


Meeting between FDR and King ibn Saud 
Aboard USS Quincy









Fundamental Oil 
Trends:

1. US shale oil production has changed global 
market

2. OPEC still plays important role in global oil 
market

3. Oil reserves are controlled National Oil 
Companies (NOCs) 

4. The oil market remains interconnected

5. Consumer demands changing
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Host Countries Have Gained Increased Control

E#2I4))1#2: A government gives a concession to a prospector. 

H3#6FI(1#2&'C%312>&E#2(3%I(&*H'E&#3&H'O/;&Host county 
remains owner of resource

X#12(&Y42(F34;&Agreement between foreign oil company and a 
national oil company of the host country. 

J4IC21I%"&'43U1I4&O>344042(&*J'O/;&a company can do a job 
for a host country’s NOC. 
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The Power of 
OPEC

Iraq, Iran, Venezuela, Kuwait, Qatar, Saudi 
Arabia original members. Maintain market 
and respond to world events.

Controls 81% of the world's total proved 
crude oil reserves and 42% of total world 
crude oil production. But, no longer have the 
same power.

Needs of OPEC members significantly 
different



Source: BP 
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Geopolitics and Prices





Strait of Hormuz





Security, Shipping, and Supply



America’s 
Free-Rider 
Problem/ 
Global Police 
in the Strait 
of Hormuz

• “There are moral hazards going on. The U.S. has not been willing 
to walk away from the Gulf, so other allies may not step up to do 
anything because they know that if they don’t, the U.S. will.” –
Caitlin Talmadge 

• US has had a military presence in the Gulf since post World 
War 2.

• $1.2 billion worth of oil flows through the Strait daily

• Saudi is now China’s #1 supplier (with the Chinese 
importing 20-25% of their total crude needs) but offers no 
security assistance



Oil Market: Lessons from Abqaiq

• September 14: Oil price jumped 20%, to over $69 per barrel…then quickly back 
to mid-$60s.

! Saudi Oil Minister reassured world.
! Perception that shale could ramp up quickly 
! Targeted strike by Iranians to send a message to the US via Saudi attack
! Saudi and US did not immediately retaliate

• World interpreted as US won’t protect the Saudi facility/doesn’t care about 
Middle East

! Likely to shift in exports and development of strategic partnerships.
! Iran could be emboldened
! Russians and Chinese likely in increase influence as US withdraws

• Where does this all leave the relationship?


