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Outline

I. Explaining the reasons/causes why oil price drops dramatically.

II. Mapping the impact of this phenomenon on the World Economy.
• Particularly, on the Indonesia’s Economy.

III. Defining the main consequence of this extremely low oil price on 
alternative energies development.



Source: ft.com, link: http://video.ft.com/4779805868001/Oil-industry-fight-for-survival/editorschoice

Oil price drops dramatically since 2014-Q2, reaches its lowest level since 2004, 
what happens?

Brent crude price, 2000-2016 (USD per barrel)

http://video.ft.com/4779805868001/Oil-industry-fight-for-survival/editorschoice


World crude oil price and associated events, 1970-2014

Source: energy.gov, http://energy.gov/eere/vehicles/fact-859-february-9-2015-excess-supply-most-recent-event-affect-crude-oil-prices

Oil price is very volatile, different occasions have different reasons. Currently, the 
main reason is EXCESS SUPPLY of oil.

http://energy.gov/eere/vehicles/fact-859-february-9-2015-excess-supply-most-recent-event-affect-crude-oil-prices


“In nearly 41 years...I didn’t learn 
anything about my ability to 

foresee [the Oil Price]...
I learned a lot about how to deal 

with it.”

- Rex Tillerson
CEO, Exxon Mobil

Picture: www.bloomberg.com

http://www.bloomberg.com/news/articles/2015-05-27/exxon-ceo-says-it-won-t-give-lip-service-on-climate


The drop in oil price is mainly and simply about basic economics: 
supply-demand.

1. Demand side
i. Great crisis: Slower global economy.
ii. Slower demand of energy.
iii. Demand curve slightly shifts to the right.

2. Supply side
i. New technology: Shale oil in the US.
ii. Competition: Oil production war.
iii. Massive increase in oil supply.
iv. Supply curve greatly shifts to the right.
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How to explain this dramatic drop in oil price?

• Slower demand of oil/energy 
=> Demand curve shifts from 
D1 to D2.

• Great Increase in oil supply => 
Supply curve shifts from S1 to 
S2.

• As a result, it creates:
• Drop in oil price (From P1 to 

P2).
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• Excess supply 
drops the price.

• Excess demand 
increases the 
price.
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Main cause: Rising the US Oil Production since 2012

Source: ft.com , link: http://video.ft.com/4779805868001/Oil-industry-fight-for-survival/editorschoice

The US oil production, 2000-2016 (Million barrels per day)
US 

introduced 
the shale oil

http://video.ft.com/4779805868001/Oil-industry-fight-for-survival/editorschoice


• Hence, since June 2014 the 
main cause why oil price drops 
massively is due to excess 
supply of oil.

• Oil supply has increased 
greater than its demand 
recently.



The impacts of low oil prices

• Oil companies: Drop in their revenue (and profit).
• They sharply cut investment, in particular exploration and production process (NY Times, 

16th Feb 2016).

• Workers: an estimated 250,000 oil industry jobs have been lost worldwide since 
the long price decline began (NY Times, 12th Jan 2016).

• Some countries loss (net oil exporter countries), some gain (net oil importer 
countries).
• net oil exporter countries = oil export > oil import.
• net oil importer countries = oil import > oil export.

• More difficult for alternative energies to develop.
• Oil and alternative (renewable) energies are theoritically ‘substitute goods’.

• Substitute goods are two or more goods having the same or similar function. If the price of A good 
drops, then demand for its substitutes are likely to drop as well.

• Example: (Oil vs alternative energies); (tea vs coffee); (nike vs Adidas); etc. 



• This graphic provides the 
effects of different oil price 
levels (in this case Poil < $40) 
on OPEC and non-OPEC 
production and viability in 
several countries.

• In short, Gulf countries, 
particularly Saudi Arabia, are 
still profitable even when oil is 
at $20 due to its readily 
accessible reserves.

Source: economist.com , link: http://www.economist.com/blogs/graphicdetail/2016/01/daily-chart-6

http://www.economist.com/blogs/graphicdetail/2016/01/daily-chart-6


On 16th Feb 2016, Saudi Arabia, Russia, Venezuela, and Qatar (few oil producers) met in Doha and 
agreed to freeze the oil production to pump the oil price, yet they require, if and only if, Iran and Iraq 
(and other producers) will do so.

Doha  
meeting

Source: ft.com , link: http://video.ft.com/4763702151001/Oil-s-output-drama-explained/editorschoice

Brent crude price, Feb 15-19, 2016 (USD per barrel)

http://video.ft.com/4763702151001/Oil-s-output-drama-explained/editorschoice


The impacts of low oil price on the Indonesia’s Economy:

• Generally, it has positive impact because we are a net importer country.

• It helps our trade balance to be surplus (export > import) again after we experienced the first 
trade deficit since 1970’s in 2012-2014.
• {Net importer oil country + significant growth of oil consumption (due to cheap oil price + bad public 

transportation) = massive increase in oil import => negative trade balance => pressure on rupiah 
(depreciation, indicators: IDR depreciates to USD).

• Lower oil price implies lower (energy) cost for companies, an incentive for companies (e.g. 
Transportation-based business).

• More fiscal space: lower oil subsidy means that we can allocate the money on more useful and 
productive subsidies/government expenditures.

• Lower inflation.
• Last year, the gap between interest rate (7.75%) and inflation (3.4%) in Indonesia is now very high (> 4%).

• However, it also has few bad impacts which are, 
• the Government of Indonesia is facing a ‘shortfall’ problem. 

• i.e. ‘shortfall’ is a condition where the actual government revenue is far below its forecast due to drop in oil&gas revenue.

• More difficult for alternative (renewable) energies to develop.



Since the 1970’s Indonesia has been recording consistent trade surpluses due to robust exports 
growth. However, during 2012-2014 Indonesia recorded trade deficits, due to (1) significant increase 
in oil import and (2) massive drop in exports (fall in commodity prices).

INDONESIA BALANCE OF TRADE, 1969 – 2015 (Million USD)



Indonesia is no longer net oil exporter country since late 2003.

Petroleum and other liquids supply and consumption in Indonesia, 2000-2014



Inflation in Indonesia is mainly triggered by volatile foods (food prices, 
etc.) and administered prices (fuel prices, electricity, etc.).

Source: Bank Indonesia Monetary Policy Review, Dec 2015



These figures present the Impulse-Response Functions (OIRFs) of Indonesia’s macroeconomic 
indicators (inflation, interest rate and real GDP) to oil price shocks.

These figures have several 
conclusions. 

First, oil price shock appears to have 
impact to all these three 
Indonesia’s macroeconomic 
indicators and it takes about 3 
years to stabilize the macro 
economy. 

Second, oil price shock appears to 
have sudden impact in the short 
run to these all macroeconomic 
indicators. 

Third, oil price shock has a massive 
impact on inflation. Oil price 
shock creates a jump in inflation 
rightly after the shock happens 
(upper left). Then, it follows by 
slightly increase in interest rate 
(upper right) and creates a great 
instability in national output 
(down left).

Source: Syafrian (2014)

Note:

ind: Indonesia

dpoil: Price of oil

diri: Interest rate

dyi: GDP



• Indonesia still highly 
depends (nearly 80 
percent) on non-
renewable energies 
(Petroleum, coal and 
natural gas).

Indonesia total primary energy consumption, 2013

https://www.eia.gov/beta/international/analysis.cfm?iso=IDN

https://www.eia.gov/beta/international/analysis.cfm?iso=IDN


• Even in electricity 
generation, Indonesia’s 
dependency on non-
renewable energies 
(Petroleum, coal and 
natural gas) is nearly 90 
percent.

Indonesia electricity generation capacity by source, 2013

https://www.eia.gov/beta/international/analysis.cfm?iso=IDN

https://www.eia.gov/beta/international/analysis.cfm?iso=IDN


Conclusions

• Our world economy is facing excess supply of oil implying massive drop in 
oil price.

• This extremely low oil price has different effects on different countries.
• Some countries loss (net oil exporter countries: Saudi Arabia, Russia, Malaysia, etc.). 

• Some gain (net oil importer countries: Indonesia).

• The lower oil price, the harder alternative energies to develop.
• The development and usage of renewable energy in Indonesia is still long way to go.

• Its development needs not only Government’s support, but also ‘market force’.
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