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Instructions for the OPEC Game

OVERVIEW: In the OPEC game, seven independent countries each try to maximize their

profits from oil production. The countries correspond (very roughly) to Saudi Arabia, Iran,

Iraq, Kuwait, United Arab Emirates, Venezuela, and Nigeria. There is also production by

the Rest of World (ROW). In each period, each of the seven member countries of OPEC

choose their quantities. The ROW chooses production as a price taker in response to

the price in the world market. The seven OPEC members may attempt to form a cartel

and agree upon production quotas. There is, however, no enforcement mechanism for

the quotas (other than economic punishments through the oil market). The ROW never

participates in the cartel and always behaves as a price taker.

STRATEGY CHOICES: The game lasts for 10 periods, with a new period occurring

on each weekday from Feb 6, 2006 through February 20, 2006 (except Feb 18, 2006, which

is a holiday). NOTE: this is a slight change from the schedule on the syllabus in order to

accommodate the Presidents’ Day holiday. In each period, a country has only one choice

variable: the quantity of oil the country will produce in that period. The world market

price adjusts to clear the market given the production of all OPEC countries and ROW.

Each country is endowed with a total oil reserve for the game and a constant marginal

cost of extraction up to a per-period production constraint. These data are included

in OPECDATA.XLS (on the course website). All information on production costs and

reserves at the beginning of the game are public. The actual production by each country

in a period is not public information, but all players see the price in the market and

approximate world production (an estimate of world production that is accurate to plus

or minus 3% with probability 0.95).

DEMAND FOR OIL: In order to maximize profits of their country, a team must

consider, among other things, the world demand for oil and the world supply. OPEC-

DATA.XLS also contains 10 historical observations on OPEC production, world oil pro-

duction, and world oil price. Demand and ROW supply do not change over time, though

in any period they are subject to some random variation (plus or minus 2.5% with a 95%

probability).

END OF GAME: After period 10, a new technology appears that allows energy pro-

duction at the equivalent cost of $70 per barrel of oil. All oil that countries still have in



reserve after period 10 is valued in “period 11” at the price of $70. So, in period 11, each

country will has its remaining oil valued at $70 minus its constant cost of extraction (with

no capacity constraint).

COSTS AND FINANCING: The only costs that a country has in producing oil is the

marginal cost shown in OPECDATA.XLS. The real interest rate is 5% per period. This

is also the nominal interest rate as there is no inflation. All funds earned and held at the

end of each period earn that interest rate.

LOGISTICS: For each day’s production, each country must submit production decisions

by 11:59pm on the previous day. Submission is done by an email to Severin stating the

Game and Country the sender represents and the quantity the country will produce. Please

make sure that your e-mail includes both the Game and Country. A country need not

submit, however, if they just want to maintain the output they produced in the previous

period, which will be the default (up to exhaustion of reserves). Thus, a country needs to

submit a strategy only if it wishes to change its output. Each country will need to keep

track of its own finances and oil reserves. Given that you will know the world oil price

(which will be posted on the course website by noon each day), your country’s production

in each period, and the interest rate, this shouldn’t be difficult. If you are unsure at any

point, you can ask me and I’ll tell you your country’s bank balance.


