Why Global Oil Markets are Dysfunctional
Dysfunctionality: inability to respond quickly to changes in price, either with supply or demand.

a) consumers:  

-use of fuels is built into lifeways, including commuting distance and type of vehicle driven.  Changing average commuting distance and the fleet of vehicles driven takes years.

-many countries shelter consumers from gasoline price increases, including China, India, and Indonesia, which are among the most populated and rapidly growing markets for oil.  Their consumption during 2008, for example, didn’t decline when global oil prices rose sharply, as they were sheltered from those increases.

b) national oil companies (hold~80% of global reserves, mostly Persian Gulf Region) 
-have social commitments for much of their oil revenues, and thus when prices fall are not able to cut back on supply
-due to social commitments of revenue, are underinvesting in exploration and development of new oil fields, and in technological adoption or innovation.  Since the Persian Gulf exporting nations now control almost 70% of global reserves, their underinvestment in production means their output may not be enough to keep up with increases in global demand, at least at current pricing levels.

c) private oil companies (hold ~8% of global reserves).  Though they used to control nearly all of the world’s oil reserves, were kicked out beginning in 1970s from most of the world’s exporting countries.  Though Exxon Mobil, Chevron, Shell and others remain enormously profitable, they are underinvesting in new oil production. This is due to experience of late 1970s and early 1980s, when they heavily invested in many projects, only to see oil prices fall after 1983.  Falling oil prices meant $billions were lost in mothballed projects.  Post discovery, it takes 3-8 years to bring a major oilfield into full production.  Reserves-to-production ratios have fallen to historic lows.
World Oil Resources, Conventional and Unconventional: Is there Enough?
Conventional proven oil reserves are just over 1 gigabarrels (1000 billion), just over 30 years worth at current consumption rates.  

Unconventional oil includes tar sands, heavy oil, and oil shales.  These lower quality fossil fuel deposits are more expensive and environmentally destructive to extract.  Much higher carbon dioxide emissions per mile driven would result.
Tar Sands:  Most are in Alberta, Canada, with ~150 billion barrels.
Very Heavy Oil is concentrated in Venezuela, with ~250 billion barrels.

Oil Shales are concentrated in the US (Colorado, Wyoming, and Utah).  Consist of shales with immature oil deposits that need great heating to extract.  May have similar or more total oil equivalent energy than tar sands.  Commercial extraction being studied but still not underway.
Is there enough oil for this century?  Optimistic assessment of conventional and unconventional oil suggests projected reserves of over 3 trillion barrels; which at current levels of consumption, would be enough.

Will oil producers keep up with the growing demand of today’s world, at current pricing?  Investing in oil producing fields requires enormous $ up front.  At this point, due to reasons at top of this handout, oil exporting nations and the oil companies are not investing at a pace to keep up with projected 1.5% annual increases in demand.  So the problem is that, to make an analogy, while there is enough milkshake in the glass, the straws are too few/thin at this point.  This may lead to sustained high prices.
