
the Covid-19 pandemic. 

Figure 1: Change in oil prices between February 2021 and January 2022 

 

White color: West Texas Intermediate price; blue color: Brent price; Source: Bloomberg 

Will the Role of Middle Eastern Oil Diminish in the Future? 

Higher oil prices in the 2020s will encourage consumers to buy electric cars that do 
not require oil to use. In the 2020s, we have more alternatives to oil than in the 1970s 
and 80s. A new development in this regard is that the Lucid Group, which deals with 
electric cars, has announced that it has signed an agreement with a number of Saudi 
government agencies to set up an integrated manufacturing plant in Saudi Arabia. 
This is preceded by the fact that Saudi Arabia has previously developed the “Saudi 
Vision 2030” plan, which is a strategic framework for reducing Saudi Arabia’s 
dependence on oil, diversifying its economy and developing public service sectors 
such as health, education, infrastructure, recreation and tourism. However, Saudi 
Arabia is not the only Arab country in the Gulf that has begun to prepare for life after 
oil. Similar initiatives can be seen in the United Arab Emirates, Qatar and Kuwait. The 
general idea is that policymakers should focus on non-oil exports to overcome the 
negative effects of oil price shocks, and encourage both domestic and foreign direct 
investment to foster sustainable economic growth in the long run. In addition, it has 
become expected in these countries that policymakers should develop effective 
economic diversification policies that encourage domestic investment rather than 
foreign direct investment, increasing production and productivity. Some assume 
that higher oil prices in 2020 will not necessarily have the same effect on stimulating 
investment in new oil fields. Energy companies are wary of environmental pressures 
that make oil less attractive than before. Governments could introduce a higher 
carbon tax or directly encourage less use of oil. Therefore, higher oil prices may no 
longer cause the surge in investment that we saw in the 1980s. 

https://www.weforum.org/agenda/2022/02/why-oil-prices-matter-to-global-economy-expert-explains/
https://aawsat.com/home/article/3583101/%D8%A7%D9%84%D8%B3%D9%8A%D8%A7%D8%B1%D8%A9-%D8%A7%D9%84%D9%83%D9%87%D8%B1%D8%A8%D8%A7%D8%A6%D9%8A%D8%A9-%D8%AE%D8%B7%D9%88%D8%A9-%D8%B3%D8%B9%D9%88%D8%AF%D9%8A%D8%A9-%D9%84%D8%AA%D8%A3%D8%B3%D9%8A%D8%B3-%D8%A7%D9%84%D9%86%D9%82%D9%84-%D8%A7%D9%84%D9%85%D8%B3%D8%AA%D8%AF%D8%A7%D9%85
https://link.springer.com/article/10.1007/s13132-021-00841-7?utm_source=xmol&utm_medium=affiliate&utm_content=meta&utm_campaign=DDCN_1_GL01_metadata
https://link.springer.com/article/10.1007/s13132-021-00841-7?utm_source=xmol&utm_medium=affiliate&utm_content=meta&utm_campaign=DDCN_1_GL01_metadata
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Impact of the Russian-Ukrainian Conflict on the Oil Industry 

The Russo-Ukrainian war had a significant impact on the oil industry. According to 
the International Energy Agency, Russia is one of the world’s largest exporters of oil 
to global markets and its natural gas feeds the European economy. The United 
States, the European Union, and others have imposed economic sanctions on Russia 
and announced that they do not want to use the country’s fossil fuels. However, even 
as Russia bombs Ukraine, its oil and gas continue to flow to Western nations 
condemning the invasion. This is not the first time that Russian military aggression 
is causing world leaders to worry about energy security. There were similar concerns 
when Russia occupied Georgia in 2008 and then in 2014 when it occupied and 
annexed Ukrainian Crimea. In 2019, the EU imported about 40% of its natural gas, 
more than a quarter of its oil and about half of its coal from Russia. Despite bold 
promises to sever ties with Russia, European nations have so far opted for light 
energy: the amount of Russian oil and gas entering Europe has actually started to 
increase since the start of the war in Ukraine. According to Bruegel, a Brussels-based 
think tank, Europe sent Russia € 22 billion (USD 24 billion) for oil and gas in March 
alone. However, this may change in the coming months as European countries are 
determined to implement their plans to diversify their energy sources and reduce 
Russian oil and gas flows. 

Conclusion 

The study makes it clear that oil remains an extremely important source of energy 
and has a fundamental impact on the world economy. The countries of the world 
find it extremely difficult to decouple themselves from the constant changes in oil 
prices. Substantial changes took place during the outbreak of the Covid-19 epidemic, 
as demand for oil fell sharply with the introduction of the restrictions and severe price 
fluctuations began. Both rising and falling oil prices have micro- and macroeconomic 
consequences. Rising prices can ruin economic growth and both contribute to 
inflation. 

Recently, there are more and more voices that oil will play a smaller and smaller role 
in our lives in the future. In response to these developments, which are likely to occur 
in the near future, the rich oil-producing Arab states are showing a strong 
commitment to diversifying their economies. Among them, Saudi Arabia is at the 
forefront of a country that has begun to reduce its dependence on oil and is 
mobilizing more and more energy to achieve sustainable development and 
economic growth. 

https://www.nature.com/articles/d41586-022-00969-9
https://www.nature.com/articles/d41586-022-00969-9

