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Ratloning During Scarcity
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Reading: The 1973 Oil Embargo

In :
thl:hf\jl'zzjgzatsﬁedl:?;e?j States was heavily dependent on Middle Eastern oil. The oil-rich nations of
export of their ol Tlh ed to form an organization to enable them to better control the price and
i . - I'he organization is called the Organization of Oil Exporting Countries, or OPEC.

Y. using criteria of supply and demand, OPEC determined an oil price that it deemed fair and

that yielded a good profit for member nations.

In 1971, President Richard Nixon decided to abandon the gold standard, which pegged the US. dollar
toa set amount of gold. The gold standard made the value of the dollar stable in relation to other
currencies. When the gold standard was abandoned, the dollar fell in value. This greatly angered the
OPEC nations, which were paid for their oil in U.S. dollars. With the dollar worth less, they were paid

less and realized lower profits.

To “punish” the United States for taking this unilateral action in devaluing the dollar, OPEC met and its
member nations decided to enforce an oil embargo on the United States beginning in 1973-74. That is,
they refused to sell oil to the United States, which depended heavily on OPEC oil to run its economy
(though it did get some oil from non-OPEC countries). All sectors of the U.S. economy were affected,

from industry, to trucking, to everyday folks who drove to work or for pleasure.

Of course, because the supply of oil was severely limited, its price soared. Yet beyond its exorbitant
tries, as well as individuals, would not get the oil they needed.
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4. i :
Q"zlyz"‘lq Ethical Issues Was the rationing program instituted as the U.S. response to the
Mbargo in accord with its free enterprise capitalist economic system? In what ways, if any, was

this ratipning program justified? In what ways, if any, did it betray the ethics of the free
enterprise system?

5. Comparing The chart shows other periods when oil prices, based mainly on oil supply, were .
affected by world events. What other events have caused drastic fluctuations in the price of 0il?




