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I. INTRODUCTION 

Crude oil is a major component of modern western lifestyle. It has played an important 

role in many world events for over a hundred years. Wars have been fought over crude 

oil, and energy security is one of the major concerns of modern economies. By 2010, 

34% of the world energy source was crude oil
1
. Yet, despite its strategic importance, 

crude oil entered into the economic debate only after the oil shocks of the 1970s plunged 

the world economy into its worst economic crisis since the Great Depression. Salant 

(1976) proposed an appealing approach to understand crude oil market behavior. He 

views the OPEC as a “unified enterprise which dominates other extractors because of its 

larger reserves.” Although initially received with enthusiasm [Pindyck 1978; Arrow and 

Chang 1982; Slade 1982], the approach was soon dismissed because it was at odds with 

data [Hamilton 2013]. 

In a recent literature that links crude oil prices with macroeconomics, Hamilton 

(1983) states that for the period 1948-72, “all but one of the U.S. recessions since World 

War II have been preceded by a dramatic increase in the price of crude oil”, and although 

he does not mean that oil shocks have caused those recessions, he states that “oil shocks 

                                                 

1
 International Energy Statistics. Retrieved on 17 March 2013. 
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