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***UNIQUENESS

CONSUMPTION DOWN

Demand lowering now—prices will fall

AP 6/14 (“OPEC moves to bridge Saudi-Iran rivalry” http://www.businessweek.com/ap/2012-06/D9VCSTB00.htm MGE)

Plentiful supply and weakening demand from the United States, China and the European Union have caused prices to sink more than 20 percent over recent months, with U.S. benchmark crude now about $83 a barrel and Brent, used to price international varieties of crude, below $100 a barrel. "Relative to a year ago, global demand for oil is weaker ... while supply is robust," analyst Stephen Schork said in a research note Wednesday. Iran and its backers have been usually defeated by Saudi Arabia -- OPEC's powerhouse that accounts for nearly a third of the organization's production -- and its Gulf supporters, and Naimi signaled ahead of Thursday's meeting that his country was not prepared to cut back output . "When customers come, what do you do?" he asked reporters. "They say we want oil -- what do you do? "You give it to them. That's the business we are in."
US oil consumption is at a 12 year low

Crooks ’12 – Financial Times Writer (Ed, “ US crude oil imports fall to 12-year low,” March 1st, Financial Times, http://www.ft.com/cms/s/0/4611795a-63bb-11e1-9686-00144feabdc0.html#axzz1yZCgLaGi)

US crude imports have fallen to their lowest level for a decade as a result of weak demand and growth in domestic production, making the economy more resilient to oil price rises. The US imported 8.91m barrels a day of crude oil last year, according to the US Energy Information Administration, the lowest amount since 1999. More Imports as a share of US oil consumption dropped to 44.8 per cent, the lowest proportion since 1995, down from a peak of 60.3 per cent in 2005. Rising fuel prices, driven by tensions with Iran, have become a big political issue in the US and raised concerns that the economic recovery could be derailed.

US oil demand is decreasing 

Yergin ’12 – writer for Foreign Policy Magazine (Daniel,  How Is Energy Remaking the World?, FP, Summer 2012 issue, http://www.foreignpolicy.com/articles/2012/06/18/how_is_energy_remaking_the_world)

Another major story is the changing picture of global demand. Oil consumption may be destined to continue to rise in emerging markets, but not in the traditional major consumers. U.S. oil demand, in fact, is down about 10 percent since 2005. Simply put, the United States and other developed countries have hit "peak demand." An overwhelming share of respondents are convinced this is mainly a lasting structural change -- the product of more efficient automobiles and shifting demographics -- though, as one noted, it is "exacerbated by recession." Over the past few years, governments have heavily promoted renewable energy sources such as solar and wind. The FP Survey respondents believe renewables will grow dramatically as a percentage of U.S. energy consumption -- nearly tripling by 2030. Wind energy alone will grow fivefold, they suggest, while solar energy will grow an astonishing 30-fold. But renewables are still growing from a very small base. Thus, by 2030, the respondents estimate, oil, natural gas, and coal will still account for 69 percent of U.S. energy, compared with 82 percent in 2011. Natural gas will gain markets, while coal will experience the steepest relative drop in market share.
US demand is down now, oil prices are reflecting that

Carey 6/23 (Glen, “Saudi Shares Drop on Oil Price Decline, Fed Economic Forecast” Bloomberg, http://www.businessweek.com/news/2012-06-23/saudi-shares-drop-on-oil-price-decline-fed-economic-forecast MGE)

Saudi Arabia, the biggest Arab economy that depends on oil exports to support government spending, is the largest producer in the Organization of Petroleum Exporting Countries. OPEC’s basket of crudes dropped on June 22 below $90 a barrel for the first time in more than 17 months. Fed officials lowered their forecasts for U.S. economic growth and raised their predictions for unemployment in each of the next three years. Policy makers now see 1.9 percent to 2.4 percent growth in 2012, down from their April forecast of 2.4 percent to 2.9 percent. The Saudi market is “slightly down because of the reduced growth rates in the U.S.,” Turki Fadaak, head of research at Albilad Investment Co. in Riyadh, said today. Sabic declined 0.5 percent to 91.5 riyals, the lowest close since June 18, while Saudi Kayan fell 1 percent to 15.1 riyals. Al-Rajhi dropped 1 percent to 73.5 riyals. 

Prices fell because of reduced US growth rates

Gulf times 6/23 (“Saudi shares drop on oil price decline, Fed growth forecast cut” http://www.gulf-times.com/site/topics/article.asp?cu_no=2&item_no=514161&version=1&template_id=48&parent_id=28 MGE)

 Shares in Saudi Arabia, the only Gulf Arab stock market open on Saturdays, fell the most in more than a week yesterday as oil prices declined and after the US Federal Reserve cut its economic forecast.

Saudi Basic Industries Corp (Sabic), the world’s largest petrochemicals maker, dropped for the first time in four days. Saudi Kayan Petrochemical Co fell the most since June 12. Al-Rajhi Bank, the biggest by market value, lost the most in a week. 

The Tadawul All Share Index retreated 0.9% 6,774.26 in Riyadh at the close.

Stocks “are clearly responding to downward pressure in oil,” Jarmo Kotilaine, chief economist at Jeddah-based National Commercial Bank, said in a phone interview. “The oil price is something that fuels the fiscal engine and the broader economic mood.”

Saudi Arabia, the biggest Arab economy that depends on oil exports to support government spending, is the largest producer in the Organisation of Petroleum Exporting Countries. 

Opec’s basket of crudes dropped on Friday below $90 a barrel for the first time in more than 17 months.


Fed officials lowered their forecasts for US economic growth and raised their predictions for unemployment in each of the next three years. Policy makers now see 1.9% to 2.4% growth in 2012, down from their April forecast of 2.4% to 2.9%.

The Saudi market is “slightly down because of the reduced growth rates in the US,” Turki Fadaak, head of research at Albilad Investment Co in Riyadh, said today.
Decrease in US demand inevitable

Ordonez 11 (Isabel, “Exxon expects that U.S. oil imports have peaked” MarketWatch, http://www.marketwatch.com/story/exxon-expects-that-us-oil-imports-have-peaked-2011-12-08 MGE) 

HOUSTON (MarketWatch) -- Exxon Mobil Corp. XOM 0.00% expects that U.S. oil imports have peaked and will consistently drop in the next three decades thanks to rising domestic supplies and a 20% cut in oil demand, eventually eliminating the country's current reliance on crude from the Organization of the Petroleum Exporting Countries. "We actually believe that oil imports have reached a peak in the United States and there will be a steady decline," Bill Colton, Exxon Mobil's vice president of corporate strategic planning, said during the presentation of the company's annual energy forecast Thursday.  Exxon Mobil projected a decline in U.S. oil imports to seven million barrels of oil per day by 2040, with most of the foreign crude coming from Canada and Mexico. Imports from countries other than Canada and Mexico "will decline to almost zero," Colton said. Currently, more than 40% of U.S. imports come from members of the Organization of Petroleum Exporting Countries, including Saudi Arabia, Venezuela, Nigeria and Angola. Exxon's projections underscore the shifting dynamics of the global energy industry; as China and India consume more Middle Eastern oil, the Western Hemisphere is bound to increasingly rely on newly tapped energy resources. Continued development of unconventional oil resources in the lower 48 states and deepwater oilfields in the Gulf will be key in curbing U.S. oil imports, Colton said. But a significant factor will also be a rapid decline in the nation's oil demand driven by continued gains in energy efficiency and little population expansion in the next three decades. The slowdown in imports already is evident, according to the Energy Information Administration, which said U.S. oil imports have slowed since 2005, when they reached a record of 10.13 million barrels of oil per day. In the first nine months of this year, the U.S. imported 8.93 million barrels of oil a day, 5% less than in the same period in 2010, according to the EIA.
PRICES LOW
OPEC’s prices are lower than they have ever been since 2011

Business Standard 6/23/12 (Business Standard, “ Opec oil basket drops below $90 a barrel, first since 2011” Bloomberg/Dubai Business Standard, http://www.business-standard.com/india/news/opec-oil-basket-drops-below-90barrel-first-since-2011-/478231/)
The Organization of Petroleum Exporting Countries’ (Opec) basket of crudes dropped below $90 a barrel for the first time in more than 17 months. The basket, a weighted average price of the main grades produced by Opec members, was $89.48 a barrel yesterday, data on its website showed on Friday. The crudes had been above $90 since January 4, 2011. Opec’s 12 members agreed to leave the collective output ceiling unchanged at their June 14 meeting as prices dropped below $100 a barrel. The group would need to reduce output by 1.6 million barrels a day to comply with its limit of 30 million barrels a day, Secretary-General Abdalla El-Badri said on June 15. Brent crude, the benchmark for more than half the world’s oil, dropped below $100 on June 1 for the first time since October, as the threat of global contagion from Europe’s debt crisis signalled fuel demand might tumble. Brent traded at about $88.5 on Friday on the ICE Futures Europe exchange in London. Opec will probably cut output if crude remains at $90 a barrel, analysts at Morgan Stanley and Mirae Asset Securities Hong Kong Ltd said this month. Saudi Arabia, the world’s biggest crude exporter, pumped at the highest level in at least three decades this year to bring oil down to $100. 

Prices are at an 8 month low – reduced demand 

Gorondi 6/23/12 – Associated Press (Pablo, “Oil prices approach eight-month low,” The Star Phoenix, http://www.thestarphoenix.com/business/prices+approach+eight+month/6829232/story.html)
Oil prices made small gains above US$78 a barrel Friday but remained near eight month lows after signs of slowing global economic growth triggered a sharp plunge this week. By early afternoon in Europe, benchmark West Texas Intermediate crude for August delivery was up 33 cents at US$78.53 a barrel in electronic trading on the New York Mercantile Exchange. The contract fell $3.25 to settle at US$78.20, the lowest since October, in New York on Thursday. In London, Brent crude for August delivery was up 98 cents at US$90.21 per barrel on the ICE Futures exchange. Crude fell from $84 earlier this week and has plummeted 26 per cent in less than two months as signs mount of a slowdown in the global economy, led by Europe, that would reduce demand for crude. Reports on Thursday showing industrial production slowing in the U.S. and China added to evidence that the world's two largest economies and oil consumers are weakening just as global crude supplies are growing.

PRODUCTION UP
Saudi production high now—they’ll keep producing even when prices fall
Mahdi 6/25 (Wael, “Saudi Arabia Won’t Cut Oil Output This Summer, Paper Says” http://www.bloomberg.com/news/2012-06-25/saudi-arabia-won-t-cut-oil-output-this-summer-paper-says.html MGE)

 Saudi Arabia won’t reduce oil production in the coming three months even if oil prices continue to drop, Asharq al-Awsat newspaper reported, citing unidentified people aware of the country’s output plans.

The desert kingdom’s daily rate of crude production will range from 9.7 million to 10 million barrels in the next three months, the London-based pan-Arab daily said, citing the people. These levels are similar to the country’s pumping rate of the past few months, it said.
Supply already too high, prices will fall

Gulf News 6/24 (“Oil near $91, up from 18-month low; as Gulf storm builds” Reuters, http://gulfnews.com/business/oil-gas/oil-near-91-up-from-18-month-low-as-gulf-storm-builds-1.1039485 MGE)

Reflecting investor caution, volumes were subdued, with Brent trading 4.2 per cent below its 30-day average and US crude down 10.4 per cent also from its 30-day average.

Early on Friday, oil and other commodities and global equities came under pressure after the ratings agency Moody’s downgraded the credit ratings of 15 of the world’s biggest banks to reflect potential losses from volatile capital markets.

On Thursday, oil futures tumbled as data showed US factory output grew at its slowest pace in 11 months in June, business activity across the euro zone shrank for a fifth straight month and Chinese manufacturing contracted for an eighth month.

STRONG SUPPLY

While oil demand prospects are dimming, supply of oil remains ample. The Organisation of the Petroleum Exporting Countries is pumping about 1.6 million barrels per day (bpd) more than the demand for its oil and its own supply target, Opec figures show.

Much of the extra oil has come from top exporter Saudi Arabia, as well as from an export capacity expansion in Iraq and a recovery in Libyan output.

At its meeting last week, Opec agreed to keep its oil output limit at 30 million bpd, with several members urging the Saudis to cut back supplies to reach the target.

“We are heading for a weak third and fourth quarter, so prices could go a lot weaker,” said Leo Drollas, chief economist at the Centre for Global Energy Studies. “The Saudis at the end of the day will have to cut back themselves.”
RUSSIAN ECON LOW
Russia’s economy is sliding – they’re preparing for another recession

White 6/18/12 – Moscow Bureau Chief of The Wall Street Journal(Gregory L., “ Russia Braces for Trouble in Its Export Markets,” WSJ Economy Online, http://online.wsj.com/article/SB10001424052702303379204577474603143970734.html) 
MOSCOW—Prices for oil, its main export, are sliding, and Russia is already gearing up for economic troubles, laying plans for spending cuts and a weaker ruble if the global situation worsens further, according to First Deputy Prime Minister Igor Shuvalov. "The dangers are clear—falling demand for our products and the prices on them—just what we saw in 2008. For the moment, it doesn't look that bad, but we need to be ready for the most dramatic possible shocks," he said in an interview. Russia spent tens of billions defending the ruble in 2008 and its once-hot economy dropped into a steep recession in 2009. Growth this year is expected to be around 4%. 

Russian economy in decline – unemployment and investment prove 

Rose & Ummelas 6/20/12 – contributing writer to Bloomberg and reporter/editor for Bloomberg (Scott & Ott, “ Russian Unemployment Plunges To Lowest In At Least 13 Years” Bloomberg, http://www.bloomberg.com/news/2012-06-20/russian-unemployment-rate-plunges-to-lowest-in-at-least-13-years.html)

Russia’s unemployment rate fell to the lowest level in at least 13 years last month and retail- sales growth unexpectedly accelerated, supporting the central bank’s decision to leave borrowing costs unchanged. The jobless rate dropped 0.4 percentage point to 5.4 percent, a level last seen four years ago and the lowest since at least 1999, the Moscow-based Federal Statistics Service said today in an e-mailed report. That’s less than the 5.7 percent median forecast of 12 economists in a Bloomberg survey. The central bank left its refinancing rate at 8 percent for a sixth month June 15, saying borrowing costs are appropriate “in the coming months” for trends in the economy, which grew 4.9 percent from a year earlier in the first quarter. President Vladimir Putin needs a stronger labor market to sustain consumer spending and balance shrinking sales in Russia’s biggest trading partners, the European Union and China. “The current level of unemployment is already somewhat below the potential level for the economy and there are certain inflationary risks in this regard,” Vladimir Kolychev, head of research at Societe Generale SA’s OAO Rosbank in Moscow, said by phone. “There’s no reason for the central bank to become particularly dovish for now.” 

The 30-stock Micex Index was 1.2 percent lower at 1,372.76 in Moscow, bringing its 2012 decline to 2.1 percent. The ruble, which has lost 1.2 percent against the dollar this year, was down 0.3 percent at 32.53. Retail sales grew 6.8 percent from a year earlier in May, the statistics service said. That’s quicker than April’s 6.4 percent advance, which was the slowest pace in nine months, and more than the 6.1 percent median estimate of 15 economists in a Bloomberg survey. Consumers have been bolstered by slower inflation as prices grew at a record-low rate of 3.6 percent in May. Central bank Chairman Sergey Ignatiev this month reiterated his forecast for inflation to stay below this year’s 6 percent target, even as delayed utility-tariff increases in July spur price growth. Real wages grew 11.1 percent and real disposable incomes rose 3.6 percent in May, compared with 9.6 percent and 2.7 percent median estimates in two Bloomberg polls. Fixed-capital investment advanced 7.7 percent compared with 7.8 percent in April, beating the 6.9 percent median forecast in a separate Bloomberg survey. The government reduced its projection for economic growth this year to 3.4 percent from 3.7 percent, saying investment will be weaker than initially estimated.
RUSSIA COLLAPSE INEVITABLE

Russian oil industry terminally unsustainable—diminishing returns 

Mikhailov 12-  International business journalism community laureate recipient (Alexei “Russian economy on feet of clay”Gazeta 27.03.12 http://en.gazeta.ru/opinions/2012/03/27/a_4107689.shtml  ajones)

At the core industry of Russian economy –in oil and gas – something is rotten. A crisis looms that could harm Russian economy even if oil prices do not fall. The role of Oil and Gas in the Russian economy. The revenues from the oil and gas industry are approximately half of Russia's budget. Oil and gas exports last year were 69% of all Russian exports. Imagine a nightmare scenario for a second: all of these revenues are gone. The budget deficit would total 10% of GNP. We would have to cut budget expenses in half or inflation would grow to 30% - 50% a year. The current trade balance surplus of almost $200 bln would turn into a trade balance deficit of $150 bln. The Ruble exchange value would fall two- or threefold. It would be a catastrophe for Russia. All our relative prosperity is based on oil and gas. But it wasn't always like this. Until 1980's, oil and gas exports didn't play a major part in the Soviet economy. Only after the oil price rise in the mid 70's did the USSR start to explore Western Siberia and build pipelines to the West. To preset day, the Russian economy lives off a Soviet investment project, accomplished almost half a century ago. All good things end one day. The oil from old wells becomes ever more expensive to extract, and the reservoirs are dwindling. The companies are not exploring new oilfields. Tax reform of the beginning of the 00's and the oil extraction stagnation The tax for resource extraction, introduced in 2002, came right on time – prices were rising and preparing to jump. The budget has skimmed the cream from world oil price growth, and the oilmen could only lick their lips, The ideology of a resource tax and the new export tariff was that the size of the tax depended on world oil price growth and the volume of extraction and export. it did not depend on the operation profits for oil companies. The budget received revenues that it didn't know what to do with. The government decided to just burn it in budget funds. While burning off the super-profits, the state resumed some harsh social reforms (like the monetization of benefits), and state tariffs for communal services and transport continued to go up. The Russian populace received only mere drops from the "oil downpour". And the state learned to regulate the oilmen. However high were the oil prices, the industry received only 8% - 11% profitability, no more. Moreover, the "investment allowance" on profit tax was cancelled, a rather harsh procedure on exploration expenses accounting was instituted (amortization and semi-amortization, not included in the prime cost). Let's try to remember the difference between the extraction industry and the processing industry. In resources extraction the ivestments in many cases substitute the operating costs to support the extraction, this is not an investment per se. Despite that, it was taxed to full extent. What do you expect from oil extraction industry after such a reform? Yes, you are right. The extraction fell in the beginning of 90-ies, after USSR collapse from 516 mln tons in 1990 to 307 mln tons in 1995. Then it grew from 324 mln tons in 2000 to 459 mln tons in 2004 – oil price was growing. And then, since 2005 and after the tax reform, it started to grow very slowly. During the feast for the oil tycoons, Russia had increased the extraction only a little, giving all the cream to their competitors. In 2008, when oil prices peaked, extraction even fell a bit. During the last 7 years, oil extraction has increased only 11%. Simply put, this is industry stagnation. It's evident this taxation system was built to maximize budget revenues and to "sanitize" the global price dynamics for the Russian oil industry. Oil and gas – a very different approach When the tax reform was instituted in the beginning of the 00's, oil was privately owned (Rosneft had not yet devoured Yukos and was a very average company in the industry), and gas belonged to the state. Gazprom was always considered by the government a spare 'wallet' for any tasks that are shy of more or less transparent budgets. We are not talking about whether Gazprom was a corruption watering hole for state officials. But it always has been the wallet for the stately desires if top officials, since Yeltsin. If they need to build a church, or sponsor a football team, or even launch the winter Olympics in a subtropical zone or a huge project putting metal into earth (pipeline building) – Gazprom always helped the government. Since the beginning of the tax reforms, the state has built a difference in taxation between oil and gas industries. Oilmen were squeezed clean and gasmen received a huge money resource. Profitability in the oil industry is holding at 10% (state companies have a little more because of some budget preferences). And Gazprom profitability has been holding at 30% for a long time. Feel the difference. If Gazprom was taxed like oil companies are, the federal budget would have received an additional 500 bln rubles in 2010 and 750 bln rubles in 2011. That equals to one more top-5 Russian oil company with all taxes forgiven. At the same time, Gazprom hits the taxpayers twice: by not paying taxes and increasing their tariffs. Every year, the company, with state permission, increases tariffs 15% (like this year) or more (as in previous years). This is much more than official inflation, usually twice as much. They are taking this money out of our pockets, gas is half of our electric energy, all electricity tariffs, communal services, transportation. They increase their grab from gas tariffs automatically, all to provide for Gazprom superprofits. In 2012, a twofold increase is planned to the resource tax for Gazprom. It will decrease its profitability only a little. But here we have a new promise from the prime minister and the president-elect Vladimir Putin (March 23) "If you feel some pressure in your company or industry in general, let's return to this conversation, discuss where and when can we support you, but we won't increase the tariff (higher than the planned 15% - A.M.)" The state needs to increase budget revenues a bit but it doesn't equate the task to oil and gas taxation. Why should it? It's so convenient to have a 'spare' trillion rubles of Gazprom profits, that can be used to finance state investment projects. And these projects are definitely not new fields. It's unnecessary for company 'political projects' – super-expensive new pipelines Gazprom doesn't especially need, Olympics, etc. The oilmen don't have money for development, Gazprom has lots of money that is not used for industry advancement. The outlook All the oil companies are talking about the extraction growth rate, putting it at 1.5 – 2 times in the next several years (usually 10 years or more – that way either the donkey dies, or the Emir). And all of them prefer not to point out that each ton of oil costs more for the company, both operating costs and investments. Russian oil companies have to sharply increase investments just to keep their current level of extraction. LUKoil in 2011 suffered a 5% extraction loss while increasing investments 25%. And it's a small jump when compared to other oil companies. TNK-BP, Gazpromneft and others also showed a sharp rise in investments. Rosneft increased extraction by approximately 2% and increased investments almost 50%. While talking about future oil extraction growth, the oilmen show basically negative results: tiny extraction growth with ever rising operating costs, investments and debts. With new evidence of dwindling resources and stagnation in new oil field exploration. For now, this negative information is drowned in reports of growing oil prices. But it's necessary to understand that the comfort zone in oil prices for Russian oilmen is shrinking on both sides. -- The prime cost for Arabian oilmen is two – three times lower than in Russia. For them, $40 for the barrel of oil is still superprofitable. For our oilmen, $60 is zero margin (and zero oil revenues for the state budget). The expenses grow and press profitability of the Russian oil industry from below. -- When the price is high, alternative energy projects become effective: shale gas and renewable energy sources such as wind, sun, geothermal energy, etc. Even with current oil and gas prices, they are pressing the prices from above. The most profitable industries in the Russian economy are getting sick, they are unable to increase their extraction. If the prices grow, they will start to lose to alternative energy sources and lose their share on the market. If the prices fall, the country will be kicked twice: from the fall in budget revenues and extraction stagnation. The vulnerability of Russian economy increases. The government is not going to change current system of taxation of oil and gas industries. I'm not going to say that the oilmen need as much money as Gazprom. But we need to renew their interest in world prices, encourage them to invest in new oil fields. Otherwise, the oil industry stagnation will turn into a recession. We have already received our close calls. Meanwhile, the installation of equal taxation of oil and gas industries and liquidation of "special tax regime" for Gazprom will only benefit Russia.

***LINKS

U.S. NOT KEY
Prices will rise in the long term even with falling US demand

Desjardins 11 (Lisa, “American Sauce: US Oil Dependence 101” 2/28/11, CNN, http://politicalticker.blogs.cnn.com/2011/02/28/american-sauce-us-oil-dependence-101/ MGE)

Is the U.S. on track to become more or less dependent on imported oil? - For the next few decades, the answer is actually less. The Energy Information Administration (part of the US Dept. of Energy) believes the U.S. will need to import 45% of its petroleum in 2035. - That decrease is attributed mostly to an expected rise in biofuels, like ethanol. But, - Many experts point out that by 2035 oil prices could be significantly higher. - This, as the world depletes the most easy-to-reach oil reserves and may need to use much more energy (and more funds) to reach remaining sources. – And as supply may become harder to manage, world oil demand is expected to keep rising. Countries which now export oil may begin to export less and keep more supply for their own use.
TRANSPORTATION NOT KEY

Other factors are key to oil prices—Iran and US Fed

Chirichella 6/25 (Dominick, “Oil back on defensive” International Business Times, http://www.ibtimes.com/articles/356073/20120625/oil-back-defensive.htm MGE)

Technically the spot WTI contract is struggling to get back above the $80/bbl level and is now in the third trading session in a row with the majority of trading taking place below $80/bbl. The next major level of technical support is around $75/bbl hit back in early October of 2011. Barring any major bullish turn of events the probability of testing that level is increasing. Brent has now been trading below its last support level of around $95/bbl for the last four trading sessions in a row. The next major support level for the spot Bent contract is in the $82 to $83/bbl area. Much like WTI barring any bullish news the likelihood of lower prices for both of these commodities from a technical perspective is increasing. The big wild cards at the moment that could have an impact on the direction of oil prices that we all need to watch very closely is OPEC/Saudi Arabian production levels and action by the US Fed and other major central banks in cranking up the money printing presses. I am not certain that Saudi Arabia and some of its close allies within OPEC are going to be ready to cut production in the very short term. I still believe that one of the main reasons why the Saudi's are producing at the current high levels is to help the west to put pressure on Iran along with the sanctions placed by the west. With negotiations still continuing (technical meeting next week in Turkey) and the EU Iranian crude oil purchase embargo set to officially start on July 1 I view the lower price for oil as another contributor to keeping Iran at the negotiating table. I expect high OPEC/Saudi Arabian crude oil production levels to continue well into July...even if prices fall further from current levels. The second variable out there is will the US Fed and/or other major central banks ramp up the printing presses and flood the world with a major quantitative easing program(s)? Certainly that would contribute to turning the current risk asset downtrend around...at least for a period of time. However, I do not see the US doing anything until the August Fed meeting in Jackson Hole at the earliest and that is only if the employment situation deteriorates further from current levels. The UK has continued to ease as has Japan and China. The place to watch is will China get even more aggressive and lower short term interest rates even further and/or actually announce a large stimulus program if in fact their economy is slowing even faster as alluded to in the NYT article. OPEC and quantitative easing remain on the radar as potential trend changers.
SAUDIS WON’T FLOOD

Saudis won’t flood the market—they’ll just invest in renewables

AL-SALEH et al 2008 (Yasser Al-Saleh, Paul Upham and Khaleel Malik, all from the Manchester Institute for Innovation Research, Renewable Energy Scenarios for the Kingdom of Saudi Arabia, Oct http://www.tyndall.ac.uk/sites/default/files/wp125.pdf)
These scenarios envision a future in which global environmental concerns become significantly stronger and environmental actions become more coordinated. Greenhouse gas emissions are vigorously scrutinised with performance targets being completely agreed on and respected around the world. Carbon Capture and Storage (CCS) has become a widely-adopted technology, and technological advancements in fuel cells and hydrogen storage are attributed to a strong market growth for hydrogen fuels in transport applications. As a result of environmental movements towards carbon-neutral and carbon-free technologies, the rate of climate change is slowed (yet not reversed). Given the availability of oil resources in Saudi Arabia, a ‘market flooding’ strategy that might drive oil prices down makes a lot of sense in a world where environmentally-friendly options are strongly favoured. Nevertheless, adopting such a hostile strategy, which Saudi Arabia has constantly avoided, would mean that maintaining good relations with other oil-producers could become an increasingly difficult challenge. For a country like Saudi Arabia that is blessed with very high levels of direct solar radiation, but is increasingly faced with an increased demand for electricity and water as well as a low revenue stream (owing to low oil prices), solar thermal seems to be an attractive choice worth considering.
Saudi Arabia won’t flood the market
DOW JONES 2008 (“Saudi Fears of High Oil Prices Fade With Demand,” May 5, http://snuffysmithsblog.blogspot.com/2008_04_06_archive.html)
Saudi Arabia is the world's only true custodian of spare capacity. The kingdom is currently pumping a little over 9 million barrels a day, according to Dow Jones Newswires estimates.

No More 'Good Sweatings'?

If the fear of high prices is one of the defining axioms of the oil market psyche of the recent past, then the  nature of Saudi influence is also being redefined. While spare capacity still gives Saudi Arabia unique power to sway the market, the structural shift in global energy demand limits its ability to conceivably push oil prices down to historic lows. This shift towards a higher price floor creates openings for competing energy sources.

Saudi Arabia's role in the global oil market has sometimes been likened to the Federal Reserve, calibrating its output depending on market signals. Critical to this unique standing has been Saudi maintenance of a cushion of "spare capacity," now estimated at about two million barrels a day. For much of the recent period, the kingdom has refrained from tapping into all or most of its spare capacity.
SAUDIS CAN’T FLOOD

Saudi Arabia can’t flood the oil market

PIERCE 2012 (Jonathan, Ph.D. candidate at the School of Public Affairs, University of Colorado Denver, “Oil and the House of Saud: Analysis of Saudi Arabian Oil Policy,” Digest of Middle East Studies, Spring, Wiley Online)
Saudi oil policy is about to irreversibly change. This is due to a combination of once long-term consequences coming to fruition. Saudi Arabia may be reaching its peak production of oil in its main fields. This development will determine the future of oil policy as expected reserves influence future prices. As oil becomes scarcer and more costly to produce, the price will rise and the Saudis, instead of working to maintain a “moderate” price, will work toward a higher price range, much as current oil exporters who are producing at capacity and/or past peak production.
This is just one possible outcome as the future of Saudi oil reserves and oil policy is largely unknown. “In the past, the world has counted on Saudi Arabia,” one senior Saudi official executive said. “Now I don't see how long it can be maintained” (Gerth, 2005). Rather than running out of oil, industry officials are reporting that it is becoming increasingly difficult to extract. Edward Price, Jr., a former Saudi ARAMCO top official and Chevron executive as well as U.S. government adviser, stated that the Saudis could produce an estimated 12 million b/d for “a few years.” However, “the world should not expect more from the Saudis” (Gerth, 2005). The U.S. government is expecting greater oil production from the Saudis in the future, but it is unsure how long and at what rate production will continue.
In a public statement that sheds some light on internal estimates of production, Sadad al-Husseini, Saudi ARAMCO's second-ranking executive and leading geologist, warned at an oil conference in Jakarta in 2002 that global “natural declines in existing capacity are real and must be replaced” (Gerth, 2005). Statements such as these raise more doubts than assurances about the future of Saudi oil. Mr. Price, the former vice president for exploration and production at Saudi ARAMCO, stated that North Ghawar, the most valuable section of the largest oil field in the world, was pressed too hard in the past. “Instead of spreading the production to other fields or areas,” the Saudis concentrated on North Ghawar. This practice “accelerated the depletion rate and the time to uncontrolled decline” or the point of steep production drop he stated (Gerth, 2005). The future of Saudi oil production is in doubt.

Saudi Arabia lacks both incentive and ability to flood the oil market

LEVI AND McNALLY 2011 (ROBERT McNALLY, President of the Rapidan Group, served as Special Assistant to the President at the U.S. National Economic Council and Senior Director for International Energy at the U.S. National Security Council under President George W. Bush. MICHAEL LEVI is David M. Rubenstein Senior Fellow for Energy and the Environment at the Council on Foreign Relations, "A crude predicament: the era of volatile oil prices." Foreign Affairs 90.4 (2011): 100. Academic OneFile)
A repeat of the boom-bust pattern is now more likely than not. The International Energy Agency, the U.S. Department of Energy, and many experts estimate that Saudi Arabia and its OPEC partners are not investing enough in production capacity today to meet both increasing demand and the five percent threshold for reserves. This is largely because Saudi Arabia, historically the main holder of OPEC's spare capacity, is both less able and less willing to play the part. Saudi officials say they plan to keep as spare capacity only 1.5-2.0 million barrels of oil a day, or less than two percent of global demand.

As they regularly note, holding extra capacity is expensive. For example, the Manifa oil field, Saudi Arabia's next big project to shore up production capacity and prevent its spare capacity from dropping even further, will cost about $16 billion just to build and will add only 0.9 million barrels per day of capacity. Despite such efforts to expand production, Saudi Arabia remains worried about oversupplying the market and thus depressing prices, and so it is likely to aim low in its planning for spare capacity. It worries that if demand grows more slowly than anticipated--demand growth in Asia is much tougher to predict than it used to be--or other countries' supplies turn out to be larger than expected, it will be saddled with low prices or massive amounts of unused investment.

Just as Saudi Arabia's ability to hold spare capacity is declining, its incentives to do so are waning, too. With U.S.-Saudi ties having frayed over the last decade, Riyadh's motivation to continue contributing to its security partnership with the United States by maintaining spare crude capacity has diminished. In the past, Saudi Arabia held spare capacity partly as a way of disciplining OPEC: spare capacity allowed it to threaten to punish cartel members by flooding the market if they cheated on their quotas. It also allowed Saudi Arabia to align itself with the United States by countering calls for higher oil prices by price hawks such as Iran and Venezuela. But today, Riyadh is less certain about the strength of its alliance with Washington and may thus be less willing to incur the costs and risks involved in contributing to the U.S.-Saudi partnership in these ways.

To be sure, Saudi Arabia and OPEC will maintain some influence over oil prices in the future. They can prop them up in the short term by capping production and in the long term by limiting investment in new supplies. But they will not be able to consistently put a lid on prices. U.S. officials have forecast low spare capacity through 2012 (their projections do not extend any further), and the International Energy Agency anticipates that between 2013 and 2016, OPEC's spare capacity will be below the five percent threshold. Some developments could ease the pressure on supplies: a slowdown of economic growth in Asia; improved security in Iraq, leading to increased production there; political change in Iran or Venezuela that allowed international capital and technology to flow into those countries' oil sectors. Yet any of these changes would take many years to translate into large increases in supplies. The development of alternative technologies for transportation, the faster adoption of fuel-efficient vehicles, and the greater use of natural gas in the transportation sector could also change the picture. But such transitions would also take many years, if not decades.
SPECULATORS KEY

Speculators determine the price of oil—increased Saudi production doesn’t matter

CHARLESTON GAZETTE 2011 (“Cables show Saudi Arabia often warned U.S. about oil speculators,” May 26, Lexis)

When oil prices hit a record $147 a barrel in July 2008, the Bush administration leaned on Saudi Arabia to pump more crude in hopes that a flood of new crude would drive the price down. The Saudis complied, but not before warning that oil already was plentiful and that Wall Street speculation, not a shortage of oil, was driving up prices.

Saudi Oil Minister Ali al-Naimi even told U.S. Ambassador Ford Fraker that the kingdom would have difficulty finding customers for the additional crude, according to an account laid out in a confidential State Department cable dated Sept. 28, 2008.

"Saudi Arabia can't just put crude out on the market," the cable quotes al-Naimi as saying. Instead, al-Naimi suggested, "speculators bore significant responsibility for the sharp increase in oil prices in the last few years," according to the cable.

What role Wall Street investors play in the high cost of oil is a hotly debated topic in Washington. Despite weak demand, the price of a barrel of crude oil surged more than 25 percent in the past year, reaching a peak of $113 May 2 before falling back to a range of $95 to $100 a barrel.

The Obama administration, the Bush administration before it and Congress have been slow to take steps to rein in speculators. On Tuesday, the Commodity Futures Trading Commission, a U.S. regulatory agency, charged a group of financial firms with manipulating the price of oil in 2008. But the commission hasn't enacted a proposal to limit the percentage of oil contracts a financial company can hold, while Congress remains focused primarily on big oil companies, threatening in hearings last week to eliminate their tax breaks because of the $38 billion in first-quarter profits the top six U.S. companies earned.

The Saudis, however, have struck a steady theme for years that something should be done to curb the influence of banks and hedge funds that are speculating on the price of oil, according to diplomatic cables made available to McClatchy Newspapers by the WikiLeaks website.

The cables show that the subject of speculation has been raised in working group meetings between U.S. and Saudi officials, in one-on-one meetings with American diplomats and at least once with former President George W. Bush himself.

One cable recounts how Dr. Majid al-Moneef, Saudi Arabia's OPEC governor, explained what he thought was the full impact of speculation to U.S. Rep. Alan Grayson, D-Fla., who in July 2009 was in Saudi Arabia for the first time.

According to the cable, al-Moneef said Saudi Arabia suspected that "speculation represented approximately $40 of the overall oil price when it was at its height."

Asked how to curb such speculation, al-Moneef suggested "improving transparency" - a reference to the fact that most oil trading is conducted outside regulated markets - and better communication among the world's commodity markets so that oil speculators can't hide the full extent of their trading positions.

Al-Moneef also suggested that the U.S. consider "position limits" - restrictions on how much of the oil market a company can control - something the CFTC is considering. But the proposal to prevent any single trader from accumulating more than 10 percent of the oil contracts being traded hasn't received final approval, and the CFTC also has yet to define what it considers excessive speculation.

Another confidential document from the embassy in Riyadh, dated Feb. 14, 2007, indicates that Saudi officials had concluded years ago that speculation played at least as big a role in setting oil prices as traditional issues of supply and demand did.

Recounting the presentation by Yasser Mufti, a planner for Aramco, at a conference of U.S. and Saudi officials, the cable said: "The Saudi analysis indicated a link between higher oil prices and the influx of investor funds into the oil markets."

Indeed, the cable noted, "As the oil futures markets play an increasingly large role in setting world oil prices, (Mufti) remarked his team was now obtaining better insights into prospective oil prices from banks than from those working in the real oil sector, such as refiners."

A McClatchy investigation earlier this month showed the extent to which financial institutions now influence the price of oil. Until recently, end users of oil - such as airlines, refineries and other consumers of fuel - accounted for about 70 percent of oil trading as they tried to hedge against price fluctuations.

Today, however, speculators who will never take possession of a barrel of oil account for that 70 percent of oil futures trading, and the volume of speculative trading has grown fivefold.

That's why the Air Transport Association, in a filing March 28 to the CFTC, called for aggressive curbs on speculators. The association complained of rapidly climbing jet fuel prices, which have outpaced the rapid climb in crude prices and have reached their highest point since September 2008, right before the near-collapse of the U.S. economy.

"At the same time, according to data recently released by the commission, speculators have increased their positions in energy markets by 64 percent compared to June 2008, bringing speculation to the highest level on record," wrote David Berg, the airline group's chief lawyer. 

A2: OTHER COUNTRIES WILL FLOOD

Other countries can’t flood the market

LEVI AND McNALLY 2011 (ROBERT McNALLY, President of the Rapidan Group, served as Special Assistant to the President at the U.S. National Economic Council and Senior Director for International Energy at the U.S. National Security Council under President George W. Bush. MICHAEL LEVI is David M. Rubenstein Senior Fellow for Energy and the Environment at the Council on Foreign Relations, "A crude predicament: the era of volatile oil prices." Foreign Affairs 90.4 (2011): 100. Academic OneFile)
There are no other producers capable of stepping into Saudi Arabia's shoes. Only Russia and the United States produce volumes comparable to Saudi Arabia's. (According to the International Energy Agency, in 2010, Russia produced about 10.4 million barrels per day; Saudi Arabia, about 8.1 million barrels per day; and the United States, 7.8 million barrels per day. Iran, the world's fourth-largest producer, accounted for only 3.7 million barrels per day.) But Russian oil, which is more expensive than Saudi low-cost oil, is ill suited to serve as spare capacity, and Russia has also shown little interest in cooperating with other producers to help stabilize prices. Nor is there any prospect that the United States will step back into the swing-producer role it played half a century ago, when it held huge low-cost reserves and was not massively dependent on imported oil.

***IMPACT

DOESN’T TURN THE CASE
Low oil prices don’t turn the case

PARRA 2004 (Francisco, former Secretary General of OPEC, Oil Politics: A Modern History of Petroleum, p. 317-318)
But to return to the structure of demand: if, as remarked above, inertia of all sorts is built into a modern industrial society's energy consumption to slow down its short-term response to sharp increases in the price of oil, the same is true, perhaps a fortiori, when prices drop sharply and stay down, slowly eroding further with inflation, fuel-efficiency and conservation regulations, drawn up and passed into legislation with some sense of urgency, are not rescinded; nuclear power plants that would never have been built at the now lower prices prevailing, are nor shut down and scrapped; and car manufacturers do not (are not allowed to) revert to making gas-guzzling engines, despite some loop-holes such as the sports utility vehicles (SUV). Mostly, the changes arc irreversible; and so, the lower prices do not bring a resurgence in demand sparked by a return to the regulatory and technical past. Consumption increases more normally, in line with the growth in the economy and its reaction to lower oil prices. However, it may be remarked that in some countries, notably much of Western Europe, the price reductions were not reaching the consumer at all. Instead, governments were offsetting the decreases by increasing indirect taxes. This was notably the case of excise taxes on motor gasoline which, in some countries, actually rose by more than the drop in crude prices.

DUTCH DISEASE TURN

High Russian oil profits cause Dutch disease—they’re especially vulnerable
Wharton 07  (“Russia: 'Floating on an Enormous Pool of Petrodollars'” Knowledge@Wharton – Upenn April 24, 2007  http://knowledge.wharton.upenn.edu/article.cfm?articleid=1717&specialid=66 ajones)

The "Dutch Disease" Just as troubling for Russia's future is the so-called resource curse, which can be split into separate, but related, challenges. One of them is purely economic, and the other, political. On the economic side, gushing oil revenues can atrophy an economy, making it less competitive overall, says Yadviga Semikolenova, an economist at the Colorado School of Mines. "When you start exporting huge amounts of oil, your currency appreciates, and that hurts your exports from non-oil sectors. And labor moves to the oil sector, which hurts the non-oil sectors even more. So the booming sector gets too much investment and the other sectors don't get enough." Economists call this phenomenon the "Dutch disease," after Holland, where it was originally observed. There, manufacturing withered after discoveries of gas in the North Sea. Prudent fiscal policy can manage the risk, and so far, the Putin government has shown an ability to do so. It has parked a big chunk of the government's oil revenues in a special stabilization fund, and it has paid down its debts. "Paying off foreign debt is one of the few things you can do with petrorubles that doesn't cause inflation," points out Georgetown's Balzer. "But it's also a way of walling yourself off from the international economy. I think part of why Putin is doing it is [because he doesn't want to] have to explain himself to foreign bankers." Balzer also wonders whether the government will relax its fiscal responsibility as next year's presidential election approaches. "It has socked away $80 billion in the stabilization fund, but as a proportion of GDP, it's a tenth of Norway's. Keeping the politicians' hands off of the money will be one of the hardest things [the government does]." Indeed, the political temptations of easy oil money represent the other half of the resource curse. Simply put, in places like Russia that lack strong regulators and courts, people in power will try to grab as much of the oil wealth as they can for themselves, rather than investing for the country's future. "Russia would have a corruption problem even if it didn't have wealth in oil and natural resources," says Bill Tompson, an economist and Russia expert at the OECD. "But the oil aggravates it." Oil riches, which are finite, give people the incentive to try to finagle money for themselves, and Russia's lack of political and corporate transparency gives them the cover to do so. "You're talking about an environment where a lot of decision-making is opaque, and systems that run on informal rules will always favor insiders." The 1990s in Russia "were wild, crazy and disorderly," Tompson adds. "There was a breakdown of any official ethics, of the norms and understandings of what you could and couldn't do. And you don't have a free press -- or at least it doesn't get far when it tries to pursue these matters."
Russia is extremely vulnerable to Dutch disease—kills the economy
Buckley 12 (Neil, “Economy: Oil Dependence Remains a Fundamental Difference,” 6/20, Financial Times, http://www.ft.com/intl/cms/s/0/438712b2-b497-11e1-bb2e-00144feabdc0.html#axzz1ypkFB0pH)//mat
Moscow’s dollar-denominated stock market index is down more than 20 per cent since this year’s mid-March peak, while the rouble has fallen 13 per cent against the dollar. Is Russia’s economy again headed for a fall? Investors might be forgiven for fearing it is 2008 all over again. That year, the stock market began a seven-month, 80 per cent decline from peak to trough, as oil and commodity prices slumped, followed by the collapse of Lehman Brothers in September. Russia’s economy went on to shrink by 7.8 per cent in 2009, the deepest recession of any G20 country. The recent market slides reflect a 20 per cent decline in Brent crude prices since March, which reached $100 a barrel by early June, and intensifying concerns that Greece could crash out of the eurozone, dealing a Lehman-style shock to the global economy. But many analysts say the recent falls are an overreaction typical of Russian markets. The country is in many ways less vulnerable to external shocks than it was four years ago, even though it has become ever more dependent on oil prices. Charles Robertson, global chief economist at Renaissance Capital, the Moscow-based investment bank, says: “In 2008, markets priced Russia as if it was going to offer a repeat of 1998,” referring to the 1990s default on domestic debt. “Now, the markets are pricing Russia like it’s going to be 2008 again.” The foreign debt of banks and companies is much lower than it was four years ago, making the economy less susceptible to a sudden halt to financing and the macroeconomic position also looks robust. Russia has foreign exchange reserves of $500bn, a current account surplus last year of more than 5 per cent of gross domestic product, and public debt below 10 per cent of GDP. Growth was a respectable 4.3 per cent in both 2010 and 2011, and the International Monetary Fund is forecasting 4 per cent growth this year and next. Russia can, of course, never be immune. Sberbank, the country’s biggest bank, warned last month that, if Greece withdrew from the euro in the final quarter of 2012 in an “unregulated” way, Russia’s GDP would contract 2.1 per cent next year. Renaissance Capital says an “orderly” Greek exit would prompt a modest slowdown in Russia’s growth to 2 per cent this year and 2.9 per cent next; a disorderly exit would cause a mild 2013 recession of 0.2 per cent. If Spain also left the euro, Renaissance forecast that Russian output would decline 2.7 per cent this year and 5 per cent in 2013. What is notable about all those forecasts is that they are less severe than Russia’s 2009 recession. But some analysts are more cautious. Russia’s Higher School of Economics warns that if a global slowdown reduced oil prices even to $80 a barrel, the government would quickly burn through its $60bn rainy-day reserve fund to meet its budget obligations. Oil dependency is seen as Russia’s biggest weakness. This year’s budget needs an oil price of more than $120 a barrel to balance, lifting the non-oil deficit, the shortfall excluding oil and gas revenues, to 12.5 per cent of GDP. It was below 5 per cent before 2008. Returning president Vladimir Putin, made some costly election promises which totalled about Rbs10tn ($309bn) by 2018, even excluding ambitious military spending increases, notes Sergei Aleksashenko, a former deputy central bank governor, now director of macroeconomic studies at the Higher School. Oil prices would need to grow by $10 to $15 a year, he adds, otherwise the “budget will not be affordable”, forcing Russia to increase borrowing or reduce spending. Economists have also warned that, with budgetary spending becoming a bigger contributor to growth, and that, in its turn, increasingly funded by oil and gas revenues, Russia is drawing too heavily on its energy wealth. That drives up prices and costs, crowds out private sector investment and makes manufacturing uncompetitive, all classic symptoms of the so-called Dutch disease. This hinders what should be its main policy aim: diversifying the economy away from reliance on extractive industries.
Economic studies prove Dutch Disease

Bernardina Algieri 11  (“The Dutch Disease: evidences from Russia”

8 March 2011 Economic Change and Restructuring, 2011, Volume 44, Number 3, Pages 243-277 )

6 ConclusionsThis paper has examined Russia’s vulnerability to the Dutch Disease, and has provided empirical evidence for its typical symptoms, specifically: a real exchange rate appreciation; a GDP growth fuelled by oil price increases; a reduction in the ratio of manufacturing to service output (relative de-industrialisation), a crowdingout effect of manufacturing exports and a sharp rise in real wages. The first three symptoms have been estimated simultaneously in a VECM framework. The analysis has shown the existence of three cointegrating vectors, hence confirming the presence of these first three warning signs. Specifically, the first cointegrating vector shows that oil prices (which mirror the Dutch Disease), productivity changes (which reflect the Balassa-Samuelson effect), government deficit and international reserves are highly significant determinants of real effective exchange rate movements. In particular, a 10% rise in the international oil price brings about a real effective exchange rate appreciation of about 4%; an upturn in Russian productivity leads to a real appreciation of about 10%; an increase in budget deficit produces a real appreciation of about 2% and an expansion in foreign reserves causes a real depreciation of about 5%. All variables show the expected signs. The second cointegrating vector suggests that, an increase in international oil prices of 10% implies a GDP growth of about 2%, when the real appreciation effect is included. Oil therefore contributes to creating a growth momentum that might vanish in the future. The third cointegrating vector indicates that the ratio between the Russian manufacturing production and service production is influenced by productivity and oil. Specifically, there is a drop of 3.1% in the output ratio of the non-booming sector when oil prices increase by 10%. This testifies that oil contributes to relative de-industrialisation–as predicted by the Dutch Disease hypothesis– although to a lesser extent with respect to the tertiarisation process. The evaluation of symptom 3 has been also examined from a statistical perspective. The analysis of symptom 4, carried out through an index analysis, suggests that some manufactures have despecialised throughout the 90s, while other sectors (mostly linked to the resource areas) have strengthened their competitive position. The examination of symptom 5 highlights that Russia has recorded relevant real wage growth. Subject to the cautions concerning the reliability of Russian figures, the recurrent adjustments that occurred throughout the transition phase and some hidden factors behind the last two symptoms, this empirical analysis suggests that Russia is showing the signs of Dutch Disease. Even though the economy has picked up, easy money from oil and other natural resources is keeping the exchange rate and wages high. This process is beginning to delineate a pattern of relative de-industrialisation and to strangle some sectors of the economy, for instance: the automobile and service vehicle sectors; the aircraft and spacecraft sectors; and the photo apparatus and optical goods sectors. The Dutch Disease could become a serious problem for Russia if oil wells go dry, international oil prices fall abruptly for a prolonged time or other alternative energy sources are discovered. From a political point of view, it is known from the literature that natural resource rents create a stagnant response to reforms, thereby increasing the risk of policy corruption.10 Therefore it is crucial that policy makers design appropriate macroeconomic policies to successfully deal with such issues. More specifically, there are two routes to forestalling the full disease: slow the appreciation of the real exchange rate and diversify the economy. Particularly, the econometric results of this study suggest that restrictive fiscal policy or specific monetary manoeuvres (e.g. the Central Bank could buy foreign exchange) would slow the real appreciation. In this way, tradable sectors that are hampered by higher prices could become more competitive. To hold back the real exchange rate, Russia created a Stabilization Fund. For a fruitful sterilisation it is important that the revenues channelled in the Fund would be used to diversify the economy and stimulate productivity improvements in those non-booming sectors that show some sign of vivacity (in particular in the knowledge-based and high tech sectors11). Generally speaking, this would help to broaden the production structure and the tax collection base of the Russian economy, and make it less vulnerable to exogenous shocks, such as significant and non-temporary declines in international oil prices.
REFORM TURN

Drop in oil prices solves Russian economy—key to reform

NEWSWEEK 10-6-2008 (“Russia Hit The Rocks Hardest; The market crash is due in part to Georgia, even if Putin doesn't think so,” Oct 6, Lexis)
In truth, the Kremlin does know exactly what needs to be done--but there seems an ever-dwindling chance of it actually doing it. When he took power in May, Medvedev talked of taking on Russia's culture of "legal nihilism," warned bribe-seeking bureaucrats to stop "terrifying" businesses and swore to tackle corruption--which seems to be the only growth industry left in Russia. "The shadow economy is at least twice as big as the real economy of Russia; we reported the figures to President Medvedev," says Kiril Kabanov of the Independent National Anti-Corruption Committee, an NGO.

It's gotten so bad, some free-market advocates in Russia hope for a free fall in the price of oil to shake the Kremlin's growing grip on the economy. But the more likely scenario is that oil prices will hover high enough to keep the status quo, even as the credit crunch pops bubbles in the property and retail markets. As the Kremlin is discovering, there's more to national greatness than just tanks--markets matter, too, and they are becoming Russia's Achilles' heel.

DIVERSIFICATION TURN

High oil profits allow Russia to avoid diversification—this will crush the economy

Tempera 11 (Michele, “Is Russia Diversifying Its Economy or Once More Strengthening Its Already Strong Sectors?” PECOB, March)//mat

From the Soviet period the Russian Federation inherited a rigid industrial structure on which it has built its present-day productive system with substantial continuity. The strict configuration of the Soviet planned economy has left Russia with few big industrial complexes which were for the most part less efficient and productive than the western European ones. The main and driving economic sectors were at the time, and remain today: energy, weapons manufacturing and steel and aluminium production. The peculiar soviet economic policies prevented any significant diversification until the early nineties, when a general economic collapse and the loss of the satellite states economies support led to an arrest in any possible productive development. The far-reaching privatization wave that occurred after the fall of communism has partly reshaped these traditional economic divisions, leaving a good slice of the biggest factories in the hands of the public sector through its state-owned or state controlled enterprises and the holding companies. This change happened, especially under the Eltsin government tenure, without any effect on the whole productive structure except for the ownership of some of the more profitable state enterprises. The internal political and financial scenery emerged in this way and and brought Russia to the new millennium with a roughly tripartite economic structure. The first segment is composed by a number of small enterprises and activities which suffered huge technological backwardness and isolation from the rest of the country’s economy. The second segment is made up of an extended public sector which stretches to cover the majority of strategic financial and productive enterprises once owned by the soviet regime. The control over these strategic economic strong points is exerted through public holding companies or by the federal government directly. The third economic part, which came to light at the beginning of the new millennium, is constituted by the state enterprises or some of their branches that the so called “oligarchs” were able to gather at the time of the vast, non-transparent and suspect post-soviet privatizations. This situation led to an almost motionless economic structure, where a small number of primary sectors have been advantaged at the expenses of dynamic, widespread and balanced economic development. At the same time the majority of Russian human and monetary resources have been devoted to those sectors, leaving only a minor role to all other activities. From Putin’s rise to power in 1999 onwards, this unbalanced trend has been going on without any interruption and is still evident today. Nevertheless the last eleven years have seen the rising need to cope with the lack of economic alternatives outside of the above mentioned pillars, that historically have been the backbone of Russia’s productive system. The necessity to enlarge the economic options has been felt by Moscow as a priority on paper, but it hasn’t been already addressed successfully. Throughout the ten years of Putin’s hold on power, there have been some efforts to solve the problem of imbalance between overdeveloped and underdeveloped economic sectors. However, the various attempts to diversify Russian economy have been, it seems, in vain. It is also possible to affirm that in the same period of time, what could have been considered as a temporary weakness, caused by the understandable postsoviet financial and institutional difficulties, has become Russia’s permanent structural feature, keeping the national economy from being helpful to the bulk of the population. In this context the last ten years have seen the funding of the three key Russian productive sectors (defence, energy and steel) rise until the great majority of the total state investment spending. If we take into consideration 2010 and the beginning of 2011, we can easily observe that the tendency described above hasn’t changed considerably. On the contrary, in October 2010, Prime Minister Putin and Energy Minister Shmatko announced at a conference held in gas-rich Siberia that investments in the gas sector will escalate until 2030 to an amount of approximately 450 billion dollars. The plan hinges on the national gas monopoly of Gazprom, the state company which is the strategic point on which Russian economic and political powers rely. Moreover the nuclear energy and oil production output will be augmented through large supplementary investments made by public and private Russian agencies. The defence sector will have an even larger share of the investments at hand for the future, confirming the past trend. By 2020 the military spending will reach almost 2% of Russian GDP, with a extensive army and renewal of heavy weapons worth 650 billions dollars up to the same year. The steel industry is following the same path, mostly for two reasons: the unquenchable Asian demand that keeps alive the profitability of the production, and the home consumption stirred (directly or indirectly) by state economic activities. These huge investment plans, focused on the few already-developed economic sectors, will absorb most of the public financial resources in the approaching decades. It’s a situation that reveals the misleading nature of the declarations and actions taken by the Russian political authorities ahead of an urgent and widely recognized need to diversify the Russian economy. In fact the necessity and the will to work effectively for the diversification of the economic structure has been a central issue in the official statements made by Moscow, more than once in the last years. For what concerns the policies oriented towards this goal, the agreements with the European Union in the spring 2010 whose content went from know how and technology transfer to bilateral cooperation in research must be underlined. Furthermore a national plan to modernize and upgrade the productive activities in Russia has been lunched in the fall 2010 with a massive commitment by the government, but which remained largely on paper. Even though something has been done, the endeavours made by the public authorities have so far fallen apart, generating activities separated and isolated from the general (and frail) economic net. This outcome has tragically resembled the national outlook depicted by the three main national sectors inside a weak economy. In addition, it must be noted that technological research and the productive activities which have flourished in the last years as a consequence of the efforts made by Moscow to encourage innovation and diversification of the economy, have kept a strong association with the three main national economical sectors. In this way the possible benefits of an enlargement to the whole economy of dynamic and new activities have remained limited to little circle of industries linked to the main ones. The Special Economic Zones (SEZs), established in the last decade as a tool to attract investments and start new enterprises on the Russian territory, are to be considered as another example of failed attempt to enlarge the economic participation of a wider segment of the population. They didn’t generate the expected effect on the country’s wellness as a whole, only improving artificial arithmetical indexes, sacrificing labour rights and environmental laws without a real positive outcome for the majority of the people. The same goes for the Foreign Direct Investments in Russia. They have been mainly directed to the three driving sectors of the national economy, almost without touching other parts of the national economical structure that are in need of support. While in terms of foreign investments draw the gas and oil industry kept on gaining ground in the last few years, the rest of economy, especially the small and medium enterprises, lagged behind almost to a standstill. The poor judicial and institutional accountability, holds investors from risking something in other activities than the ones already developed whose attachment to state interests assures a sufficient degree of certainty in the mid-term repayment. The strong pledge of Moscow in attracting foreign investments, emerging in the last decade, has risen simultaneously to a lack of internal autonomous economic action, apart from the three main sectors and a few others. This circumstance is still present and yet the ineffectiveness of this strategy has not been fully understood and overturned by political authorities. In fact it prevents the economy from acting autonomously and the political actors from taking the proper role in shaping a complete, modern and balanced industrial policy. The concentration of the foreign investments in a small number of productive sectors has caused a mounting vulnerability of the three sectors themselves. As the weight of foreign capitals grew in these segments of national economy, so did the potential risks involved in a sudden downturn or retirement of investments. It happened in the last three years with the effects of the international financial crisis. In 2009 foreign direct investments in Russia fell by 13% against 2008, while the 2010 figure was even worse. This sharp and harmful drop was generated by the concentration of foreign capitals in the primary and narrow part of the national economy. Another problem connected to the missed diversification of Russian economy and thus its polarized and imbalanced nature, is its exposure to the oscillations of world market trends. This is especially true for the energy sector, which is mainly export oriented and makes up for the majority of the state monetary resources and reserves. In fact the fluctuation of oil and gas prices is dangerous for Russia, given the lack of flexibility in its economy, and the prominence of this sector inside the national economic setting. A proof of the difficulties explained above has been given recently by the 15% fall in gas and oil sales to EU during 2009 and 2010. At the same time the economic growth is diminished by 8% in 2009. This explains briefly but clearly the damaging effect caused by the low range of productive options present in the Russian economic structure, especially in times of financial turbulence or market prices variations. Another example is given by the very high unemployment rate observed in some of the biggest Russian cities which are dominated by an almost single sector industry. The so called “mono-industrial” cities represent the tip of the iceberg and the most apparent icon of the neglected productive diversification in the country. The awful, direct and immediate result on the population of those cities, in terms of job losses and consequent distress, is a mirror in which Russia can reflect its larger but similar structural economic problems on a national level. The existence of the three mentioned sectors in a privileged position inside the Russian economy has favoured the creation of economic, financial and political centres of power. As receivers of the highest amount of monetary resources and investments from abroad as well as from the government, those industries have developed a big influence ahead of the other economical players in the country. Being the backbone of the Russian productive economy, they have precedence over other issues and are now able to direct reforms so as to avoid any structural reform of the Russian economic system. The stronger this influence is, the more difficult will be to change the present unfair and polarized economical pattern. This in turn strengthens the influence held by the three sectors themselves. This condition, as it is easily understandable, holds very negative implication for the rest of the economy as well as for the economic structure as a whole, and in the end for the Russian population. At the moment, the most visible of the detrimental effects is the absence of the relocation of wealth produced among the society and the harsh inequality which is a trademark of post soviet Russia. In this context, it is almost impossible for medium and small ventures to prosper and to broaden the economic options for citizens and government, which is a result of the shortage in public support, political strategic vision and allocation of resources to more receivers than the accustomed ones. The energy sector surely plays the biggest role in offering the successive Russian governments an enormous monetary (also political and electoral) revenue which has discouraged (and still does) the productive diversification of the economy. The three pillars of Russian economy (energy, weapons and steel) have created the image of the state abroad as a and have shaped the post-soviet country’s structure both politically and economically. It seems that this trend it’s not turning around and that the envisaged change towards diversification has a long way to go yet. Apart from the consequences already exposed, there are two more reflections to be made. The development of these three sectors is harming the environment producing goods in an unsustainable way for unsustainable purposes. Hydrocarbons, vast quantities of steel and heavy weapons are old fashioned products belonging to the “old economy” of the twentieth century, whose usage will be less and less frequent in the upcoming years (unfortunately apart from the weapons). What’s more, the production, on an extremely large scale, of heavy weapons has a double moral repercussion. On one side the export of weapons and war technology in general produces violence in other parts of the world; on the other side the huge defence spending at home is removing (and will even more so in the near future, given the plan outlined above) essential resources otherwise vital to face many social and economic problems which badly affect Russia. The three sectors are still gaining ground inside the crisis hit Russian economy, developing rapidly but in a quantitative way (more steell, more weapons, more gas, more aluminium etc.). Rather than taking into account the need to raise significantly the quality standards and, most of all, consider other goals for the future of its economy and society, Russia is still chasing after an economic model both unsustainable and already out of time.
Failure to diversify from oil exposes Russia to international economic fluctuations

Tempera 11 (Michele, “Is Russia Diversifying Its Economy or Once More Strengthening Its Already Strong Sectors?” PECOB, March)//mat

The Special Economic Zones (SEZs), established in the last decade as a tool to attract investments and start new enterprises on the Russian territory, are to be considered as another example of failed attempt to enlarge the economic participation of a wider segment of the population. They didn’t generate the expected effect on the country’s wellness as a whole, only improving artificial arithmetical indexes, sacrificing labour rights and environmental laws without a real positive outcome for the majority of the people. The same goes for the Foreign Direct Investments in Russia. They have been mainly directed to the three driving sectors of the national economy, almost without touching other parts of the national economical structure that are in need of support. While in terms of foreign investments draw the gas and oil industry kept on gaining ground in the last few years, the rest of economy, especially the small and medium enterprises, lagged behind almost to a standstill. The poor judicial and institutional accountability, holds investors from risking something in other activities than the ones already developed whose attachment to state interests assures a sufficient degree of certainty in the mid-term repayment. The strong pledge of Moscow in attracting foreign investments, emerging in the last decade, has risen simultaneously to a lack of internal autonomous economic action, apart from the three main sectors and a few others. This circumstance is still present and yet the ineffectiveness of this strategy has not been fully understood and overturned by political authorities. In fact it prevents the economy from acting autonomously and the political actors from taking the proper role in shaping a complete, modern and balanced industrial policy. The concentration of the foreign investments in a small number of productive sectors has caused a mounting vulnerability of the three sectors themselves. As the weight of foreign capitals grew in these segments of national economy, so did the potential risks involved in a sudden downturn or retirement of investments. It happened in the last three years with the effects of the international financial crisis. In 2009 foreign direct investments in Russia fell by 13% against 2008, while the 2010 figure was even worse. This sharp and harmful drop was generated by the concentration of foreign capitals in the primary and narrow part of the national economy. Another problem connected to the missed diversification of Russian economy and thus its polarized and imbalanced nature, is its exposure to the oscillations of world market trends. This is especially true for the energy sector, which is mainly export oriented and makes up for the majority of the state monetary resources and reserves. In fact the fluctuation of oil and gas prices is dangerous for Russia, given the lack of flexibility in its economy, and the prominence of this sector inside the national economic setting. A proof of the difficulties explained above has been given recently by the 15% fall in gas and oil sales to EU during 2009 and 2010. At the same time the economic growth is diminished by 8% in 2009. This explains briefly but clearly the damaging effect caused by the low range of productive options present in the Russian economic structure, especially in times of financial turbulence or market prices variations.
High oil prices undercut Russian economic diversification

Ria Novosti 12 (“Unrest in Libya hurts Russian economic diversification, analysts say,” 3/14, http://en.rian.ru/business/20110314/162994533.html)//mat
Efforts of Russia, one of the world's largest crude producers, to increase the share of its non-energy economy has been nipped in the bud by higher oil prices following the unrest in Libya, a significant oil supplier to the international market, analysts say. Unrest in Libya, a member of the Organization of Petroleum Exporting Countries (OPEC) and the world's 12th largest crude exporter, propelled oil prices to $130 per barrel, the highest in the last two and a half years. This might seem a boon for Russia, where energy revenue accounts for 65% of the budget revenue, but analysts say it deprives the economy of incentive to diversify with the bulk of investment coming into the highly profitable energy sector. "High oil prices push us back to ... the pre-crisis development model in the medium-term prospect," Alexei Devyatov, an Uralsib bank analyst, said. "The economy starts focusing on the raw materials sector, while other industry growth will slow down." In 2010, as oil prices eased, Russia's processing industry expanded 11.8% compared with a 3.6% growth of the mining industry, statistics show. Windfall oil revenues flowing into the country put the central bank at the crossroads whether it should target inflation, like central banks in developed states, or curb the strength of the ruble. The central bank started changing its policy to target inflation, one of the Kremlin's everlasting woes, last fall, when it widened the floating corridor of its currency basket, consisting of dollars and euros, and cut the volume of its monthly interventions. But more petrodollars hunting for the ruble make the national currency more expensive which translates into less competitive Russian exports, primarily in oil. "Rising oil prices change central bank's policy. It is returning to its previous policy," Devyatov said. But easing the ruble means switching on the printing press and fueling inflation. "If oil prices are high, it is difficult for the central bank to fight inflation which is considerablly flat now. It is difficult to prevent inflation from growing when producers' costs are rising and capital, which correlates with the oil price, is coming in," Alexandra Evtifyeva from VTB Capital said. But in the short-term, Russia will benefit from soaring oil prices which will help it replenish state coffers. "We have a chance to balance our deficit-ridden budget thanks to the oil prices," Investcafe analyst Dmitry Adamidov said. A strong inflow of liquidity will also help replenish the country's Reserve Fund, set up to cushion the federal budget against a fall in oil prices, which was battered considerably by the international financial crisis.
IMPERIALISM TURN

High oil prices cause Russian imperialism including attack on Ukraine
KHRUSHCHEVA 2008 (Nina L. Khrushcheva is an associate professor of international affairs at the New School, “The Russians are Coming,” Chronicle of Higher Education, 9-5, Lexis)
Russia's resurgence is largely the result of international economic conditions, in particular the world's energy crisis. As long as the price of oil remains high, Putin will be able to promote an image of Russia -- one of the world's main energy suppliers -- as a divinely ordained nation, destined to withstand the decay and destruction of the West. Judging by Russia's recent incursion into Georgia, that is more than just a slogan. Putin is proudly uninterested in Western criticism, which has earned him broad popular support at home. He believes that Russia's quick show of force has taught a lesson to the United States, Georgia, and all of the former Soviet satellites seeking closer ties with the West. His popularity will allow him to go on to make the case that Tbilisi, Sevastopol, and Tallinn belong to Russia and -- if necessary -- should be taken by force.

The impact is immediate nuclear attack on the US—outweighs the DA because it circumvents the ladder of escalation

PRY 1999 (Peter Vincent, former intelligence analyst, War Scare, p. 277)

The potentially deadly illusion that the United States is committed by treaty to defend Ukraine could convince the Russian military that a future Russo-Ukrainian conflict, or Russian war of imperial reconquest, will inevitably involve war with the United States.  This misapprehension might well lead the Russian General Staff to plan, out of mistaken military necessity, for a knockout nuclear blow against the United States at the very beginning of a war in which the United States, in reality, has no vital interest or real intention of participating.
MILITARY TURN

High oil prices enable military modernization and Russian expansion

Bloomberg 5/7/12 (“Putin Walks Oil-Price Tightrope in Russian Presidency Return”  May 7, 2012 Bloomberg, accessed on LIGNET http://www.lignet.com/Wire/Putin-Walks-Oil-Price-Tightrope-in-Russian-Preside.aspx ajones)

Vladimir Putin returns to the pinnacle of Russian politics today still relying on oil prices to underpin his regime as he tries to stamp out domestic dissent and reassert his country’s influence abroad. The Russian leader, who will be inaugurated for his third term as president, benefited from an almost fivefold jump in Urals crude during his first stint from 2000 to 2008. The surge swelled state coffers, allowing Russia to recover from its 1998 default and spend more on military, infrastructure and social programs. The main stock index soared more than 1,000 percent. Putin inherits an economy with more difficult prospects, making it harder to soothe the domestic tension that brought thousands onto the streets of Moscow yesterday in the latest protests. The European Union, Russia’s largest export market, is grappling with its worst economic crisis in decades just as the struggling world economy puts a cap on crude prices. That threatens his ambition of turning Russia into one of the world’s five largest economies by purchasing power by 2015. “Putin’s ability to provide stability thanks to high oil prices is drained,” Yulia Bushueva, who helps oversee $500 million at Moscow-based Arbat Capital Management, said by phone. “For a long time the people were demanding an improved quality of life while not demanding political reform. The middle class has grown, and the protests have shown that the demand for political reforms and a fight against corruption has emerged.” Depend on Oil Putin will take the mantle of power from Dmitry Medvedev in an elaborate ceremony in the Kremlin, about a kilometer (0.6 mile) from where hundreds of protesters were detained by Moscow police yesterday. He will march through the building’s ornate ballrooms to tsarist-era Andreyevsky Hall. There, Medvedev will give a short speech before handing over the presidential emblem, a gold chain with links in the shape of double-headed eagles and medallions featuring the Cross of St. George. Putin will take the oath of office, followed by the national anthem and an artillery salute. After the ceremony, Putin and his wife Lyudmila will go to the Kremlin’s Cathedral of the Annunciation to be blessed by Russian Orthodox Patriarch Kirill. As his third term begins, Putin is trying to reassert Russia’s historical dominance over regional economies and compete with the U.S. for global influence. His ability to do so may nevertheless depend on him finding the cash to pay for programs including a 23 trillion-ruble ($782 billion) military upgrade. Oil’s Weight The oil and gas industry accounts for about 50 percent of Russia’s budget revenue and Deputy Economy Minister Andrei Klepach estimated last month that it contributed 4 percentage points to the average 7 percent growth over the past decade. Given forecasts of stagnant oil production and “modest” increases in gas output and exports, the industry can now only provide 1.5 to 2 percentage points of growth, the ministry estimates. The budget deficit may narrow to 0.1 percent of gross domestic product this year from an initially planned 1.5 percent shortfall, according to government budget revisions. Putin’s advisers point to the historical precedent of government predictions being proved correct, while warning about the dangers of complacency. ‘Losing Time’ “We’re losing time and eating away the future,” said Sergei Guriev, rector of the Moscow-based New Economic School and a government adviser. “The authorities have always answered that by saying: ‘Don’t try to frighten us. When we need it, oil prices always rise. And they will in the future.’ And so far, the authorities have been right.” The oil boom after 2000 helped Putin transform the Russia he inherited when Boris Yeltsin resigned on Dec. 31, 1999, and assert his dominance over a political system driven by disputes among oligarchs who had little respect for the president. The price has risen from $24 on the day Putin took charge to $117 when he left office, helping the country expand by an average 7.1 percent per year from 2000 to 2008 before the global financial crisis triggered a 7.8 percent contraction in 2009. The Micex Index, a ruble-denominated equities benchmark, surged 1,045 percent from 1999 through the end of Putin’s first two terms. The Standard & Poor’s 500 Index fell 4.9 percent over the same period. Investors have become more skittish over the past year. Stocks Fall The Micex fell 2.1 percent to 1358.01 as of 11:07 a.m. in Moscow, the fifth day of losses and putting it on track for the lowest close since Dec. 12, according to data compiled by Bloomberg. The gauge is down 19 percent in the past year, compared with a 2.2 percent increase for the S&P 500. In response to the danger of stalling exports to Europe and to counter what Russia sees as the advance of U.S. and Chinese interests around its borders, Putin is looking to solidify the country’s clout in the former Soviet Union. He set out to build regional alliances, luring Kazakhstan and Belarus to join Russia in a customs union, which he says will be a catalyst for growth and may expand to include neighbors such as Ukraine. The bloc, which plans further policy integration to become the Eurasian Union by 2015, is “the biggest geopolitical event in the post-Soviet area since the collapse of the Soviet Union,” Putin said in his final Cabinet meeting as prime minister on May 2. ‘More Sophisticated’ With $523 billion in reserves, the world’s fourth largest, Russia has the opportunity to buy itself a bigger role in global affairs, according to Francesco Garzarelli, co-head of macro and markets research at Goldman Sachs Group, who said the country is “probably punching below their weight.” “We all go to the Chinese when we think about who’s going to help out Europe,” he said. Russia could “think about being a bit more sophisticated or using capital in a geopolitical sense.” The International Monetary Fund last month doubled the amount of cash pledged to defend against further threats from Europe’s debt crisis. Russia may decide later this year to commit more than the planned $10 billion, Finance Minister Anton Siluanov said. Putin targets economic growth of at least 6 percent per year after GDP rose 4.3 percent each in 2011 and 2010. Economists forecast Russia will grow 3.65 percent this year and 3.85 percent in 2013 before hitting 4 percent growth in 2014. That compares with economists’ median forecast of at least 8 percent growth in China for the next three years, according to two Bloomberg surveys.

Oil profits are all funneled into the military—they don’t benefit the civilian economy

BBC WORLDWIDE MONITORING 2008 (“Russian newspaper says "siege mentality" popular in society,” Oct 10, Text of report by Russian newspaper Novaya Gazeta, on 2 October, Lexis)
In the last few days, the president and prime minister have made many statements about the high priority - or even higher, if possible! - to be assigned to the reinforcement of the country's defensive capabilities. What is disturbing about their statements? Neither has ever repeated the time-honoured formula of the military reform that never materialized: "The army draws its strength from the prosperity of the civilian population." It appears that the Russian leadership wants to repeat the Soviet experiment: creating a strong army in a nearly indigent country. This experiment failed the first time: The defence industry was expected to serve as a locomotive, pulling the whole economy forward, but it failed to do this. As a result, everything, from the boot makers to the industrial giants, slid into the bog of economic stagnation and social collapse. Do the people in the Kremlin really think something good will happen this time? Russia will not survive a second experiment, especially now that we cannot expect humanitarian aid from outside the country.

In any case, people have been notified that Russia "is not the same as it was" and it "will have to be taken seriously from now on." This means that the militarization of the economy, and later of public life as well, will move from the realm of possibility to reality. The oil and gas income, which never did do much for the common man, will be used to build and buy state-of-the-art weaponry. This is certain to breathe life into many defence enterprises, and their personnel will collect wages, while the adjacent territories will cease to resemble a disposal site for human waste. The military-industrial boom will not extend to "civilian" Russia, however. In fact, it will take away the things the civilian sector was counting on before the war in the Caucasus, because everything will be subordinate to "appropriate responses" to the West, which will have to be delivered, as they were in the cold war years, to the other end of the world from the Russian border.
DEMOCRACY TURN

Low oil prices are key to Russian democracy

KOTKIN 2008 (Stephen Kotkin is director of the program in Russian and Eurasian studies at Princeton University, “The Russians Are Coming ,” Chronicle of Higher Education, 9-5, Lexis)
At the same time, however, while oil and gas prices account for just 20 percent of Russia's gross domestic product, they make up 60 percent of its export earnings. When oil contributes one-third or more of export revenues, no country in history has ever made an enduring transition to genuine democracy. (Norway was a democracy before it discovered its hydrocarbon reserves.) Until alternatives to fossil fuels are introduced globally on a mass scale, Russia will mostly continue to be what it is: an autocracy.

Return to authoritarianism causes nuclear war
ISRAELYAN 1998 (Victor, For almost 50 years, Victor Israelyan was a Soviet ambassador, diplomat, arms control negotiator, and leading political scientistWashington Quarterly, Winter)
The first and by far most dangerous possibility is what I call the power scenario. Supporters of this option would, in the name of a "united and undivided Russia," radically change domestic and foreign policies. Many would seek to revive a dictatorship and take urgent military steps to mobilize the people against the outside "enemy." Such steps would include Russia's denunciation of the commitment to no-first-use of nuclear weapons; suspension of the Strategic Arms Reduction Treaty (START) I and refusal to ratify both START II and the Chemical Weapons Convention; denunciation of the Biological Weapons Convention; and reinstatement of a full-scale armed force, including the acquisition of additional intercontinental ballistic missiles with multiple warheads, as well as medium- and short-range missiles such as the SS-20. Some of these measures will demand substantial financing, whereas others, such as the denunciation and refusal to ratify arms control treaties, would, according to proponents, save money by alleviating the obligations of those agreements. In this scenario, Russia's military planners would shift Western countries from the category of strategic partners to the category of countries representing a threat to national security. This will revive the strategy of nuclear deterrence -- and indeed, realizing its unfavorable odds against the expanded NATO, Russia will place new emphasis on the first-use of nuclear weapons, a trend that is underway already. The power scenario envisages a hard-line policy toward the CIS countries, and in such circumstances the problem of the Russian diaspora in those countries would be greatly magnified. Moscow would use all the means at its disposal, including economic sanctions and political ultimatums, to ensure the rights of ethnic Russians in CIS countries as well as to have an influence on other issues. Of those means, even the use of direct military force in places like the Baltics cannot be ruled out. Some will object that this scenario is implausible because no potential dictator exists in Russia who could carry out this strategy. I am not so sure. Some Duma members -- such as Victor Antipov, Sergei Baburin, Vladimir Zhirinovsky, and Albert Makashov, who are leading politicians in ultranationalistic parties and fractions in the parliament -- are ready to follow this path to save a "united Russia." Baburin's "Anti-NATO" deputy group boasts a membership of more than 240 Duma members. One cannot help but remember that when Weimar Germany was isolated, exhausted, and humiliated as a result of World War I and the Versailles Treaty, Adolf Hitler took it upon himself to "save" his country. It took the former corporal only a few years to plunge the world into a second world war that cost humanity more than 50 million lives. I do not believe that Russia has the economic strength to implement such a scenario successfully, but then again, Germany's economic situation in the 1920s was hardly that strong either. Thus, I am afraid that economics will not deter the power scenario's would-be authors from attempting it. Baburin, for example, warned that any political leader who would "dare to encroach upon Russia" would be decisively repulsed by the Russian Federation "by all measures on heaven and earth up to the use of nuclear weapons." n10 In autumn 1996 Oleg Grynevsky, Russian ambassador to Sweden and former Soviet arms control negotiator, while saying that NATO expansion increases the risk of nuclear war, reminded his Western listeners that Russia has enough missiles to destroy both the United States and Europe. n11 Former Russian minister of defense Igor Rodionov warned several times that Russia's vast nuclear arsenal could become uncontrollable. In this context, one should keep in mind that, despite dramatically reduced nuclear arsenals -- and tensions -- Russia and the United States remain poised to launch their missiles in minutes. I cannot but agree with Anatol Lieven, who wrote, "It may be, therefore, that with all the new Russian order's many problems and weaknesses, it will for a long time be able to stumble on, until we all fall down together." n12 There are signs indicating that this scenario is emerging. The new military doctrine has actually reversed the pledge never to use nuclear weapons first. Earlier this year, Ivan Rybkin, secretary of Russia's Security Council, said, "Everyone must know that in case of a direct challenge our response will be fully fledged, and we are to choose the use of means." n13 Later, in an interview, he said that parliamentary ratification of START II has become "almost impossible." n14 The Duma has again postponed the ratification of the Chemical Weapons Convention, and Russian military planners are claiming that the only feasible military response to NATO expansion is the redeployment of Russian tactical nuclear weapons closer to Russia's borders.
HEGEMONY TURN

High oil prices allow Russia to challenge US hegemony

Bennett 12 – graduate uchicago and Emory School of Law ( John T. “Oil Prices Fueling Russia's Disruption of U.S. Foreign Policy” April 04, 2012 http://www.usnews.com/news/articles/2012/04/03/oil-prices-fueling-russias-disruption-of-us-foreign-policy)
Russia's burgeoning oil and natural gas exports are underwriting Russian efforts to regain status as a world superpower
Russia, once an old foe, is again proving to be a major obstacle for America's foreign interests, and will continue to be a thorn in the country's side as long as oil prices remain high. 

Russian leaders have the Obama administration's efforts to pressure Iran into giving up its nuclear weapons ambitions difficult at every turn. Moscow has also joined China in rejecting a U.N. measure that would strike a diplomatic blow to Syrian president Bashir al-Assad, frustrating White House officials.

The White House will also likely seek new, harsh sanctions against North Korea if it launches a long-range rocket that could one day be fitted with a nuclear weapon capable of hitting U.S. turf. But experts say again that Moscow--along with support from Beijing-- will likely stand in the say.

[See pictures of the violence in Syria.]

Russia's return to the fore as a check against America's global whims has escalated in recent months, as Russian Prime Minister Vladimir Putin was elected as President, and is setting his agenda for a third term.

U.S.-Russian relations returned to the front pages last week after Obama urged outgoing Russian President Dmitry Medvedev to "give me space" on several issues, including a European missile defense shield that Moscow opposes. Likely GOP presidential nominee Mitt Romney soon after called Russia America's "top geopolitical enemy."

"Putin still aspires for Russia to be a superpower," says Steven Pifer, a former U.S. ambassador to Ukraine. "There are only two ways for Russia to achieve that: nuclear weapons, and oil and natural gas sales."

The price of a barrel of oil was nearly $105 at midday Tuesday, steadily climbing from a 52-week low of $76.35 per barrel in October. Oil prices began to rise in late 2010, peaking at $113 per barrel in May 2011, before dipping last summer and then rising again.

[Whose Russia Comment Was More Damaging: Obama's or Romney's?]

Russia is the world's second-largest oil exporter at 5 million barrels a day, and its the ninth-leading natural gas exporter at 38.2 billion cubic meters a year, according to the CIA World Factbook. Russia rakes in nearly $500 billion annually in exports, with the CIA listing petroleum and natural gas as its top two commodities.

Frances Burwell, vice president of the Atlantic Council, says Russia's oil revenues "give it a comfort zone" from which its leaders feel they have the global cache to make things tough for Washington.
Burwell says she "places more weight" for Russia's recent global muscularity on "Putin's re-emergence." The Russian once-and-soon-again president "clearly sees playing the national card as the strong guy internationally benefits him," she says.

But, make no mistake, bloated national coffers from high oil and gas prices underwrite Putin's muscle-flexing, experts say.
Nuke war

KHALILZAD 1995 (Zalmay, RAND analyst, The Washington Quarterly)
Under the third option, the United States would seek to retain global leadership and to preclude the rise of a global rival or a return to multipolarity for the indefinite future. On balance, this is the best long-term guiding principle and vision. Such a vision is desirable not as an end in itself, but because a world in which the United States exercises leadership would have tremendous advantages. First, the global environment would be more open and more receptive to American values -- democracy, free markets, and the rule of law. Second, such a world would have a better chance of dealing cooperatively with the world's major problems, such as nuclear proliferation, threats of regional hegemony by renegade states, and low-level conflicts. Finally, U.S. leadership would help preclude the rise of another hostile global rival, enabling the United States and the world to avoid another global cold or hot war and all the attendant dangers, including a global nuclear exchange. U.S. leadership would therefore be more conducive to global stability than a bipolar or a multipolar balance of power system.
RUSSIAN ECON BAD
Weak Russian economy prevents conflict with the U.S.

GRANT 2008 (Charles, director of the Centre for European Reform, CER Bulletin, Oct/Nov, http://www.cer.org.uk/articles/62_grant.html)
But despite the bluster and rhetoric, another Cold War is inconceivable. One reason, as President Medvedev himself observed, is that "the Cold War was an ideological confrontation, which is not the case today". Russia does not offer a particularly attractive political or economic model to other countries. Another reason is that Russia is too weak. Its economy is less than 3 per cent of world GDP (on a purchasing power parity basis) and is forecast (by the Economist Intelligence Unit) to remain below 3 per cent in 2030. By then, the EIU predicts, China will be at 23 per cent of world GDP, the US at 17 per cent, and the EU-27 at 16 per cent. That affects Russia's military potential - today it spends only a tenth of what the US spends on defence. In most parts of Latin America, Africa and Asia, China rather than Russia is seen as the power that could rival the US.

U.S. KEY TO RUSSIAN ECON

US recession would destroy the Russian economy

GREEN 2008 (Christopher, VTB Europe, Russia Profile.org, Jan 24, http://www.russiaprofile.org/page.php?pageid=Business+New+Europe&articleid=a1201185548)
We assess that it would take a significant and sustained downturn in US activity - with the economy falling into recession for a sustained period - to have a substantial impact on Russia's growth prospects over 2008.

• Nevertheless, reflecting the increased integration of global financial markets, a major risk for Russian markets is assessed to be if a rapid deterioration in US growth prospects feeds through into a sharp rise in investor risk aversion and/or a significant unwinding of the yen carry trade.

RUSSIAN ECON DEFENSE
No impact to Russian economic decline

COUNTRY FORECAST SELECT 3-8-2010 (Economist Intelligence Unit, Lexis)
However, although Russians are dissatisfied with the economic situation, this does not yet appear to have affected significantly the popular standing of either Mr Medvedev or Mr Putin. Although the impact of economic crises on social stability usually occurs with a lag, it is nevertheless doubtful that a rise in social discontent could threaten the leadership--Boris Yeltsin managed to survive politically through the crisis in 1998, despite being in a much weaker position. Although some independent labour groups have emerged, most trade union organisations are close to the government. The authorities face little threat from a weak opposition. The liberals in Russia are in disarray and are not represented in parliament. The Communist Party of the Russian Federation (CPRF)--the only true opposition party in parliament--is a declining force.

Russian economy can withstand low prices

RIA Novosti 11 (“Russian economy can survive low oil prices – Kudrin” September 09 11 http://en.rian.ru/business/20110926/167139562.html ajones)

The Russian economy will be able to function normally for a year, if global oil prices fall to $60 per barrel, Finance Minister Alexei Kudrin said on Monday in an interview with Russia Today international news TV channel. "We expect this fall will certainly cause a decrease in our economic growth down to nearly zero or below zero, but in terms of the budget policy we'll be able to cope with this for up to a year," Kudrin said. Russia's finance minister said on Saturday he expected world oil prices to fall to $60 per barrel in the next one and a half to two years and stay at this level for about six months. After this, "we'll have to adjust policy and reduce expenditure. As a whole, however, we are ready to provide stability for a year or two and fulfil all our commitments," Kudrin said. Russia's federal budget for the next three years is based on a forecast of Urals average yearly oil price at $100 per barrel in 2012, $97 per barrel in 2013 and $101 per barrel in 2014. Russian Deputy Finance Minister Tatiana Nesterenko said last week that a fall in global oil prices to $60 per barrel could force the Russian government to cut the 2012 budget spending but added that this scenario was unlikely. The average price of Urals blend, Russia's key export commodity, stood at $109.2 per barrel in January-August 2011

Russian economic collapse is inevitable—oil profits aren’t sustainable
KHRUSHCHEVA 2008 (Nina L. Khrushcheva is an associate professor of international affairs at the New School, Chronicle of Higher Education, 9-5)
That scenario, however, is unlikely. The unstable conditions that are stoking Russia's current economic boom may soon bring about a crisis similar to the financial meltdown of 1998, when, as a result of the decline in world commodity prices, Russia, which is heavily dependent on the export of raw materials, lost most of its income. Widespread corruption at every level of private and state bureaucracy, coupled with the fact that the government invests little of its oil money in fostering areas like technological innovation, corporate responsibility, and social and political reform, could spin the economic balance out of control. Rampant inflation might bring the Putin-Medvedev Kremlin down.

Even if Russia withstands that scenario, global forces will ultimately burst its economic bubble. The temporary release of the U.S. oil reserves, and tough economic and legal sanctions against oil speculators around the world, should end Russia's oil supremacy and hasten its economic collapse. And sooner or later, alternative solutions to the world's dependence on oil and gas will be found.
Russian economic collapse is inevitable

ASLUND 2008 (Anders, Peterson Institute, Moscow Times, Sept 3, http://www.iie.com/publications/opeds/oped.cfm?ResearchID=997)

August 8 stands out as a fateful day for Russia. It marks Prime Minister Vladimir Putin's greatest strategic blunder. In one blow, he wiped out half a trillion dollars of stock market value, stalled all domestic reforms, and isolated Russia from the outside world. Russia's attack on Georgia, its small democratic neighbor, was bad enough, but its recognition of two conquered protectorates as independent states has been supported only by Hamas, Belarus, Venezuela, and Cuba. Putin is turning Russia into a rogue state. Russia has gone through a grand economic recovery, but its strength must not be exaggerated. In current dollars, its gross domestic product has increased almost ninefold in nine years, but even so, it accounts for only 2.8 percent of global GDP. At present, its per capita GDP of $12,000 is a quarter of the US level. While this is impressive, much of its catch-up potential has been exhausted. The official government target is to reach half the US per capita GDP by 2020. It is possible to achieve that goal, but it would require carrying out extensive economic reforms during the next 12 years. The problem, however, is that Russia's foreign aggression has strengthened the authoritarian regime, and this has ended all hopes for substantial reforms at a time when they are needed the most. To understand Russia's economic dilemma, we need to consider the causes of the country's growth over the last decade and the current challenges. The dominant cause of growth has been European or capitalist convergence, which Russia has enjoyed thanks to Boris Yeltsin's hard-fought introduction of a market economy, privatization, and international integration. The country's short economic history can be summed up as: All good comes from private enterprise. The government's contribution has been to keep the budget in surplus and reduce taxation. A second cause of the high growth has been the huge free capacity in production, infrastructure, and human capital after the collapse of communism. The recovery was also coupled with remonetization, as Russia has enjoyed one of the greatest credit booms of all time. With the rise of the new capitalist service sector, a huge structural change has spurred growth. Together, the systemic and structural changes amount to a gigantic catch-up effect that all postcommunist reform countries have experienced. The average annual real growth in former Soviet states from 2000 to 2007 was 9 percent, but it reached only 7 percent in Russia.The third factor behind Russia's growth is the most spurious—namely the oil price windfall since 2004. While it has boosted the country's budget surplus, current account balance, and currency reserves, it is likely to have damaged its policy badly, as the elite focused on the distribution of oil rents rather than on the improvement of policy. As a consequence, Russia has seen no economic or social reforms worth mentioning for the past six years. Moscow's current economic dilemma is that the old sources of growth will soon be exhausted. Undoubtedly, some capitalist convergence will continue, but it is bound to slow down. Unfortunately, it is easy to compile 10 reasons why Russia is likely to have lower growth in the near future than it has had for the last nine years.   1. Internationally, one of the greatest booms of all times is finally coming to an end. Demand is falling throughout the world, and soon Russia will also be hit. This factor alone has brought the Western world to stagnation.   2. Russia's main problem is its enormous corruption. According to Transparency International, only Equatorial Guinea is richer than Russia and more corrupt. Since the main culprit behind Russia's aggravated corruption is Putin, no improvement is likely as long as he persists.   3. Infrastructure, especially roads, has become an extraordinary bottleneck, and the sad fact is that Russia is unable to carry out major infrastructure projects. When Putin came to power in 2000, Russia had 754,000 kilometers of paved road. Incredibly, by 2006 this figure had increased by only 0.1 percent, and the little that is built costs at least three times as much as in the West. Public administration is simply too incompetent and corrupt to develop major projects.   4. Renationalization is continuing and leading to a decline in economic efficiency. When Putin publicly attacked Mechel, investors presumed that he had decided to nationalize the company. Thus they rushed to dump their stock in Mechel, having seen what happened to Yukos, Russneft, United Heavy Machineries, and VSMP-Avisma, to name a few. In a note to investors, UBS explained diplomatically that an old paradigm of higher political risk has returned to Russia, so it has reduced its price targets by an average of 20 percent, or a market value of $300 billion. Unpredictable economic crime is bad for growth.   5. The most successful transition countries have investment ratios exceeding 30 percent of GDP, as is also the case in East Asia. But in Russia, it is only 20 percent of GDP, and it is likely to fall in the current business environment. That means that bottlenecks will grow worse.   6. An immediate consequence of Russia's transformation into a rogue state is that membership in the World Trade Organization is out of reach. World Bank and Economic Development Ministry assessments have put the value of WTO membership at 0.5 to 1 percentage points of additional growth per year for the next five years. Now, a similar deterioration is likely because of increased protectionism, especially in agriculture and finance.   7. Minimal reforms in law enforcement, education, and health care have been undertaken, and no new attempt is likely. The malfunctioning public services will become an even greater drag on economic growth.   8. Oil and commodity prices can only go down, and energy production is stagnant, which means that Russia's external accounts are bound to deteriorate quickly.   9. Because Russia's banking system is dominated by five state banks, it is inefficient and unreliable, and the national cost of a poor banking system rises over time.  10. Inflation is now 15 percent because of a poor exchange rate and monetary policies, though the current capital outflow may ease that problem.In short, Russia is set for a sudden and sharp fall in its economic growth. It is difficult to assess the impact of each of these 10 factors, but they are all potent and negative. A sudden, zero growth would not be surprising, and leaders like Putin are not prepared to face reality. Russia's economic situation looks ugly. For how long can Russia afford such an expensive prime minister?
A2: U.S.-RUSSIAN RELATIONS

U.S.-Russian relations are unstable—strong relations are impossible and cooperation won’t spill over

FROLOV 1-29-2007 (Vladimir, director of the National Foreign Policy Laboratory, What the Papers Say Part A)

First of all, Russian-US relations lack the kind of plateau which prevents the paradigm from collapsing and changing completely. In relations with France, for example, the United States may punish France for its stance on Iraq, but their strategic alliance still holds. In contrast, we seem to engage in "tension-relieving measures" every three or four years, while Washington never tires of asking "Who lost Russia?"

The impending change of administration in the White House bodes no good for Russia. Among the leading presidential contenders are Hillary Clinton and John McCain - both inconvenient for the Kremlin. The Russian elite is deeply disappointed that its "investment" in George W. Bush in 2001-02 hasn't paid off, and might be lost entirely if the Democrats take power. "You owe us!" That's the leitmotif for Russian negotiators in dialogue with the Americans - but it doesn't meet with understanding from the other side. A fundamental crisis of trust continues, and reciprocal suspicions remain strong. Russia's image is being demonized in the United States, while in Russia the United States is the "chief enemy" once again.

As in the 1990s, Russian-US relations are personified - upheld almost entirely by the personal understanding between Bush and Putin. But unlike the 1990s, when the Clinton-Yeltsin personal connection worked in tandem with cooperation mechanisms, we now have practically no institutional or treaty basis left for bilateral relations. Cooperation is ad hoc, on particular problems only, and the agreements we reach are not united by a common purpose to create a long-term foundation. In 2008, as in 2000, the change of administration in the United States threatens to revise the entire bilateral agenda.

The era of sweeping initiatives and projects in Russian-American relations is over. Neither Moscow nor Washington have anyone who can achieve a breakthrough to a new quality level. These days it's all about crisis management, preventing relations from deteriorating too far, and taking small steps to build the infrastructure for relations in the future. It should also be noted that the strategy of geopolitical bargaining with the United States, which seemed feasible in 2002-03, is unrealistic. There is no "magic move" that would radically improve bilateral relations. On the contrary, we now see a range of areas where our differences and rivalry are irreconcilable and could lead to confrontation. Everything is situational, unpredictable, reversible. It's a restricted partnership, bordering on fierce rivalry.
A2: MIL-MOD

Russia will continue modernization even if oil prices drop

ZAKHEIM 2009 (Hon. Dov S. Zakheim before the House Committee on Armed Services. A former Undersecretary of Defense, Dr. Zakheim is an FPRI trustee, “Security Challenges Arising from the Global Economic Crisis,” http://www.fpri.org/enotes/200903.zakheim.securityeconomiccrisis.html)
Russia has not nearly the same economic relationship with the United States as China, and little economic leverage to speak of. But Russia has become increasingly assertive on the international scene. The cyber bullying of Estonia in May 2007, the August 2008 invasion of Georgia , the naval exercises with Venezuela in the Caribbean in November, and the successful pressure on Kyrgyzstan to close the American airbase at Manas all point to a Moscow that is determined to recover its former superpower status and to do so at the expense of the United States and its allies.

Russia cannot yet be called an adversary, and there are many areas where American and Russian interests converge, most notably countering international terrorism and Islamic extremism. Nevertheless, its international behavior is troubling, and even if its oil revenues fail to meet projected levels (Moscow’s budgets assumed $70/barrel, far higher than current prices), it might still choose to continue the military modernization program it recently began.
A2: RUSSIA-CHINA ARMS
Russia-China oil sales don’t spill over to military relations

BBC MONITORING INTERNATIONAL REPORTS 2005 (Ekho Moskvy Radio, “Radio poll shows Russians prefer USA to China as ally,” Sep 9, Lexis)

 Kosachev insisted on a clearer definition of the concept of alliance: "I don't think any military-political or military-technical alliance between Russia and China exists yet. But the level of cooperation which already exists is purely bilateral and is unlikely to be aimed against anybody, either the USA, India, Europe or anybody else. China is one of the most dynamically developing states in the world." It is a huge importer of oil, Kosachev said, "so that means that it is snuffling around the world like a vacuum cleaner" in search of resources. "For such a dynamically-developing state, I reckon any means are good, and any alliance relations mean that it can to some extent resolve its own domestic problems. And the rapprochement with Russia is happening in the context of, or rather counting upon, access to our energy resources, first and foremost."

Russian arms sales are good–they prevent fill-in and ensure that Russia can deal with a military threat from China

BBC MONITORING INTERNATIONAL REPORTS 2005 (Ekho Moskvy Radio, “Radio poll shows Russians prefer USA to China as ally,” Sep 9, Lexis)
Kosachev added that "even if Russia, in principle, were to stop supplying weapons to China, it would absolutely certainly find those weapons somewhere else, and then we would not know what sort of weapons they are, we would lose money, very obviously, the revenues from that cooperation, and the main thing is that we would never be sure that our defence systems were ready to deflect a potential bloc from a potential enemy. Now we are more or less sure of this because... military and technical cooperation in Russia is still under strict government control, fortunately, it is not determined by bureaucrats, and I am absolutely sure that the weapons that we currently supply to China really are of the previous generation compared to the weapons we supply to our own armed forces."

A2: RUSSIA DETER CHINA
China will never attack the Russian Far East–it would be diplomatic and military suicide

MENON 2003 (Rajan, Monroe J. Rathbone Professor of International Relations at Lehigh University, The National Interest, Fall)

By contrast, China's military, which was quite recently a giant horde of foot soldiers, is modernizing steadily-chiefly with Russian weaponry, much of it supplied from cash-starved military industries in Khabarovsk, Komsomol'sk and Vladivostok. It may lag far behind the United States, but in force projection, speed, accuracy and lethality it is a wholly different force than it was a decade ago, thanks to Russian fighter jets, submarines, tanks and missiles, many of them built in the Russian Far East. Yet the chances that China will attempt to conquer Russia's Far East are slim. Such a brazen power play would damage China's wider interests. Taiwan might recoil in terror and treat Beijing's proposals for a negotiated reunification with even greater skepticism and wariness. The prevailing Western rationale for economic engagement with China-that commerce will transform and co-opt that country-would be shredded. China would likely face a counterbalancing, encircling coalition of the United States, India, Japan, Russia and Vietnam. Would such setbacks justify the burdens of ruling the vast, problem-infested Russian Far East? The Chinese leaders know their Sun Tzu: what they seek from the Russian Far East (access to resources and a benign northern front) can be had by means of silk-gloved hegemony. Chinese interests can be served without its formal occupation of the territory. Indeed, what may emerge could be a "reverse Manchurian" scenario, where the Russian Far East remains a titular part of Russia but is increasingly integrated into Beijing's sphere of influence. That is precisely what the conspiracy among geography, demography, power and time may create in Russia's Far East.

A2: RUSSIA DETER USA

U.S. oil dependence on Russia is the motive for an attack—the plan solves it

COUNCIL ON FOREIGN AND DEFENSE POLICY 2002 (non-governmental membership organization, research center, and publisher. The Council conducts studies and makes recommendations on foreign and defense policies of the Russian Federation. The Council is an independent, tax exempt organization financed by private grants and corporate contributions, “New Security Challenges and Russia,” Nov 10, http://eng.globalaffairs.ru/numbers/1/453.html)
Regrettably, the West’s attempts to diversify the available energy supply sources by way of helping develop the Russian dimension might, over the years, also produce some unwelcome effects. The matter is that energy-exporting regions have become targets for strategies of the so-called manageable crises. However, while until recently it had for the most part been the United Sates that had engineered that sort of crises, from now on, it could be the big-foot energy producers unhappy about the current shifts in the marketplace that are more likely to play that role. Arguably, those players could use the services of international terrorist organizations that have now reached into the Russian Federation.
The United States will never attack Russia

CURRENT DIGEST OF THE POST-SOVIET PRESS 9-15-2004

Ivanov's position would seem to be entirely rational and sound. First of all, it's hard to imagine that, over the next few years, the mood in Washington will swing toward launching a war against Russia. Or even to conceive of some sort of military provocations. Admittedly, we have not exactly become fast friends with Washington over the past decade, but neither do we regard each other as enemies. No US politicians in their right minds are currently thinking in terms of thermonuclear war -- their No. 1 enemy is terrorism. Moreover, what would war against Russia really mean for the Americans? Mass casualties, which would inevitably spell the end of many political careers. And enormous economic costs as well -- after all, the population of a country occupying one sixth of the planet's land mass would need to be fed and maintained somehow or other, and that kind of drain would overcome even the economy of the United States of America.
A2: SAUDI RELATIONS
Oil isn’t key—US democracy statements undermine relations now

STAR NEWS SERVICE 3-27-2011 (“‘Arab spring’ drives wedge between US, Saudi Arabia,” http://midwestdemocracyproject.org/articles/arab-spring-drives-wedge-between-us-saudi-arabia/)
The United States and Saudi Arabia - whose conflicted relationship has survived oil shocks, the Sept. 11, 2001, terrorist attacks and the U.S. invasion of Iraq - are drifting apart faster than at any time in recent history, according to diplomats, analysts and former U.S. officials. The breach, punctuated by a series of tense diplomatic incidents in the past two weeks, could have profound implications for the U.S. role in the Middle East, even as President Barack Obama juggles major Arab upheavals from Libya to Yemen. The Saudi monarchy, which itself has been loath to introduce democratic reforms, watched with deepening alarm as the White House backed Arab opposition movements and helped nudge from power former Egyptian President Hosni Mubarak, another longtime U.S. ally, according to U.S. and Arab officials. That alarm turned to horror when the Obama administration demanded that the Saudi-backed monarchy of Bahrain negotiate with protesters representing the country’s majority Shiite Muslim population. To Saudi Arabia’s Sunni rulers, Bahrain’s Shiites are a proxy for Shiite Iran, its historical adversary. “We’re not going to budge. We’re not going to accept a Shiite government in Bahrain,” said an Arab diplomat, who spoke frankly on condition he not be further identified. Saudi Arabia has registered its displeasure bluntly. Both Secretary of State Hillary Clinton and Defense Secretary Robert Gates were rebuffed when they sought to visit the kingdom this month. The official cover story was that aging King Abdullah was too ill to receive them. Ignoring U.S. pleas for restraint, a Saudi-led military force from the Gulf Cooperation Council, a grouping of six Arab Persian Gulf states, entered Bahrain on March 14, helping its rulers squelch pro-democracy protests, at least for now. A White House statement issued the day before enraged the Saudis and Bahrainis further, the diplomat and others with knowledge of the situation said. The statement urged “our GCC partners to show restraint and respect the rights of the people of Bahrain, and to act in a way that supports dialogue instead of undermining it.” In a March 20 speech in the United Arab Emirates, Saudi Prince Turki al-Faisal, a former ambassador to Washington, said the Gulf countries now must look after their own security - a role played exclusively by the United States since the 1979 fall of the Shah of Iran. “Why not seek to turn the GCC into a grouping like the European Union? Why not have one unified Gulf army? Why not have a nuclear deterrent with which to face Iran - should international efforts fail to prevent Iran from developing nuclear weapons - or Israeli nuclear capabilities?” al-Turki said, according to a translation of his remarks by the UAE’s state-controlled Emirates News Agency.
Oil isn’t enough to guarantee strong relations

BRONSON 2006 (Rachel, author of "Thicker Than Oil: America's Uneasy Partnership with Saudi Arabia" (Oxford University Press) and director of Middle East studies at the Council on Foreign Relations,“5 Myths About US-Saudi Relations,” Washington Post, May 21, http://www.washingtonpost.com/wp-dyn/content/article/2006/05/19/AR2006051901758.html)
There's more to it than that. Oil is, of course, critical to U.S.-Saudi ties -- it can hardly be otherwise for the world's largest consumer and largest producer. But Washington's relationship with Riyadh more closely resembles its friendly ties to oil-poor Middle Eastern states such as Jordan, Egypt and Israel than its traditionally hostile relations with oil-rich states such as Libya and Iran. Deep oil reserves have never translated into easy relations with the United States.
Relations are resilient

STAR NEWS SERVICE 3-27-2011 (“‘Arab spring’ drives wedge between US, Saudi Arabia,” http://midwestdemocracyproject.org/articles/arab-spring-drives-wedge-between-us-saudi-arabia/)

Ignoring U.S. pleas for restraint, a Saudi-led military force from the Gulf Cooperation Council, a grouping of six Arab Persian Gulf states, entered Bahrain on March 14, helping its rulers squelch pro-democracy protests, at least for now. A White House statement issued the day before enraged the Saudis and Bahrainis further, the diplomat and others with knowledge of the situation said. The statement urged “our GCC partners to show restraint and respect the rights of the people of Bahrain, and to act in a way that supports dialogue instead of undermining it.” In a March 20 speech in the United Arab Emirates, Saudi Prince Turki al-Faisal, a former ambassador to Washington, said the Gulf countries now must look after their own security - a role played exclusively by the United States since the 1979 fall of the Shah of Iran. “Why not seek to turn the GCC into a grouping like the European Union? Why not have one unified Gulf army? Why not have a nuclear deterrent with which to face Iran - should international efforts fail to prevent Iran from developing nuclear weapons - or Israeli nuclear capabilities?” al-Turki said, according to a translation of his remarks by the UAE’s state-controlled Emirates News Agency. U.S. relations with the Saudis and other Gulf monarchies “are as bad as they were after the fall of the Shah,” said Gregory Gause, an expert on the region and political science professor at the University of Vermont. “The whole idea that Saudi Arabia still needs U.S. protection for anything … we’ve already moved beyond that,” the Arab diplomat said. He termed it “not necessarily a divorce, (but) a recalibration.” The Saudi embassy in Washington did not respond to requests for comment. Despite the falling out, experts say there are limits to the U.S.-Saudi disaffection, if only because both countries share a common interest in oil flows, confronting Iran and countering al-Qaida and other violent Islamic extremist groups. Past efforts by the GCC countries - Saudi Arabia, Bahrain, Kuwait, Qatar, the United Arab Emirates and Oman - to handle their own security have failed. In 1990, when Iraqi leader Saddam Hussein invaded Kuwait, the Saudis and Kuwaitis turned to the U.S. military to save them. “In the end I think geopolitics will push the U.S. and Saudi Arabia back together again,” Gause said. “Iran is still out there.”
Saudi Arabia is stuck with us—no one else could fill in

HAMADOUCHE AND ZOUBIR 2007 (Louisa Dris-Ait-Hamadouche and Yahia H. Zoubir , Assistant Professor at the Institute of Political Science at the University of Algiers; Professor of Intemational Relations at EUROMED MARSEILLE, Spring 2007 “THE US-SAUDI RELATIONSHIP AND THE IRAQ WAR: THE DIALECTICS OF A DEPENDENT ALLIANCE, “Journal of Third World Studies, Vol. XXIV, No. 1, ebscohost)
Until now, Riyadh continues to require extensive security assistance in improving and professionalizing the kingdom's armed forces. The necessity for this assistance is vital, for the kingdom has no real alternatives to the United States for its security needs. Potentially, Westem Europe could be a candidate to flilfill this task, but several reasons make this hypothesis improbable. First, Europe does not enjoy any continuous military presence in the Gulf region and its force projection capabilities are inferior to those of the United States. Second, Europe is not engaged in a homogenous policy toward this region. On the contrary, Europe suffers from radical differences, the so-called "old" versus "young" Europe, in security matters and strategy. Third, Europe provides significant quantities of arms and materiel to Saudi Arabia and the GCC, and offers multiple investment opportunities in such way that trade between the GCC and Europe already outstrips that of the US with the GCC. Nevertheless, the political infiuence remains exclusively American. Neither Russia nor China can, or want to, play a role of substitution. As for foreign military cooperation, Europe is involved in the region through actions which have not upset US interests. For a long time, Saudi Arabia relied on Pakistan for some security matters, such as the stationing of Pakistani troops in the kingdom and the supply of Pakistani pilots to serve in the Saudi air force. But, security problems compelled Pakistan to rush back to intemal issues.
