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National Security and the Oil Supply
The influential role oil plays in international trade and its vital importance to American national security were discussed in a Council session November 13 at the National Press Club, featuring a distinguished panel of experts whose different perspectives provided unique insights into the subject. 

The panel chairman was Robert E. Ebel, of the Center for Strategic and International Studies. Members were James A. Placke, Cambridge Energy Research Associates; Shirley Neff, of the Senate Energy and Natural Resources Committee; and Frank Verrastro, of Vinson & Elkins, LLP. They were introduced by Council Chairman Franklin D. Kramer, of Changing World Technologies. 

Mr. Ebel said he would start with a "dead issue," namely the energy bill before Congress, which was killed that day. He then listed four "realities of the day": 

(l) That throughout this decade oil will remain the single most important commercial fuel, with other primary and secondary sources relied upon increasingly; 

(2) Reducing demand for energy and securing access to oil while developing other sources will continue to be the major energy preoccupation of the United States and other governments; 

(3) There will be no significant short-term relief for the United States from its dependence on oil, given the lead times required to develop independence from oil imports, and given the lead times required to develop existing sources and alternative energy sources on a sufficient scale to achieve significant energy conservation and generally alter our pattern of energy end uses; 

(4) Until the United States can clearly demonstrate both the capability and the will to fully develop alternatives to oil as well as its remaining oil reserves and thus reduce the leverage of the exporters, it is probable that oil exporters will continue to employ oil as a means to achieve political as well as economic objectives. 

"Are there any reasons to believe that these realities will be significantly altered during the coming years?" he asked. He said there is always hope, even though the realities he outlined were written some 22 years ago by the Atlantic Council Energy Policy Committee. 

"They had hope, but here we are looking at the same realities of the day, and I suspect that 22 years from now if we all gathered again we would be looking at the same realities," he said. He recalled President Carter's 1977 fireside chat, in which he declared the energy crisis to be the moral equivalent of war and asked Americans to sacrifice and change their way of life. Carter then said that the oil and natural gas that we relied on for 75 per cent of our energy supply was simply running out and that sometime in the 1980s the supply could not go up any more. 

"How wrong we can be about energy supply and demand in this country always bothers me," Mr. Ebel said. "I suspect that some of the findings we are going to make today are going to be just as wrong as [those] 25 years ago." 

He noted that the U.S. and Russia had a meeting last month in Houston to discuss how Russia can expand its oil production and oil exports. The background issue was the continued instability in the Middle East and how to minimize it by diversifying the source. What better way than to turn to Russia, he asked, not to see how much that nation could sell to the U.S., but how much it could put on the international market? Mr. Ebel noted that the U.S. has had continuing problems in developing an energy policy: each Administration makes a new one, which is then put on the shelf to gather dust. Energy security means different things to different people, he continued. If we asked the man on the street if he were worried about energy independence, he would probably say no, but he did care about price and availability and not where the oil came from. Mr. Ebel asked whether the audience cared that last year we imported 780,000 barrels of oil a day from Iraq and that we continue to import Iraqi oil legally. 

"So we import the oil from Iraq, we refine it, we make some jet fuel, we put some of that jet fuel into military aircraft, and we go bomb Iraq," Mr. Ebel said. "We've returned his oil to [Saddam Hussein] in a slightly different fashion. So what should energy security mean?" 

Mr. Ebel quoted the eminent American diplomat George Kennan who said "National security means the continued ability of this country to pursue its internal life without serious interference." 

"So in today's context national security and energy security are so closely intertwined it is inconceivable to consider them as separate issues," Mr. Ebel said. Mr. Placke said that three factoids about Iraq have settled into the American consciousness: 

(1) oil is very important and Iraq is very important in the oil business; (2) Iraq will have a bright future if we get rid of Saddam Hussein, the international oil companies will come in, oil will "gush forth," driving down the price to the consumer, getting rid of OPEC and (3) a war with Iraq is not going to be a burden to the American taxpayer. 

Iraq is important in the oil business, he said, but has been largely isolated from the international market for the past 30 years during which time it nationalized its oil industry and warred with Iran, followed by the Gulf War and ensuing sanctions. Iraq is regarded as a country with enormous oil potential, he added, but its resources have not been adequately explored. It is the sixth largest supplier of crude oil to the American market, although its relative supply to the world market is a fairly modest 3 per cent. Its exports today are around two million barrels a day, much less to the U.S. Therefore if a war shut down its production, other suppliers could offset the loss. 

Should the present regime be removed, however, he said it is doubtful that the Iraqis would willingly turn over their industry to the occupiers. Their competent engineers and technicians could get back into production, but Mr. Placke said there will probably not be a sudden burst of foreign investment. He said revenue from oil production would probably go to reparations and be used for pressing humanitarian purposes. 

"So you have already spent Iraqi oil revenue three times," he remarked. 

Ms. Neff said there are two issues facing Congress: security of the oil industry infrastructure and oil availability. With respect to security, questions include what area is public versus private responsibility, how to fund security measures and how to balance the public's need to know versus security regarding such matters as locating pipelines and what is being stored where. 

Regarding availability, she said focus is generally on the supply side of the issue and that more attention should be paid to the "demand component." She said the U.S. has a schizophrenic personality vis à vis exporting countries. The year 1999 started at the "bottom of the oil market," with low prices. A group of American independents then filed dumping cases against major overseas suppliers. Later, prices started to recover but the case is still active. There was also a bill introduced in the Senate in 2000 to permit suing sovereign nations for cartel practices. 

"So we have all that, yet we continue to increase our imports of oil," she said. 

The current Administration tried to pass a comprehensive energy bill, Ms. Neff noted, but pressure from Gov. Jeb Bush of Florida kept tracts in the Gulf of Mexico from being leased, although most were 200 miles of the coast. This was the first time in over ten years that new acreage was going to be offered for leasing, she said. 

Issues of the supply side involve both resources and the capital to develop them, she explained. There are promising deepwater areas in the Gulf of Mexico. The push to open the Arctic wildlife refuge is coming from the Alaska congressional delegation and the Administration, not the oil industry, she said. There are many other places in the world where costs of development are not as high. 

The question of capital arises with regard to domestic areas that are available for development. There are in excess of 30 million acres leased but undeveloped in the Gulf of Mexico, she said. Deepwater royalty relief provisions passed in 1995 proved to be successful in getting companies to take another look at that area. There is also international competition for capital. She said the problem can only be solved by major changes in the fiscal systems. 

On the demand side, she said it is "mind boggling" that the nation went through what it did on September 11, 2001, yet the sales of SUVs and light trucks have continued to go up. She said it is very hard for elected officials to take action on hard policy issues when the public does not seem to take the problem seriously. Even when we have a run-up in prices, it is not severe enough so that people's behavior is changed. The volatility of oil prices also affects the supply of natural gas, she noted, resulting in another serious problem with wide ramifications. 

Mr. Verrastro said that attempts to formulate a national energy policy is usually in response to a crisis, is therefore not well thought-out, and is subject to politics. 

"A rational, comprehensive approach doesn't work in government," he said. When prices of gasoline went up, there was a public outcry and therefore a move to reduce the federal excise tax, which would have made the shortage worse. There is a disconnect between the real policy answers and what actually works, he noted. 

For the past 20 years, he said, the country has basically relied on Saudi Arabia to act a moderator for oil prices since they had excess capacity. The world can survive without Iraqi oil, he added, but the real problem is the "spillover effect" on other countries. A surprising fact, he noted, is that price volatility has been the rule not the exception over the past 30 years. He said American independents are the producers who are hurt by lower oil prices. 

"We're not doing a whole lot to help ourselves," he stated, citing environmental issues among the other problems involved in trying to develop new domestic sources. In the question session, one audience member asked about the effect of pipeline destruction by terrorists. Panel members said there is a great deal of redundancy in pipeline systems, and noted that lines in Colombia have been bombed repeatedly, but swiftly returned to production. 

Another questioner wondered about a connection between oil production and peace between Israel and the Palestinians. Mr. Placke noted that the Arab oil embargo of 1973 resulted from the conflict in that area, but although it was disruptive it was a failure because it did not influence American policy. He said the Saudis say they have no intention of repeating such an act and have an interest in being a reliable supplier. He noted also that they have an extensive storage facilities in many places. 

Responding to another question, Ms. Neff said that under government energy initiatives there is an effort to encourage alternative energy sources such as biomass through tax relief, but that distribution systems are a problem. Panel members stated that any attempt to develop alternative fuels must involve transportation issues, and that Congress continues to insist on dealing with those separately. 
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