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[bookmark: _GoBack]Introduction
The decrease in petroleum consumption in the industrial economies has received some significant attention, owing to the importance of oil as the critical driver of production. The high cost of the industrial output is as a result of adverse changes in the prices of oil which results from the low demand in consumption in the industrial economies. Negative oil price changes harm an economy.
In Petrolo crude oil has undergone some drastic changes. Demand for oil in the industrial economies is now 25-year low, the prices of oil are 30% low of what they were a year ago, a barrel of oil is currently at $40.  The cost of production is at $50 per barrel of oil, which is higher than the cost of selling a single barrel of oil. The effect of this oil price changes is profound to the economy of Petrolo. Different industries in this nation have experienced the benefits and disadvantages caused by oil price shocks. 
To solve economic challenges arising from low consumption of oil in the industrial economies, the government of Petrolo has proposed four options. The first option is to stop the extraction of oil in the nation until the cost of crude oil in the market is equivalent production cost. The second option is to continue the extraction of crude oil to provide a flow of cash in the market. The third option is to sell the offshore license to private international companies. The company will pay a royalty which $15 per barrel. The fourth option is to prepare a bond that will help in financing in the leisure market entry. The leisure market will entail profitable businesses like high-end hotels, casinos, and entertainment venues. The goal of this paper is to quantify the economic impacts considering both the advantages and disadvantages of the four options and to provide recommendations that can address the issue.
Impact of the first option
As a nation that highly depends on the benefits from the oil industry, if Petrolo stopped the extraction of oil, it would experience drastic changes. The changes, whether positive or negative, would impact the government, economic status, and the citizens of the nation.
Impact on the government and the Petrolo's citizens
When the oil industry is active, the state government of a country collects a significant amount of revenue through different channels. If the state of Petrolo decides to close the oil production industry, there will be a considerable decline in the collection of income for the state government. Also, the currency of the nation might depreciate. Currency depreciation can be of importance in the short run as there might be a rise in opportunities in the non-tradable goods sector.
Employment and income levels are the two most important factors used as economic performance measures.  The exploration of crude oil is an industry that requires labor in large amounts. A proportion of the population supports their livelihoods by employment in this industry. In a case when the government decides to shut down the industry, there will be layoffs, and this will hurt the local businesses. Workers employed in this industry contribute an impact to the local businesses such as hotels, restaurants, and car dealerships. Thus shutting down of the industry affects the local businesses and the living standards of the workers.
Banking and investments sectors are other groups that will experience a negative impact in the case of shutting down the oil production industry. In oil production, different companies participate in the production process. These companies finance their operations by taking loans from banks. In this case, banks will experience a decrease in the capital since the companies will also have to stop their services in drilling and oil production process.
Impact of the second option 
In the case where the government decides to continue with the crude oil production operations to provide cash flow, it will have implications on the state government, the citizens, and the economy of the nation. One of the impacts is inflation. A decline in oil prices leads to changes in demand and supply which affects the triggering responses.  
As a nation, Petrolo is likely to experience a reduction in investment in the energy sector. The country can also experience an increase in uncertainty due to the sharp decline in oil prices. This uncertainty can lead to an adjustment in new investments arising in the oil exploration sector (Baffes, Kose, & Ohnsorge, 2015).
Changes in oil prices affect oil and energy-related revenues and hence government budget for oil-exporting countries like Petrolo. Since the government of Petrolo collects a significant amount of income from this industry, it will experience some strain in the government budget. A decrease in oil prices lead to pressures in the government budget, and to some extent, there would be a need to cut spending by the government.
Impact of the third option
The Outer Continental Shelf Lands Act gives the Department of Interior (DOI) significantly flexibility to change the leasing terms for the development of offshore oil and gas resources (C.B.O, 2016). The DOI has set aside terms and regulations followed in leasing out procedure. 
A government can opt to lease its offshore land to encourage exploration and production. If the government of Petrolo chooses to lease out its offshore property to a private investor, there will be both positive and negative impact on the citizens and the economy of the nation. Opening offshore land to leasing has significant gains in wages, employment, and this will have more significant effects on all the communities in the country.
Federal royalty rates have a positive effect on the federal government. The royalty rates may promote efficient decision making about where exploration and production should occur because as the owner of the land, the state requires compensation for activities on their properties (C.B.O, 2016). The extraction of crude oil from the offshore area generates more income to the federal government. Thus leasing out offshore land is beneficial as it increases government income.
If the government decides to open its offshore to private investors, this can generate more jobs in the nation (Mason, & Meiners, 2017). An increase in the creation of job opportunities leads to a rise in wages as shown from the substantial gain of workers in the crude oil production industry.
Impact of the fourth option
The fourth option is venturing into the leisure market, and it has its benefits and implications to the economy of the nation and the state government. One of the opportunities that leisure markets enjoy is tax exemption. Lack of tax exemption gives the local public agency a higher purchasing power. Another benefit of venturing into leisure markets is the ability of the government to borrow money for capital projects.
However, there are challenges involved in venturing in the leisure markets. One of the problems in the financial management of the leisure market is in the development of the knowledge and skills required to run the business effectively. If the country shifts into the leisure market, it would be needed to develop a labor market that has the skills and knowledge required in the leisure market businesses.
This option has a positive impact on the citizens of Petrolo. There will be the creation of job opportunities which will cover up for the layoffs that were caused by closing down of the crude oil production industry due to the high cost of production. The leisure business requires workers in hotels, casinos, thus leading to job creation.
Recommendations
To prepare for economic situations faced with the challenge of loss of revenue, the government should have ample buffers to safeguard spending. A country can experience currency depreciation in cases of decline in oil prices. Low oil prices should allow the nation to diversify their efforts and investments. The government should also incorporate an incentive structure for workers and firms, and a change in social attitudes towards investment in human capital. The government should foster entrepreneurship and employment in the private sector in the non-oil industry traded.
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