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Abstract

Crude oil prices hovered at approximately 20 dollars per barrel throughout
the 1990 s, but began to rise in the 2000s, and surged in 2007 and 2008, result-
ing in the record high of 145 dollars per barrel. However, oil prices plum-
meted thereafter to 30 dollars per barrel in a mere six months. This article
examines the causes of volatility of crude oil prices which rose and fell
sharply. It is often argued that the flow of speculative money such as invest-
ment funds into the crude oil market caused the instability. Due to the
subprime loan financial shock, funds shifted from financial products to crude
oil, and after the Lehman shock, massive transaction of crude oil sales oc-
curred to cover the shortage of funds in the financial market. This article re-
futes that argument, and focuses on the nature of the crude oil futures market
and the instability of oil price expectation as a cause for the volatility of recent
oil prices. It is in this context that speculative money affected the market. The
commonalities and differences between the oil market and other markets such
as real estate, stock market bubble will also be examined. Furthermore, the ar-
ticle examines long-term trends, such as: the world economy co-existing with
high oil prices despite plummeting oil prices in the latter half of 2008; the
policies of major countries to increase national strategic oil reserves rais-
ing the possibility of instability in oil prices; and the effect of high oil
prices on oil-producing countries and developing countries.
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