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Many recent analyses o f a prospective drop in oil prices to $18 to $20 per barrel display a lack of perspective. Most 
noteworthy are the presumed uniqueness and extent o f the drop. A  longer-run view shows that: (1 ) oil has been falling 
in relative value since 1981, and (2 ) while an $18 to $20 price would involve an acceleration in the pace o f decline, it 
would still be close to its 1974-78 level and substantially higher than it was before late 1973.

The table below shows the average price paid by refiners since the second OPEC price shock in late 1978. The data 
have been adjusted to reflect the increase in the general level o f prices (the G NP deflator) from the year indicated to the 
fourth quarter o f 1985. Oil prices adjusted for inflation have declined sharply over the past five years. Had oil prices 
simply kept pace with the general level o f prices since early 1981, the average cost o f oil would now be about $45.26. 
With a further decline to $18 to $20 per barrel, the price o f oil would not be appreciably different from its level from 
1974 to 1978, after the first OPEC oil price shock. During 1974-78 the price varied between $18.87 and $20.09, averag
ing $19.54, more than twice as high as the comparable price o f about $9 in mid-1973, before the first major OPEC price hike.

Several factors have combined to depress the oil price: the early 1981 U .S. decontrol o f domestic oil prices, limited 
decontrol o f U .S. natural gas prices, increased international competition and renewed production by Iran and Iraq. Iran 
and Iraq, however, have not restored their pre-1979 production levels, so a decline to $18 to $20 does not exhaust the 
full potential for the price to fall.

Recent declines in the oil price have made the appeal o f a tax on imported oil more attractive to some analysts; a $12 
tax is frequently mentioned. Such a tax would raise the oil price substantially above the level that would otherwise occur 
and put it in the range that prevailed in 1982-83. The adverse effects o f such price increases on the general level of prices 
and the nation’s capacity, by now, are well known.

The Average Cost of Oil to Refiners 
(adjusted for changes In the GNP deflator to IY/1985)

1978
1979
1980
1981

$19.48/barrel 1982
1983
1984 
1985*

$36.02
31.58
29.95
27.05

25.30
37.19
42.48

*Does not include the December price, which is not yet available.
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