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Overview
With a looming oil crisis probably by 2015 or thereabouts and oil prices projected to match or exceed the oil price level of July 2008, namely $147/barrel, the Organization of Petroleum Exporting Countries (OPEC) will soon reach a crossroad. It has to ramp up supplies very significantly to stem the projected steep rise in the oil price or risk becoming irrelevant. In 2008 OPEC was unable to halt the steep rise in the oil prices because they hardly had any spare production capacity. When pressed to increase supplies, they would only say that the oil market is well balanced with supplies meeting demand. In effect, they were admitting that they had no spare production capacity and, therefore, were powerless in the face of the oil price onslaught. 
In theory, one could assume that OPEC would work more effectively when the oil prices slide down because it is within their power to cut production to shore up prices. But since the OPEC members have a history of not adhering to their reduced quotas, even this policy will eventually fail. Moreover, since the oil prices are projected to remain high well into the future, OPEC could become irrelevant and its production quota system could also become redundant along with OPEC itself.
Conventional wisdom holds that OPEC has the world in its grasp. It can manipulate prices by tinkering with supplies. But the conventional wisdom is mostly wrong. OPEC is no wizard. For the most part, its actions lagged behind fundamental changes in oil supply and demand rather than led them. OPEC looks like a masterful cartel when, in fact, it is mainly just riding the waves.  Over the last five years, OPEC members have announced ever-higher price goals only after the market has already delivered those high prices. As the market has soared, OPEC has followed.
OPEC also sets production quotas so that each member knows its role. Throughout its history, OPEC has faced the difficult task of holding the cartel in the face of strong incentives by each member to cheat. Today’s oil market makes that job easy because nearly every member, except perhaps Saudi Arabia, is producing at full capacity. OPEC, more or less, has nothing to do.
Today’s oil cartel, even more than in the past, is really about Saudi Arabia. But Saudi Arabia also is no wizard at the controls of the world market. The Saudis can adjust their output a bit since they control nearly all of spare capacity in OPEC. Saudi Arabia is on the frontlines of the new reality in world oil supply. The Saudis are finding it much harder and more costly to bring on more supplies. Their fellow OPEC members are in a similar situation, and those hard facts also produce high oil prices. In fact, the Middle East members of OPEC are, today, producing at just the same level as they were three decades ago because none of them invested much in finding and producing new supplies. High prices into the future reflect these fundamental facts rather than the assumption that OPEC is a masterful cartel.
While non-OPEC producers are currently producing at full capacity, OPEC’s spare capacity (world’s capacity) in 2011 amounted to only to 1.19 million barrels a day (mbd). That is not a new addition to capacity but the remainder of the 4.1 mbd production cuts they made in December 2008 as a result of the global economic crisis.   

Global oil demand is projected to rise from 86.19 mbd in 2010 to 118.00 mbd in 2030. To meet this projected demand, even assuming more effective conservation measures, would require the addition of roughly the equivalent of Saudi Arabia’s current oil production every seven years and would also require that OPEC raises its oil production from 30 mbd currently to at least 50 mbd.  Significantly, no OPEC nation, except perhaps Saudi Arabia, is investing sufficient sums in new technologies and recovery methods to achieve such a growth. However, OPEC nations may either be unable to raise their production to that level or may have a vested interest in restricting production increases, both to conserve finite resources and to keep prices high. 
If it is OPEC’s policy to limit oil supplies in the long term to conserve finite resources and keep prices high, then this policy is misguided because without additional supplies the oil price will rocket upwards. The result will be a major energy efficiency drive by the main oil consumers and an acceleration of the shift away from oil towards alternatives. In such a situation, OPEC will be the ultimate loser.
With budget needs absorbing the bulk of their oil-export revenues, not much money is left for OPEC countries to invest in exploration and development or in enhanced oil recovery (EOR) techniques. High prices into the future reflect these fundamental facts.
By 2030 the world will require a production of 118 mbd, but oil producers may be able to produce only 100 mbd.  By 2012, oil production surplus capacity could entirely disappear if the global economy continues to grow. And by 2015 the shortfall in oil output could reach nearly 10 mbd causing a severe oil crunch which will be reflected in higher oil prices unreached before. 
A looming oil crisis could, therefore, be in the offing probably by 2015 or thereabouts. Even with massive investments starting today in the expansion of oil production capacity, the oil crunch can’t be averted.  Such a crisis surely would, at best, lead to periods of harsh economic adjustment and, at worst, to conflict and even war should one of the major oil consumer nations choose to intervene forcefully. 
Methods 
The author will use his own research and collate it with other credible sources in order to present a well-balanced analysis on whether OPEC is still relevant in today’s global oil market and whether its production quota system has become redundant along with OPEC itself.
Results

The paper will argue that with a looming oil crisis probably by 2015 or thereabouts, OPEC will soon reach a crossroad. It will have to ramp up supplies very significantly to stem the projected steep rise in the oil price or risk becoming irrelevant. Evidence, however, suggests that OPEC members have not invested sufficient sums in new technologies and recovery methods to be achieve such a growth. 
Conclusions
The paper will conclude that a severe oil crunch is inevitable probably by 2015 or thereabouts. It will also conclude that OPEC will not be able to ramp up supplies very significantly to stem the projected steep rise in the oil price and thus avert a serious oil crisis. The paper will express the view that OPEC has, therefore,  become irrelevant in today’s oil market and that its production quota system has become redundant along with OPEC itself.
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