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Overview

We discuss and reconcile two diametrically opposed views concerning the future of world oil production and prices. The geological view expects that physical constraints will dominate the future evolution of oil output and prices. It is supported by the fact that world oil production has plateaued since 2005 despite historically high prices, and that spare capacity has been near historic lows. The technological/economic view of oil expects that higher oil prices must eventually have a decisive effect on oil supply, by encouraging technological solutions. It is supported by the fact that high prices have, since 2003, led to upward revisions in supply forecasts based on a purely geological view.
Methods
We present and estimate a nonlinear econometric model of the world oil market that encompasses both views, thereby allowing the data to provide information on their relative importance. Estimation uses nonlinear Bayesian methods. The estimation results are used to construct forecasts, including confidence bands.
Results
The model performs far better than existing empirical models in forecasting oil prices and oil output out of sample. Its point forecast is for a near doubling of the real price of oil over the coming decade. The error bands are wide, and reflect sharply differing judgments on ultimately recoverable resources, and on future price elasticities of oil demand and supply. We conclude by studying alternative scenarios that explore the potential effects of shale oil.
Conclusions

Our results imply that the official forecasts of world oil supply growth by major international agencies like the IEA and the EIA may be feasible, but only at very high and steadily rising real oil prices. The contribution of shale oil to ultimately recoverable resources, even in case it turns out to be more than a temporary phenomenon, will not halt but only postpone the upward trajectory of world oil prices. 

































