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Falling Oil Prices Don’t  
Make OPEC Irrelevant

As prices continue to decline, it’s easy 
believe that OPEC is weakening and 
cheap oil will be the norm. Don’t do 
so. OPEC remains relevant, as the 
author explains. Rafi Mohammed is 
the founder of Culture of Profit LLC, 
a Cambridge, Massachusetts-based 
company that helps businesses devel-
op and improve their pricing strat-
egy, and author of The 1% Wind-
fall: How Successful Companies 
Use Profit to Profit and Grow. This 
article originally appeared on the 
Harvard Business Review web site at 
HBR.org.
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W e typically think about 
collusion as leading to 
higher prices, which is 
obviously bad for con-

sumers. However, a strategic cartel can 
be just as systematic and smart about 
lowering prices, which hurts in differ-
ent ways. The Organization of Petro-
leum Exporting Countries (OPEC), for 
instance, has orchestrated prices both up 
and down with the ultimate goal of reap-
ing the highest profit.

OPEC is predominantly known for its 
influence in raising prices. For example, 
in retaliation for supporting Israel in its 
Arab conflict, the 12-member coalition 
which today controls roughly 40% of oil 
production embargoed oil exports to the 
U.S. between October 1973 and March 
1974. This led to shortages, and crude 
prices jumped from $3 to around $12 
per barrel. OPEC has since been pivotal 
to oil prices peaking at $147 per barrel 
in 2008. In contrast, however, OPEC 

has overseen the recent 40% collapse of 
Brent crude oil prices, which recently 
dipped below $65 per barrel.

It’s fair to ask, with oil prices severely 
declining, what’s the big deal? Consum-
ers definitely benefit from $2.50 a gallon 
gas. The New York Post has even gone 
so far as to write an op-ed titled “OPEC 
Rocks.” Call me a cynic, but it’s hard 
to understand why OPEC is encourag-
ing this precipitous price fall. After all, 
its members are counting on high prices. 
Saudi Arabia, for instance, has planned 
its budget based on oil being at $95 per 
barrel, while Iran was banking on $135 
per barrel.

All signs of the recent oil price drop 
point to what I call bully pricing. Due 
to advances in shale oil drilling tech-
niques, the United States has surpassed 
both Saudi Arabia and Russia to become 
the largest oil producing country. 
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To be clear, had oil prices 
collapsed without any type 
of coordination, that’s okay – 
that’s the market. The critical 
difference is this price drop 
has occurred due to the 
actions of a cartel.

The challenge of wringing oil from shale 
rock is its high production costs, which 
range between $50 and $100 per barrel. 
If oil prices drop, current production will 
suffer. However, the long-lasting effect 
is reduced investment in future shale oil 
production. The long-term result: high-
er oil prices. Think about it: even if oil 
prices rebound and building new shale 
oil production appears profitable, inves-
tors will be wary. After this recent show 
of might, who wants to fight OPEC?

Economists and regulators have long 
viewed collusion as a one-way upward 
path to higher prices. However in high 
fixed cost industries, rock bottom bully 
prices can be a profitable detour in the 
pursuit of higher long run prices. To be 
clear, had oil prices collapsed without 
any type of coordination, that’s okay – 
that’s the market. The critical difference 
is this price drop has occurred due to the 
actions of a cartel.

Collusion amongst rivals is the cardi-
nal sin of antitrust law and vigorously 
pursued by government authorities. For 
instance, Apple recently settled out of 
court after being accused of coordinat-
ing prices amongst five major publishers. 
Google (and Apple) recently settled gov-
ernment charges of colluding over hiring 
practices. There even was a movie (“The 
Informant”) starring Matt Damon that 
detailed the price fixing scandal at Ar-
cher Daniels Midland (ADM). This col-

lusion resulted in prices of Ly-
sine (an animal feed additive) 
rising by 70% in 6 months. To 
settle the case, ADM paid a 
$100 million fine and three of 
its executives went to jail.

While Ali Al-Naimi, the Saudi 
Arabia Minister of Petroleum, 
grinningly refers to OPEC as 
an “organization” as opposed 
to a cartel, the evidence points 
the other way. The stated ob-
jectives of OPEC include vers-
es such as “coordination and 
unification of the petroleum 
policies of Member Countries,” 
and “devise ways and means 
of ensuring the stabilization of 
prices in international oil mar-
kets.” 

While it’s easy to bash OPEC, 
its existence is understandable. 
A commodity – oil – drives the 
economies of member coun-
tries and they want to prevent 
price wars. OPEC remains in 
business because countries are 
wary of taking diplomatic ac-
tion as well as sovereign im-
munity which protects foreign countries 
from civil and criminal prosecution.

As prices continue to decline, it’s easy 
to slip into a lulled belief that OPEC 
is weakening and cheap oil will be the 

norm. Don’t do so. OPEC remains rele-
vant. An often overlooked effect of collu-
sion is the seemingly contrarian strategy 
of lowering prices. The “no free lunch” 
axiom applies to cartels too. Higher oil 
prices are on the horizon.
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