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***Uniqueness***

Oil futures up

Oil futures rising on the back of gas prices

Harden 6-28-10 [Mark, Denver Business Journal, http://denver.bizjournals.com/denver/stories/2010/06/28/daily2.html Accessed June 30, 2010 KAP]

Denver gas prices are up again as crude oil futures last week reached a seven-week high, according to the American Automobile Association’s Daily Fuel Gauge Report for Monday. Monday’s average price for regular-grade gasoline in the Denver area is $2.645. That's up 2.2 cents from a week ago and up 5.5 cents from two weeks ago, AAA says.
Oil prices high

High prices coming despite economic swings

McElroy [Kevin McElroy is a resource prospector for Wyatt Investment Research; “What Will Make Oil Prices Rise this Summer?” June 2, 2010; http://www.wyattresearch.com/article/what-will-make-oil-prices-rise-this-summer/5366; 6/30/2010; K.C.]

Oil investors are looking for any reason for oil to go up in price these days.  We all tacitly know that much higher oil prices are coming. But with the economy in a perpetual cycle of stagnation, continued bad news from Europe, and concerns that growth is stalling in China, oil can’t seem to find a foothold. 

Price swings inevitable

oil prices expected to swing in the next 5 years

Kwiatkowski 2010 [Alexander Kwiatkowski is a writer for Bloomberg; “Oil Swings May Widen as Spare Capacity Shrinks: Energy Markets”; June 28, 2010;  http://www.bloomberg.com/apps/news?pid=newsarchive&sid=alWhZGuk_x2U; 6/30/2010, K.C.]

Swings in oil prices may widen over the next five years as OPEC’s shrinking spare production capacity increases traders’ concern about supply shortages. Oil’s 50-day historical volatility, a measure of how much crude fluctuates around its average price, was at 34 percent on June 25. The measure rose to a record 108 percent in January 2009 after OPEC’s spare production capacity fell to its lowest in almost four years. The group’s idled capacity may drop to 3.9 percent of world demand by 2015 from 6.8 percent this year, according to International Energy Agency estimates. “That is a fairly significant tightening in the spare capacity cushion,” Mike Wittner, London-based head of oil market research at Societe Generale SA, said by phone. “Over and above increasing volatility, directionally it is going to push up prices.” The Organization of Petroleum Exporting Countries has said its 6 million barrels-a-day of idled capacity is enough to meet demand and avoid a repeat of the price swings of the past two years, when oil slumped from a record $147 a barrel in July 2008 to $32 in December of that year. Crude traded this year at $64 to $88 a barrel in New York. Oil for August delivery was at $78.40 in electronic trading on the New York Mercantile Exchange, down 46 cents, at 12:18 p.m. London time. “Concerns about a potential return to greater market volatility remain,” the Paris-based IEA, an adviser to oil- consuming nations, wrote in a report last week. “The declining trend itself, to levels below 5 percent of global demand, suggests more jittery markets ahead.” Investors can profit from bigger price swings by trading options contracts.
***US economy***

US Economy – low oil best

Low oil prices would jumpstart the US economy – stocks, consumer spending, inflation and transportation industry

Jim Jubak, senior markets editor for MSN Money. Previously, he served as senior financial editor at Worth magazine and as editor of Venture magazine, 9/12/2006 

The last month has given investors a lot of evidence of how a modest pullback in oil prices can fuel a stock market rally. For example, on Sept. 8, the $1.07 drop in the price of a barrel of oil (for October delivery) to $66.25 was enough to reverse a two-day sell-off and push the Dow Jones Industrial Average ($INDU) up 31 points. And the decline in oil from $77 on Aug. 8 to recent levels was enough to propel the S&P 500 Stock Index ($INX) to a 3% gain for the month and to sustain the market's rally into the historically weak last two weeks of August. The S&P 500 ($INX) climbed 1% during that period. Lower oil prices would have domino effect Gross Domestic Product (GDP) numbers don't react that quickly to short-term changes in energy prices, but $64 a barrel oil in June 2007 would be enough to give the economy a big boost over the course of a year. Consumers would have more to spend -- or at least not less -- thanks to lower or steady prices at the pump. Lower fuel prices would take the pressure off profits at companies from airlines to truckers to railroads to retailers such as Wal-Mart Stores (WMT, news, msgs). The Federal Reserve would breathe a sigh of relief, too, if energy costs stopped pushing prices upward, and Ben Bernanke and company at the Fed would be more likely to keep their fingers off the rate-increase trigger.  Sweet scenario, no? Lower oil prices keep economic growth higher than expected, keep the Federal Reserve on the sidelines, and push up stock prices in 2007.
The US is key to global economy

Walter Russell Mead, Kissinger Senior Fellow at the Council of Foreign Relations, Foreign Policy. 3/1/04
Similarly, in the last 60 years, as foreigners have acquired a greater value in the United States--government and private bonds, direct and portfolio private investments--more and more of them have acquired an interest in maintaining the strength of the U.S.-led system. A collapse of the U.S. economy and the ruin of the dollar would do more than dent the prosperity of the United States. Without their best customer, countries including China and Japan would fall into depressions. The financial strength of every country would be severely shaken should the United States collapse. Under those circumstances, debt becomes a strength, not a weakness, and other countries fear to break with the United States because they need its market and own its securities. Of course, pressed too far, a large national debt can turn from a source of strength to a crippling liability, and the United States must continue to justify other countries' faith by maintaining its long-term record of meeting its financial obligations. But, like Samson in the temple of the Philistines, a collapsing U.S. economy would inflict enormous, unacceptable damage on the rest of the world. That is sticky power with a vengeance.

High oil bad – US economy

high oil prices threaten multiple sectors of the u.s. economy

The Southern States Energy Board, AMERICAN ENERGY SECURITY: BUILDING A BRIDGE TO ENERGY INDEPENDENCE AND TO A SUSTAINABLE FUTURE, July 2006, p. 2-3.

Americans are nearly unanimous in the belief that dependence on imported oil is a very serious problem. Fully 92% The latest oil price surge is unique. Unlike the high prices that resulted from the 1973 oil embargo and the Iranian revolution of 1979, there have been no recent major oil supply disruptions. Either oil producers around the world simply cannot meet rapidly increasing global demand, or OPEC members (and possibly others) are manipulating oil supplies and prices for maximum profit (and perhaps to retaliate economically against U.S. policies on terrorism and democracy). In either case, rapidly. rising oil prices have disturbing implications for the U.S. economy and for U.S. energy security Oil and natural gas price increases in recent years have had a profound impact on U.S. businesses. Increased energy prices have required companies to pass along price increases to consumers, change capital investment, alter the way businesses are run, or, in the extreme, go out of business. The sectors most at risk include: * The aviation industry, both commercial airlines and cargo airlines, including air transportation industry manufacturers and suppliers * The agriculture industry, including pesticide and fertilizer manufacturers • The automobile industry, including the supporting parts manufacturers and the sales infrastructure • Trucking companies, landscapers, laundry and dry-cleaning firms, restaurants, delivery businesses, taxi and limousine services, florists, and numerous other energy-dependent businesses
A surge in oil prices would cause an inflationary spiral, hurting the US economy

Jonathan Tepperman, senior editor at Foreign Affairs, 5/1/2004, Charleston Daily Mail

A surge in oil prices would hurt everyone: consumers, by making transportation and heating far more expensive; and producers, by increasing the cost of their energy and other raw materials. This would raise the price of finished goods, decreasing sales and hitting consumers yet again.  Worse, as we saw in the 1970s, a sudden jump in oil prices could also cause interest rates to skyrocket, setting off a dangerous inflationary spiral. 

High oil prices cause inflation

BusinessWorld (Philippines), 5/24/2004
Government officials are also concerned about having to change inflation targets in line with the increase in oil prices. On their part, workers are seeking a wage hike in light of the spiraling effect of the increase in oil prices on the cost of commodities.

High oil bad – hegemony (1)

surging oil prices/dependence are destroying the u.s.’s superpower status

Michael T. Klare, Professor, Peace and World Security Studies, Hampshire College, “Portrait of an Oil-Addicted Fromer Superpower,” TOMDISPATCH.COM, 5-9-08, www.commondreams.org/archive/2008/05/09/8832/, 

Nineteen years ago, the fall of the Berlin Wall effectively eliminated the Soviet Union as the world’s other superpower. Yes, the USSR as a political entity stumbled on for another two years, but it was clearly an ex-superpower from the moment it lost control over its satellites in Eastern Europe. Less than a month ago, the United States similarly lost its claim to superpower status when a barrel crude oil roared past $110 on the international market, gasoline prices crossed the $3.50 threshold at American pumps, and diesel fuel topped $4.00. As was true of the USSR following the dismantling of the Berlin Wall, the USA will no doubt continue to stumble on like the superpower it once was; but as the nation’s economy continues to be eviscerated to pay for its daily oil fix, it, too, will be seen by increasing numbers of savvy observers as an ex-superpower-in-the-making. That the fall of the Berlin Wall spelled the erasure of the Soviet Union’s superpower status was obvious to international observers at the time. After all, the USSR visibly ceased to exercise dominion over an empire (and an associated military-industrial complex) encompassing nearly half of Europe and much of Central Asia. The relationship between rising oil prices and the obliteration of America’s superpower status is, however, hardly as self-evident. So let’s consider the connection. Dry Hole Superpower The fact is, America’s wealth and power has long rested on the abundance of cheap petroleum. The United States was, for a long time, the world’s leading producer of oil, supplying its own needs while generating a healthy surplus for export.

high oil prices gut hegemony—trade deficits, enrich our enemies

Michael T. Klare, Professor, Peace and World Security Studies, Hampshire College, “Bad Oil News Here to Stay,” ASIA TIMES 3-13-08, www.atimes.com/atimes/Global_Economy/JC13Dj03.html, 
Finally, there are the implications for the United States as a whole. Because the US relies on petroleum for approximately 40% of its total energy supply, and because nearly two-thirds of its crude oil must be imported, this country will be forced to devote an ever-increasing share of its national wealth to energy imports. If oil remains at or above the $100 per barrel mark in 2008, and, as expected, the United States imports some 4.75 billion barrels of the stuff, the net outflow of dollars is likely to be in the range of $475 billion. This will constitute the largest single contribution to America's balance-of-payments deficit and will surely prove a major factor in the continuing erosion of the dollar. The principal recipients of petro-dollars - the major oil-producing states of the Persian Gulf, the former Soviet Union and Latin America - will undoubtedly use their accumulating wealth to purchase big chunks of prime American assets or, as in the case of Hugo Chavez of Venezuela or the Saudi princes, pursue political aims inconsistent with American foreign policy objectives. America's vaunted status as the world's sole superpower will prove increasingly ephemeral as new petro-superpowers - a term coined by Senator Richard Lugar of Indiana - come to dominate the geopolitical landscape. So, while March 3 may have only briefly made the headlines here, it may well be remembered as the true "black Monday" of our new century, the moment when energy costs became the decisive factor in the balance of global economic power.

U.S. military power depends upon access to cheap oil

Michael T. Klare, Professor, Peace and World Security Studies, Hampshire College, “Portrait of an Oil-Addicted Fromer Superpower,” TOMDISPATCH.COM, 5-9-08, www.commondreams.org/archive/2008/05/09/8832/, 

No less important was the role of abundant petroleum in fueling the global reach of U.S. military power. For all the talk of America’s growing reliance on computers, advanced sensors, and stealth technology to prevail in warfare, it has been oil above all that gave the U.S. military its capacity to “project power” onto distant battlefields like Iraq and Afghanistan. Every Humvee, tank, helicopter, and jet fighter requires its daily ration of petroleum, without which America’s technology-driven military would be forced to abandon the battlefield. No surprise, then, that the U.S. Department of Defense is the world’s single biggest consumer of petroleum, using more of it every day than the entire nation of Sweden.

High oil bad – hegemony (2)

OIL DEPENDENCE SAPS OUR ECONOMY TO PAY FOR IT, GUTTING U.S. POWER

Michael T. Klare, Professor, Peace and World Security Studies, Hampshire College, “Portrait of an Oil-Addicted Fromer Superpower,” TOMDISPATCH.COM, 5-9-08, www.commondreams.org/archive/2008/05/09/8832/, 

Though few fully realized it, this represented a significant erosion of sovereign independence even before the price of a barrel of crude soared above $110. By now, we are transferring such staggering sums yearly to foreign oil producers, who are using it to gobble up valuable American assets, that, whether we know it or not, we have essentially abandoned our claim to superpowerdom. According to the latest data from the U.S. Department of Energy, the United States is importing 12-14 million barrels of oil per day. At a current price of about $115 per barrel, that’s $1.5 billion per day, or $548 billion per year. This represents the single largest contribution to America’s balance-of-payments deficit, and is a leading cause for the dollar’s ongoing drop in value. If oil prices rise any higher — in response, perhaps, to a new crisis in the Middle East (as might be occasioned by U.S. air strikes on Iran) — our annual import bill could quickly approach three-quarters of a trillion dollars or more per year. While our economy is being depleted of these funds, at a moment when credit is scarce and economic growth has screeched to a halt, the oil regimes on which we depend for our daily fix are depositing their mountains of accumulating petrodollars in “sovereign wealth funds” (SWFs) — state-controlled investment accounts that buy up prized foreign assets in order to secure non-oil-dependent sources of wealth. At present, these funds are already believed to hold in excess of several trillion dollars; the richest, the Abu Dhabi Investment Authority (ADIA), alone holds $875 billion. The ADIA first made headlines in November 2007 when it acquired a $7.5 billion stake in Citigroup, America’s largest bank holding company. The fund has also made substantial investments in Advanced Micro Systems, a major chip maker, and the Carlyle Group, the private equity giant. Another big SWF, the Kuwait Investment Authority, also acquired a multibillion-dollar stake in Citigroup, along with a $6.6 billion chunk of Merrill Lynch. And these are but the first of a series of major SWF moves that will be aimed at acquiring stakes in top American banks and corporations. The managers of these funds naturally insist that they have no intention of using their ownership of prime American properties to influence U.S. policy. In time, however, a transfer of economic power of this magnitude cannot help but translate into a transfer of political power as well. Indeed, this prospect has already stirred deep misgivings in Congress. “In the short run, that they [the Middle Eastern SWFs] are investing here is good,” Senator Evan Bayh (D-Indiana) recently observed. “But in the long run it is unsustainable. Our power and authority is eroding because of the amounts we are sending abroad for energy….”

HIGH OIL COSTS/DEPENDENCE GUT OUR HARD POWER, DESTROYING HEGEMONY

Michael T. Klare, Professor, Peace and World Security Studies, Hampshire College, “Portrait of an Oil-Addicted Fromer Superpower,” TOMDISPATCH.COM, 5-9-08, www.commondreams.org/archive/2008/05/09/8832/, 

Worse yet, the U.S. military will need even more oil for the future wars on which the Pentagon is now doing the planning. In this way, the U.S. experience in Iraq has especially worrisome implications. Under the military “transformation” initiated by Secretary of Defense Donald Rumsfeld in 2001, the future U.S. war machine will rely less on “boots on the ground” and ever more on technology. But technology entails an ever-greater requirement for oil, as the newer weapons sought by Rumsfeld (and now Secretary of Defense Robert Gates) all consume many times more fuel than those they will replace. To put this in perspective: The average G.I in Iraq now uses about seven times as much oil per day as G.I.s did in the first Gulf War less than two decades ago. And every sign indicates that the same ratio of increase will apply to coming conflicts; that the daily cost of fighting will skyrocket; and that the Pentagon’s capacity to shoulder multiple foreign military burdens will unravel. Thus are superpowers undone.

***Russia***

Russia Economy (1)

High Oil Prices undermine the Russian economy and undermine reform efforts which are key to economic growth

Prime-Tass English-language Business Newswire October 13, 2005
Oil prices may be at all time highs, but Russia's GDP growth in 2005 is expected to decline from its 2004 level even as oil money is pouring into government coffers. Although it is often said that the Russian economy is booming thanks to the high oil price this is not the current reality. What is worse, some economists argue, even higher oil prices may damage Russian economic reforms and increase the government's control over the economy.  Russia's GDP, rose 5.8% in January-August, according to the Economic Development and Trade Ministry. GDP was up 7.3% in January-August last year. 'A more accurate statement is that Russia is maintaining a high growth rate thanks to a high oil price,' Natalya Orlova, economist at Alfa Bank, said. 'The problem is that the growth rate is not accelerating. Russia's GDP growth was 7.1% in 2004 and will fall to just under 6% in 2005. Should oil prices drop, the growth rate could fall to 3% or 4%,' she added. But the financial situation of the Russian government has significantly improved thanks to high oil prices, economists said. 'Most of the gains from (high oil prices) are simply going to radically improve the state's international balance sheet,' Al Breach, chief economist at Brunswick UBS, said in a September report. 'There are considerable second-order effects of this improvement, but it is not the oil money directly that is fuelling the rapid domestic demand growth.' 'The clear beneficiaries of the high (oil) prices are the budget and Stabilization Fund,' Breach added. Breach said that since big oil receipts now go to the budget surplus and reserves the economy is running on U.S. USD 30 per barrel oil price, not USD 60 per barrel oil price. "This is very positive: it boosts creditworthiness, keeps vulnerability to oil prices low, and allows for sustained, strong expansion,' Breach said.  However, the downturn in GDP growth along with protests by dissatisfied public sector workers over low salaries has only increased pressure on the government to spend from the Stabilization Fund. The Stabilization Fund, which was established on January 1, 2004, accumulates the federal budget's extra revenues from progressive oil export taxes on Urals blend oil prices exceeding USD 20 per barrel. President Vladimir Putin has signed a bill into a law hiking the base oil price used for calculating contributions to the Stabilization Fund to USD 27 per barrel starting January 1, 2006. Established in 2004, the Stabilization Fund has accumulated 960.7 billion rubles as of October 1. The Fund is projected to amount to 1.425 trillion rubles as of January 1, 2006, Russia's Finance Minister Alexei Kudrin said last month. Putin said on September 27 that Russia's Stabilization Fund would not be used for social purposes, but to stabilize the Russian economy. "It (Stabilization Fund) is being formed not to resolve social issues but to keep macroeconomic figures stable, to not destroy the economy, to prevent prices hikes and restrict inflation," Putin said. Russian government officials have also reiterated that the fund is only to be used for reserve purchases and debt repayment. The Finance Ministry plans to pay USD 10 billion-USD 15 billion on Russia's sovereign foreign debt ahead of schedule in 2006, Kudrin said last month. In the remainder of this year, Russia plans to pay USD 3 billion-USD 5 billion on Russia's sovereign foreign debt ahead of schedule, Kudrin added. The early debt repayment is to be financed from Russia's Stabilization Fund, he added. So far this year Russia paid USD 18.3 billion ahead of schedule to the International Monetary Fund, or IMF, and the Paris Club of creditors. 'Finance Minister Alexei Kudrin has so far won the fight so that all money going to the Stabilization Fund can only be used for reserve purchases or debt repayment,' Breach said. 'While there is loosening planned in 2006, the budget should balance at USD 33 per barrel Brent prices,' he added. Some economists believe the time has already come to remove the lock from the Stabilization Fund. Allowing too much cash to be tied up in the Stabilization Fund could be a drag on the economy, Orlova of Alfa Bank said. 'I don't believe the government is properly managing the oil revenues,' she said. 'The Stabilization Fund has expanded greatly and the economy needs this money. They should increase spending, but first they have to define where the money should be spent and evaluate the macroeconomic implications,' Orlova added. Funds must be allocated for projects in a way that will minimize the inflationary impact, analysts said, such as projects to improve infrastructure or create employment. 'However, the government should not necessarily expect to meet its goal of lowering inflation to 4% in two years (if spending is increased),' she added. Other economists believe any spending from the Stabilization Fund would be irresponsible given the government's stated goal to lower inflation. 'I don't think any (of the money) in the Stabilization Fund should be released, there are other sources within the budget that can be reallocated to achieve the government's spending priorities,' Yevgeny Nadorshin, chief economist at Trust Investment Bank, said. 'There is a very important reason for this, and that is a political and economic obligation to lower inflation. If the CBR (Central Bank of Russia) continues its current exchange rate policy they need the Stabilization Fund to remain untouched (in order to control inflation),' Nadorshin said. Nadorshin believes the government will not have misgivings about spending from the Stabilization Fund if oil prices decline. 'The government always has an intention to spend from the Stabilization Fund if oil prices decrease,' Nadorshin said. 'I disagree with this policy. As soon as they touch the Stabilization Fund will face monetary problems, namely high inflation. If the government is faced with a budget deficit I would rather they finance the debt with bonds instead of turning to the Stabilization Fund.' With Duma elections scheduled for 2007 and a presidential election in 2008 politicians could have another excuse to spend from the Stabilization Fund in order to curry favor with voters. 'There will probably be some pressure (on politicians) to increase spending, but any expansion of spending would most likely be moderate, healthy and would not have adverse affects,' Orlova of Alfa Bank said. But some analysts said it is possible that oil prices rise to USD 100 per barrel and remain at that level for an extended period of time. 'Under our USD 100 per barrel scenario the picture starts to border on the surreal: Putin's goal of doubling GDP by 2012 would be met in 2011 and his 2000 target of catching Portugal on a GDP per capita basis within 15 years would have been achieved in 2012,' Peter Westin, chief economist at Aton Capital, wrote in a recent report. But Orlova said the picture may not be that exciting. 'The implications are that Russia will become more dependent on oil, local producers will loose their competitiveness to importers and the budget will rely even more on oil revenues,' she said Orlova. This scenario would be negative for Russia, Nadorshin of Trust Bank said. 'High oil prices do not always bring extraordinary growth,' he said. 'Domestic energy prices also increase, causing the producer price index to rise, making it problematic for industry to develop. I would expect stagnation to occur, even in an environment with an incredibly high budget surplus. (An oil price of USD 100) would threaten institutional modifications necessary for the economy to expand,' he added. Contrary to popular opinion, oil wealth is not always a blessing and can create more problems than it solves, economists said. 'Oil wealth allows governments to pursue populist, short-termist policy and reduces the incentive to make hard decisions,' Breach said. 'For example, why privatize UES and the electricity industry when one could simply use some of the ample state funds to renew its capital stock? Or worse still, why not buy up more previously privatized assets? Put another way, the best case would be for the oil windfall to be used to help mitigate the effects of speeded-up reform, rather than used to delay needed ones,' he added. End
Russia Economy (2)

Russian economic collapse causes nuclear conflict
Steven David, Prof. of political science at Johns Hopkins, 1999, Foreign Affairs

If internal war does strike Russia, economic deterioration will be a prime cause. From 1989 to the present, the GDP has fallen by 50 percent. In a society where, ten years ago, unemployment scarcely existed, it reached 9.5 percent in 1997 with many economists declaring the true figure to be much higher. Twenty-two percent of Russians live below the official poverty line (earning less than $ 70 a month). Modern Russia can neither collect taxes (it gathers only half the revenue it is due) nor significantly cut spending. Reformers tout privatization as the country's cure-all, but in a land without well-defined property rights or contract law and where subsidies remain a way of life, the prospects for transition to an American-style capitalist economy look remote at best. As the massive devaluation of the ruble and the current political crisis show, Russia's condition is even worse than most analysts feared. If conditions get worse, even the stoic Russian people will soon run out of patience. A future conflict would quickly draw in Russia's military. In the Soviet days civilian rule kept the powerful armed forces in check. But with the Communist Party out of office, what little civilian control remains relies on an exceedingly fragile foundation -- personal friendships between government leaders and military commanders. Meanwhile, the morale of Russian soldiers has fallen to a dangerous low. Drastic cuts in spending mean inadequate pay, housing, and medical care. A new emphasis on domestic missions has created an ideological split between the old and new guard in the military leadership, increasing the risk that disgruntled generals may enter the political fray and feeding the resentment of soldiers who dislike being used as a national police force. Newly enhanced ties between military units and local authorities pose another danger. Soldiers grow ever more dependent on local governments for housing, food, and wages. Draftees serve closer to home, and new laws have increased local control over the armed forces. Were a conflict to emerge between a regional power and Moscow, it is not at all clear which side the military would support. Divining the military's allegiance is crucial, however, since the structure of the Russian Federation makes it virtually certain that regional conflicts will continue to erupt. Russia's 89 republics, krais, and oblasts grow ever more independent in a system that does little to keep them together. As the central government finds itself unable to force its will beyond Moscow (if even that far), power devolves to the periphery. With the economy collapsing, republics feel less and less incentive to pay taxes to Moscow when they receive so little in return. Three-quarters of them already have their own constitutions, nearly all of which make some claim to sovereignty. Strong ethnic bonds promoted by shortsighted Soviet policies may motivate non-Russians to secede from the Federation. Chechnya's successful revolt against Russian control inspired similar movements for autonomy and independence throughout the country. If these rebellions spread and Moscow responds with force, civil war is likely. Should Russia succumb to internal war, the consequences for the United States and Europe will be severe. A major power like Russia -- even though in decline -- does not suffer civil war quietly or alone. An embattled Russian Federation might provoke opportunistic attacks from enemies such as China. Massive flows of refugees would pour into central and western Europe. Armed struggles in Russia could easily spill into its neighbors. Damage from the fighting, particularly attacks on nuclear plants, would poison the environment of much of Europe and Asia. Within Russia, the consequences would be even worse. Just as the sheer brutality of the last Russian civil war laid the basis for the privations of Soviet communism, a second civil war might produce another horrific regime. Most alarming is the real possibility that the violent disintegration of Russia could lead to loss of control over its nuclear arsenal. No nuclear state has ever fallen victim to civil war, but even without a clear precedent the grim consequences can be foreseen. Russia retains some 20,000 nuclear weapons and the raw material for tens of thousands more, in scores of sites scattered throughout the country. So far, the government has managed to prevent the loss of any weapons or much material. If war erupts, however, Moscow's already weak grip on nuclear sites will slacken, making weapons and supplies available to a wide range of anti-American groups and states. Such dispersal of nuclear weapons represents the greatest physical threat America now faces. And it is hard to think of anything that would increase this threat more than the chaos that would follow a Russian civil war.
Undermine economy

High Prices undermine Russian economy, spur inflation and spur investor flight  

Channel NewsAsia 2004 (Aug 8, “High Oil Prices”, lexis) 

Moscow could, however, have trouble keeping inflation below 10 percent this year because of increased liquidities provided by oil revenue, warned Andrei Kelpach, in charge of forecasting at the economic development ministry. Stephen O’Sullivan of the investment group UFG said: “Record oil prices are good for the state’s coffers but they do not encourage reforms” that are key to the development of the Russia’s economy. The International ratings agency Standard and Poor’s stressed in mid July that there was a growing risk of Russian reforms slowing down as they ran into resistance from political and industrial interests as well as from public opinion. A government awash in oil revenue could easily be tempted to delay unpopular structural economic reforms. Capital flight plague Russian in the 1990s could increase this year as well. Gref has estimated that net capital outflows would reach 8.5 billion dollars this year, while in January authorities had been counting on a net inflow. “The Yukos crisis has played a role in the capital flight” Kantorovich said “ Investors prefer to put their capital elsewhere.” Russian tax officials are pressing Yukos, the country’s biggest oil company, to pay billions in back taxes even while justice officials block bank accounts that would allow Yukos to continue daily operations and pay off the arrears.  

Undermine economy – dutch disease

Money from high oil prices causes inflation, dutch-disease, and is empirically wasted by corrupt conglomerates

The Economist, May 22, 2004 The economist v371 i8376 p9US 

Even so, thanks to high oil prices, the federal government has run budget surpluses. Isn't this good? No: the money all too often bails out regional governments, which use it as a quick fix for local unemployment by creating public-sector jobs, when it would be better spent on building infrastructure or lowering taxes to help the private sector.  Nor is the oil cash an unmixed blessing for the economy (see chart 5, next page). Combined with a weak dollar, it has driven up the rouble much faster than the central bank would like, leading some economists to argue that Russia still risks catching "Dutch disease": a strong currency, rising imports, less competitive exports. Banks are trying to lend as much as they can, so there might be a small wave of defaults in two or three years. But the banking system is too shallow to absorb all the cash washing around. Top officials have started flagging up the risk of an asset-price bubble.  The surplus cash, along with flight capital returning from abroad, is fuelling what Roland Nash at Renaissance Capital, a Moscow investment bank, describes as "the mother of all shopping sprees" by the big conglomerates, often compared to Korea's overgrown chaebol; their rush of acquisitions is leaving "small islands of industry in a sea of chaebolised assets". Though these firms are driving a much-needed consolidation of the leftovers of Soviet industry, they are--according to the World Bank--no more efficiently run than other businesses, and their market power and ability to wring favours from regional governments is a threat to smaller firms. 

***A2 high oil good***

A2 high oil good for economy

McKillop’s claims that high oil prices boost the global economy are wrong

Don Egginton, June 14, 2004, Oil and Gas Journal

McKillop makes a number of assertions and observations that are repeated below. There are a number of other, extraneous comments in McKillop's article, but these are not dealt with.   Observations lead McKillop to conclude that sharply rising oil and gas prices increase economic growth rates. For example, during 1975-79, with oil prices in today's prices at $ 38-55/bbl, most countries in the Organization for Economic Cooperation and Development achieved growth rates of about 3.75%/year.  McKillop's view starts from the observation that high oil prices and rapid gross domestic product growth can coincide. He attributes this to high oil prices causing high growth. Yet correlation does not indicate causation.  It is more plausible to believe that oil prices are high because a fast-growing world economy (or expectations thereof) raises the world demand for oil. In this situation, the depressing effects of high oil prices -- falling GDP and rising inflation and unemployment -- are masked by growth, and inflation is exacerbated by it. Causation flows from strong demand to high oil prices, and therefore, inferring that high prices can boost world activity is wrong. What McKillop would have to do is distinguish between high prices caused by strong demand and high prices caused by supply constraints. McKillop makes little attempt to do this.  Although McKillop points out that the OECD achieved growth during 1975-79 of 3.75%/year, it should be noted that this is well below the growth rates achieved in 1961-73 of 5.5%/year. In fact, 1974 and 1975 recorded the lowest consecutive annual growth rates since figures began in 1961, with an average growth rate of just 0.9% year-on-year. The slow growth after the 1973-74 oil price shock is consistent with the standard view, not McKillop's. 

McKillop’s claims that the last 4 oil shocks were not detrimental to oil demand are misleading, his own data proves him wrong

Don Egginton, June 14, 2004, Oil and Gas Journal

McKillop also asserts that there have been four oil price shocks since 1973 but that none of these "had an immediate, large impact on demographic demand [oil demand per capita]."  This assertion hinges on the word "immediate." No economist, policy advisor, or even politician expects the economy to react immediately to changes in the economic environment. Lags in reaction to changes in the economic environment are an important part of all economies. Once this is acknowledged, it is clear from McKillop's Table 1 (replicated in part in Table 1 here) that the very high real price of oil in 1979 subsequently led to significantly reduced demographic demand. Moreover, his data for 1985 also show that high oil prices below his $ 75-100/bbl estimate also reduced demand.

Mckillop’s claims that high oil prices increases demand are inapplicable to the real world

Don Egginton, June 14, 2004, Oil and Gas Journal

McKillop also claims that higher oil prices, at least up to $ 75-100/bbl, will result in a fall in world oil demand and are "doomed to failure" because high oil prices lead to higher demand for oil. McKillop labels this a "reverse elasticity," which is wrong.  For this to be correct higher prices would have to lead to higher demand for oil without other factors changing. Economists know this as the Giffen paradox but have yet to provide conclusive evidence that the theoretical possibility exists in practice. If McKillop could show oil is a "Giffen good," this would be a revelation. Unfortunately, McKillop's argument rests upon a transfer of resources rather than a price effect, and his "reverse elasticity" is a simple distributional effect because of the alleged differences in the propensities to consume.

A2 high oil good for small economies

McKillop’s argument that high oil prices help poor nations and the global economy in turn are empirically disproven; high oil prices are bad for poor nations

Don Egginton, June 14, 2004, Oil and Gas Journal

In essence, McKillop argues the following:  Higher oil prices stimulate the non-OECD world economy and then stimulate growth inside the OECD. Rapidly rising oil prices raise the prices of commodities, and this enables commodity-exporting countries to raise their consumption of imports from both other non-OECD countries and OECD countries. Increases in activity raise the demand for oil, and the process iterates in a Keynesian-multiplier fashion leading to higher world GDP.  The heart of the argument is that higher oil prices raise the prices of substitute fuels and other commodities, in turn raising the spending power of these countries, and the world's GDP grows through a Keynesian spending multiplier. McKillop's view ignores the negative effect on oil importing countries, which is highlighted in the standard view set forth here later, merely saying that the propensity to consume in commodity exporters is higher than in the oil importing countries.  These central themes are simply incorrect. Using The Economist "all-items" index in US dollars as a measure of commodity prices, we find that this is negatively correlated with oil prices measured by the average of the Arab Light and Arab Heavy oil prices. What this means is that nonoil commodity exporters also see their terms of trade worsen when oil prices rise and the same effects as described in the standard view impact them.  Furthermore, there is no evidence to suggest that the propensity to spend of oil exporters is higher than the propensity to spend of oil importers. The International Monetary Fund estimates that only about a third of the additional revenues is spent by oil producers in the first year of rising oil prices, rising to three fourths after 3 years.n2 This produces a negative Keynesian-multiplier effect on the world economy. These comments point to the uncomfortable truth: Poor commodity producing countries without net oil exports are hurt by rising real oil prices.  McKillop also contends that higher oil prices help poorer countries to develop oil, gas, and coal resources; without higher oil prices, the funds to develop these resources will not be available.  Higher oil prices will not help poorer countries develop oil, gas, and coal resources if, in the short term, they are paying more for their oil imports. Indeed, higher oil prices, by raising interest rates to offset inflation, might hinder development of these energy sources. In fact, McKillop ignores the role of the world's capital markets in making resources available for economic development and, consequently, a rise in oil prices is not a necessary prerequisite for investment in new oil fields.

High oil prices are bad for the global economy and indebted nations

Don Egginton, June 14, 2004, Oil and Gas Journal

The answer to the question, How much will high oil prices hurt? depends on how high oil prices rise, how long they rise for, and which country is examined.  The IMF study previously cited provides the following estimates of a $ 5/bbl increase (20%) in the oil price.  The rise in oil prices leads to a loss of GDP over a protracted period. Moreover, although the losses in the developing countries are initially smaller than in industrialized countries, the real impact on the poorest countries is masked by the presence of oil exporters within this category.  IMF estimates that, for the 29 most heavily indebted poor countries (HIPC), the loss of GDP in the first year after the simulated 20% oil price rise will exceed the 0.1% fall shown in Table 2 for 28 of these countries. The average decline in GDP will be 0.8%, and for Laos the decline would be 2.2% in the first year of the simulation.

A2 shocks bounce back

Price spikes limit economic recovery

Paul Roberts, energy expert and writer for Harpers,2004, The End of Oil, pg. 108

Yet for many in the West, the Gulf War had simply reemphasized the fundamental flaws in the oil order. Even if OPEC had declared an era of price stability, Western observers, particularly in the United States, contin​ued to argue that as long as oil remained under the political control of states like Saudi Arabia and Venezuela, volatility would pose an enormous risk to the fast-growing global economy. Research showed that after each of the six major oil price spikes since the Second World War, global economic activity had begun to fall within six months; typically, every five-dollar in​crease in oil prices brought a .5 percent decline in economic growth. Worse, the effects of price hikes were “asymmetrical.” When prices came back down, economies usually regained only about a tenth of what they had lost in the preceding spike. Cumulatively, according to energy economist Philip Verleger, price spikes had cost the economy 15 percent in growth, and more than a $1.2 trillion in direct losses, “as well as uncountable costs in personal dislocations.”

A2 Stockpile solves

The US can’t stockpile oil—the OECD prevents it

Anthony Cordesman, Arleigh A. Burke Chair in Strategy at CSIS, January 30 2004, http://www.csis.org/burke/mees/meeafteriraq.pdf

Oil is a global commodity distributed in a global market. With the exception of differences in price because of crude type and transportation costs, all buyers compete equally for the supply of available exports, and the direction and flow of exports changes according to demand. The percentage of oil that flows from the Middle East to the United States at any given time has little strategic or economic importance. If a crisis occurs, or prices change drastically, the source of U.S. imports will change accordingly. Moreover, the United States is required to share all imports with other Organization for Economic Co-operation and Development (OECD) countries in a crisis under the monitoring of the IEA. In a crisis, the United States will pay the same globally determined price as any other nation.

A2 Good for renewables

Economic damage and slow rate of conversion prevents a shift to renewables from high prices

David Goodstein, Physicist and Vice Provost at California Institute of Technology, 2004, Out of Gas, pg. 32

Once past Hubbert’s peak, as the gap between rising demand and falling supply grows, the rising price of oil may make those alternative fuels economically competitive, but even if they are net energy positive, it may not prove possible to get them into production fast enough to fill the growing gap. That’s called the rate-of-conversion problem. Worse, the economic damage done by rapidly rising oil prices may under​mine our ability to mount the huge industrial effort needed to get the new fuels into action.

The response to high prices will be rash and rate of conversion problems prevent a quick transition

David Goodstein, Physicist and Vice Provost at California Institute of Technology, 2004, Out of Gas, pg. 47

Speaking of conventional economics, economists firmly believe that when the oil starts to run out, the rising price will bring other more expensive fuels to the marketplace. As we have already seen, the truth is a little more complicated than that. History shows that we don’t react in an orderly, pre​dictable way even to a temporary shortage of our precious gasoline. And whether we panic or not, the rate-of-conversion problem is likely to defeat us. Also, no other fossil fuel can replace the cheap oil that is the cornerstone of our civilization. And finally, if we do manage to burn up the other fossil fuels too, the consequences for our climate cannot be predicted. All in all, we clearly have a serious energy problem.

Indonesia proves uncertainties prevent new investment

Malaysian Business, 7/1/2004
But there's another problem: the world is running out of oil. There is increasing evidence that world oil discoveries peaked in the 1960s and have since steadily declined. OPEC's declaration of massive oil reserves is at best suspect, since none are independently verifiable. Indonesia, the current president of OPEC and the largest and most populous country in Southeast Asia, was once a net oil exporter, but its production has fallen from 1.2 million barrels per day to 1.1 million - below its OPEC quota of 1.27 million. In the last two months, Indonesia has slipped to become a net oil importer. Worse, no new investors are pouring money into new discoveries as old ones face depletion. Were it not for world uncertainties, oil investors staying away in droves at a time when world oil is fetching record prices would have seemed peculiar.  
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