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1nc russia 
Russia is in the process of shifting to a non-oil-dependent economy—but they’re still vulnerable to price swings now

CIA 6/15 (Central Intelligence Agency, The World Factbook, JUNE 15 2011, https://www.cia.gov/library/publications/the-world-factbook/geos/rs.html, ZBurdette)
Russia has undergone significant changes since the collapse of the Soviet Union, moving from a globally-isolated, centrally-planned economy to a more market-based and globally-integrated economy. Economic reforms in the 1990s privatized most industry, with notable exceptions in the energy and defense-related sectors. The protection of property rights is still weak and the private sector remains subject to heavy state interference. Russian industry is primarily split between globally-competitive commodity producers - in 2009 Russia was the world's largest exporter of natural gas, the second largest exporter of oil, and the third largest exporter of steel and primary aluminum - and other less competitive heavy industries that remain dependent on the Russian domestic market. This reliance on commodity exports makes Russia vulnerable to boom and bust cycles that follow the highly volatile swings in global commodity prices. The government since 2007 has embarked on an ambitious program to reduce this dependency and build up the country's high technology sectors, but with few results so far. The economy had averaged 7% growth since the 1998 Russian financial crisis, resulting in a doubling of real disposable incomes and the emergence of a middle class. The Russian economy, however, was one of the hardest hit by the 2008-09 global economic crisis as oil prices plummeted and the foreign credits that Russian banks and firms relied on dried up. The Central Bank of Russia spent one-third of its $600 billion international reserves, the world's third largest, in late 2008 to slow the devaluation of the ruble. The government also devoted $200 billion in a rescue plan to increase liquidity in the banking sector and aid Russian firms unable to roll over large foreign debts coming due. The economic decline bottomed out in mid-2009 and the economy began to grow in the first quarter of 2010. However, a severe drought and fires in central Russia reduced agricultural output, prompting a ban on grain exports for part of the year, and slowed growth in other sectors such as manufacturing and retail trade. High oil prices buoyed Russian growth in the first quarter of 2011 and could help Russia reduce the budget deficit inherited from the lean years of 2008-09, but inflation and increased government expenditures may limit the positive impact of these revenues. Russia's long-term challenges include a shrinking workforce, a high level of corruption, difficulty in accessing capital for smaller, non-energy companies, and poor infrastructure in need of large investments. 

Russian economic collapse causes global nuclear war

Steven David, January/February 1999; Professor of International Relations and Associate Dean of Academic Affairs at the Johns Hopkins University, FOREIGN AFFAIRS, , http://www.foreignaffairs.org/19990101faessay955/steven-r-david/saving-america-from-the-coming-civilwars.html

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.
2nc eurasian stability scenario

Russian growth now is key to EU integration

IRT 9 (EU-Russia Industrialists Round Table, 11/18/2009, “Closer EU-Russia economic integration would help to kick-start growth”, http://www.eu-russia-industrialists.org/news_details.php?id=40, ZBurdette)
As the world’s economies are struggling to deal with the effects of the global economic crisis, EU and Russian business perceives little progress in formal EU-Russia economic relations since the previous summit. However, some notable developments concerning the EU and Russia deserve to be highlighted:

o There has been important alignment in the context of the G20 on general approaches to addressing the economic crisis, including on the part of the EU and Russia.

o Both the EU and Russia have shown resolve to find constructive solutions to the Ukrainian gas crisis.

o Recent transactions in a number of industries signal that economic cooperation continues to deepen despite the crisis.

On the other hand, certain developments cause uncertainty among the EU and Russian business communities:

o Despite the agreement at the recent G20 summits, in particular the commitment to refrain from protectionist measures, a number of measures have been taken that impede imports and exports between the EU and Russia; other decisions seem to make increases in tariff related trade barriers more probable in the future.

o Russia’s accession to the World Trade Organisation (WTO) can be seriously delayed by the formation of a Russia-KazakhstanBelarus customs union, especially if the future customs union’s Common External Tariff includes provisions departing from those agreed at bilateral negotiations between Russia and WTO members.

o Demand in the EU’s gas market, the most important export destination for Russian gas, as well as Russian domestic demand, have dropped significantly.

Against this mixed backdrop, the EU-Russia Industrialists’ Round Table (IRT) makes the following recommendations.

IRT recommendations

Government intervention in the EU and Russia has helped to soften the impact of the global economic crisis. We now need a recovery with sustainable economic growth that will enable business and industry to provide sustainable, high-quality jobs. This requires measures to promote economic modernisation and conditions favouring innovation. A number of opportunities exist and should be grasped jointly by the EU and Russia.

1. Modernisation, WTO Membership and the new EU-Russia agreement

o Deeper economic integration is a key driver of modernisation, innovation and economic growth. IRT’s long-term policy objective therefore remains the creation of an integrated EU Russia economic area, featuring a rules-based framework for mutual trade and investment, fair competition and freedom of cross-border movement for professionals. 

o The process of Russia’s WTO accession is the driver for the implementation of rules that will foster the modernisation of the Russian economy. 

o An ambitious new EU-Russia Agreement would represent a further step towards deeper economic integration. IRT expects this agreement to improve conditions for mutual trade and investment, and to spur closer cooperation on issues related to business and industrial policy. As the basic rules of the WTO lay down the principles guaranteeing a mutually beneficial trade relationship, they are the only viable basis for a new EU-Russia economic agreement on trade. Without WTO Membership, therefore, all the basic rules would need to be spelled out explicitly in the new agreement. If Russia was a WTO member, on the other hand, the new EU-Russia agreement would take WTO Membership as a basis, simply referring to the WTO commitments binding both parties. In the new context of a customs union being set up, IRT calls upon the political leadership of the EU and Russia to continue active steps towards Russia’s accession to WTO, which would significantly facilitate negotiations on a new agreement and bilateral economic integration in general. 

o For IRT, Russian WTO accession therefore remains a priority as the most promising way to return quickly to economic growth, and achieve progress in the modernisation and transformation to an innovative economy that provides sustainable and high-quality employment. 

o Independently from the new EU-Russia agreement, IRT finds it is crucially important for both the EU and Russia to apply the principles agreed at the recent G20 summits, in particular the commitment to refrain from protectionist measures even in the context of the crisis. For example, the ‘excise package’ currently under discussion in the State Duma appears to propose a disproportionate increase of excise duties on the products of an industry characterised by a large proportion of foreign investment, namely the brewery sector. Less favourable conditions for foreign investors operating in the industry could have unwanted effects on the perceived investment climate. IRT suggests that a bilateral expert group should be set up to compile a joint report on the effects on EU-Russia trade of government measures taken during the economic crisis.

European integration is key to prevent war 
Asmus ‘6 Ronald Asmus, Executive director of the German Marshall Fund’s Transatlantic Center in Brussels, Rethinking the European Union, Edited by Simon Serfaty, 2006, p. 25

There are four fundamental reasons why the United States has a real and growing interest in the success of the EU and European integration more broadly. The first is simply to sustain peace and stability in Europe. It is often taken for granted that Europe has ceased to be a theater of geopolitical competition and conflict. This is an extraordinary  historical accomplishment, for which Americans and European statesmen labored for most of the last century. It is stating the obvious to note that the United States has a core interest in Europe remaining peaceful and secure. Just imagine what the world would be like if  washington-in addition to the problems of the broader Middle East  and Asia-was also confronted with the prospect of strategic turmoil  in Europe. The success of the EU is the best guarantee that Europe remains peaceful, democratic, and secure in the decades ahead.  

The impact is a global war

Khalilzad ‘95

Zalmay Khalilzad, Defense Analyst at RAND and Former US Ambassador to Iraq and Afghanistan, Washington Quarterly, Spring, 1995, p. Lexis

With the shifting balance of power among Japan, China, Russia, and potential new regional powers such as India, Indonesia, and a united Korea could come significant risks of preventive or proeruptive war, Similarly, European competition for regional dominance could lead to major wars in Europe or East Asia. If the United States stayed out of such a war -- an unlikely prospect -- Europe or East Asia could become dominated by a hostile power. Such a development would threaten U.S. interests. A power that achieved such dominance would seek to exclude the United States from the area and threaten its interests-economic and political -- in the region. Besides, with the domination of Europe or East Asia, such a power might seek global hegemony and the United States would face another global Cold War and the risk of a world war even more catastrophic than the last.
2nc unique internals
Current prices will be high enough to sustain Russian growth – decreases cause economic instability
RIA Novosti 10 (Oct 10, 2010, “Russian economy to show stable growth with oil price above $60 - Kudrin” http://en.rian.ru/business/20101010/160898404.html)

The Russian economy will demonstrate stable growth next year if global oil prices stay above $60 per barrel, Finance Minister Alexei Kudrin said on Sunday. According to the Russian government's forecast, the price of Russia's Urals oil blend is expected to stay at the level of $75 per barrel in 2010 and 2011 and rise to $78 per barrel in 2012 and to $79 per barrel in 2013. The government's projections for Russia's federal budget in the next three years are based on the average annual price of $70 per barrel. According to data of the Russian Finance Ministry, the average price of Urals oil blend was $77.4 per barrel in September 2010 compared with $67.15 per barrel in September 2009.
Oil key to the Russian economy—stock trends prove

Stocker 7/6 (Frank, Die Weltm “IS RUSSIA REALLY SUCH A SOLID INVESTMENT?”, http://www.worldcrunch.com/russia-really-such-solid-investment/3403, ZBurdette)
Even if a few innovative Internet companies have cropped up, like the Mail.ru e-mail service or the Yandex search engine, both of which are listed on the stock market, they are mostly active only in Russia and therefore remain small players. They don’t have what it takes to be an international success story; they couldn’t even begin to compete with companies like Google or Facebook.

Russia‘s stock market will for the foreseeable future remain geared to oil and gas prices. That much is clear from the share prices on the Moscow exchange -- in dollars they follow oil prices almost slavishly. Let me rephrase: make that followed. Over the past few months, they’ve been a little lower than the price of oil. Definitely not a growth story. 

High prices now are key to the Russian economy – 40% of GDP
Bornell 2011 – business major (Jason, 4/5, “Russia Benefits from Increase in oil Prices” http://russianmind.com/content/russia-benefits-increase-oil-prices)

Russia is the world’s biggest energy exporter, Russia depends so much on oil and its prices, whereas the prices per barrel is expected to reach at $100 this year, which will totally erase the deficit from Russia’s budget .sooner the prices will reach $27 per barrel which will benefit Russia to great extent by leading to take 90 cents for each dollar. While the slow down of privatization can be a result of main focus of the total emphasis on oil earnings. Until the Japan Nuclear crisis occurred, the energy pendulum was emphasized on nuclear power, but the situation is leading to change the views, and Russia being rich in natural gas resources might benefit largely from the new movement of the present world’s scenario as Oil and Gas pays about 40 percent of Russia’s budget. And Although Russia is profiting to greater extent in terms of rise in oil prices, yet, it faced loss in investment sector, Leonid Grigoriev, who studies Russia’s energy economics at Moscow’s Higher School of Economics. “We have seen it in the Gulf Arab countries. and we saw it in Russia in the last 10 years that as the oil price is rising governments talk about the need for reform and using the money wisely, but as the price goes up too high, the whole process slows down, people become complacent, they become lazy, they live the good life as it were, until the collapse comes,” he said. “And then whole process starts again.” 
Oil prices key to the ruble and Russian bond markets
Bloomberg 6/24 (Jack Jordan, Jun 27, 2011, “Russia’s Ruble Declines to Four-Week Low Versus Dollar as Oil Price Slides”, http://www.bloomberg.com/news/2011-06-27/russia-s-ruble-declines-to-four-week-low-versus-dollar-as-oil-price-slides.html, ZBurdette)
The ruble slid to its weakest against the dollar in a month as oil, Russia’s chief export earner, dropped on speculation the International Energy Agency may release more of its stockpiles to steady prices.

The ruble lost 0.6 percent to 28.33 per dollar at the 5 p.m. close in Moscow, the weakest since May 25. The Russian currency was down 0.2 percent at 40.2 per euro, leaving it 0.4 percent weaker at 33.6715 versus the central bank’s target dollar-euro basket, its lowest level in two months based on closing prices.

The IEA will act again if needed after announcing its third release of emergency stockpiles since its creation in 1974 last week, aimed at stabilizing prices as the war in Libya chokes global crude supplies, Executive Director Nobuo Tanaka said in Beijing June 25. Crude for August delivery dropped as much as $1.34 a barrel today, and last traded down 1 percent at $90.22 a barrel.

“The oil and Russia relationship remains close,” Chris Weafer, chief strategist and head of research for Russia at ING Groep NV in Moscow, wrote in an e-mailed note June 25. Oil prices “will again be one of the major factors determining Moscow’s bourses and the ruble,” he wrote.

Crude prices slipped 15 percent in the three months after the IEA last released emergency supplies in September 2005. The agency released stockpiles after Hurricane Katrina knocked out 10 percent of U.S. refining capacity.

Russian government dollar bonds due 2015 fell, pushing the yield up eight basis points to 2.996 percent. The country’s ruble Eurobond yielded two basis points more at 7.021 percent.

Non-deliverable forwards, which allow companies to hedge against currency movements, show the ruble at 28.6088 per dollar in three months. 

High oil prices drives the Russian equity market – key to stabilizing overall interest rates and maintaining social spending that’s the lynchpin of stability
Bennallack 2011 – executive editor of Develop (Owain, March 3rd, “The one market you can buy on higher oil prices” http://www.fool.co.uk/news/investing/2011/03/03/the-one-market-you-can-buy-on-higher-oil-prices.aspx)

Yes, we're talking about Russia. As Matthias Siller, Investment Manager at Baring Asset Manager explains: "There is generally a close relationship between the performance of the Russian equity market and the oil price, with Russia lagging slightly. In a stronger oil price environment, it is our belief that the Russian market will gain upward momentum." The following graph shows the relationship between the oil price and the Russian market very clearly: Source: Baring Asset Management / Datastream, as at 24 Feb 2011 You can clearly see that going on this prior trend, the Russian market could be about to shoot upwards. It's already started 2011 with a bang in comparison with most other emerging markets, which have wilted. More reasons to buy Russia We're not habitual graph followers at the Fool. But there are very strong reasons why Russia rises when the oil price does -- principally, that the country is a huge exporter of oil, and its markets are stuffed to overflowing with oil producers. In the short term at least, higher oil prices will massively boost their profitability. It's estimated that a $150 barrel of oil would increase Russian oil firm's operating profitability by an average of 60-80%. But Baring's Matthias Siller points to two other reasons to be optimistic about Russian equities in this climate: ■More taxes for the government: It's an election year in Russia, and incumbents flush with oil-fuelled tax receipts could well increase infrastructural and social security spending, to the benefit of banks, construction firms, property companies, and retailers. ■A boost to oil production: Russian oil companies badly need to upgrade their facilities to get more of their reserves to market. A higher oil price would give the Russian authorities leeway to introduce better tax incentives to encourage this, which could enable Russia's producers to increase their output and profits. The Russian market is on a P/E of just 10 and forecast to fall to around 7, so on the face of it this is pretty compelling opportunity.

Oil prices key to Russian economy – key to their debt financing 
Brooke 2011 — journalist, VOA Russia Bureau Chief, previously Moscow Bureau Chief for Bloomberg and New York Times reporter (James, March 18, 2011, “Russia Gets Giant Boost from Rising Oil Prices” http://www.voanews.com/english/news/economy-and-business/Russia-Gets-Giant-Boost-from-Rising-Oil-Prices-118258659.html) 

As much of the world reels from civil unrest and natural disasters, Russia is cashing in on high oil prices that may allow it eliminate its budget deficit in 2011. Libya suspends oil exports. Political revolts put the Persian Gulf on edge. And Germany and Japan close one quarter of their nuclear reactors. In today’s energy world, Russia seems to be the winner. Producing 11 percent of the world’s energy output, Russia is the world’s biggest energy exporter. “This is a huge amount of energy - about five times more than Russia’s share of global GDP or population. This is the basic number,” said Leonid Grigoriev, who studies Russia’s energy economics at Moscow’s Higher School of Economics. With prices expected to average over $100 a barrel this year, the oil bonanza is expected to erase Russia’s budget deficit this year. This is timely for the Kremlin, which is handing out pay and pension raises as the nation starts an election cycle. The latest came Friday when President Dmitry Medvedev announced that salaries for soldiers will triple next January - just 10 weeks before election day. Oil and gas pays for about 40 percent of Russia’s budget. Once prices rise over $27 a barrel, Russia’s Finance Ministry takes in 90 cents for each dollar. ”This is why the Russia depends so much on oil and on oil prices,” said Leonid Grigoriev. “And that’s why any turmoil in the world immediately brings money to the Ministry of Finance.” Today, foreign currency reserves are growing at $100 million a week. By the end of March, Russia’s total reserves are to hit $500 billion - the world’s third largest, after China and Japan. Now, economists are now raising Russia’s economic growth estimate for 2011 to five percent - the highest level since 2008, the year the economic crisis hit.
Oil prices are key to Russian economic growth and budget deficit problems – prefer World Bank analyst consensus

ITAR-TASS News Agency 11 (6/8/11, “WB forecasts stable GDP growth in Russia, warns of oil prices drop” http://www.itar-tass.com/en/c154/160657_print.html)

WASHINGTON, June 8 (Itar-Tass) — The World Bank (WB) considers the possible drop in world oil prices the main economic risks for Russia, Andrew Burns, the main author of the WB new Global Economic Prospects report that was presented on Tuesday told Itar-Tass in an interview. According to estimates of the team of specialists headed by Burns, Russia’s GDP growth this year will amount to 4.4 percent. Next year it will drop to 4 percent, that is, will return to the level of 2010. In 2013, it will grow again, but not so considerably - only to 4.1 percent. “It is obvious that Russia benefits from the current extremely high oil prices, which help it compensate for some difficulties with the budget,” said Burns. According to him, “it promotes rapid growth of income, which is very positive.” Burns explained that “the risks for Russia as an oil exporter are different from those that threaten the rest of the world.” “For Moscow, high oil prices are very good, and problems may arise in case of their fall. In this situation, much will depend on how the Russian government is prepared for such possible scenario,” the WB official said. He also expressed the view that “if the problems in the rest of the world become cyclical, the oil sector will be affected by them not so much as other industries.” However, he said, “it will affect the economy in general” and affect all countries. The report itself states that the average GDP growth in Russia over the period under review up to 2013 will reach 4.2 percent. The document’s authors explain this partly “by high fuel prices.” They predict “better prospects in the labour market, which will reduce unemployment by 2013 to around 6 percent.” According to them, this in combination with high oil revenues should affect the increasing share of domestic consumption and investment demand in the overall economic growth.

Oil revenues key to long term investment, modernization—empirics prove
Pirani 10 — researcher and journalist, senior research fellow, Oxford Institute for Energy studies (Simon, 05/10/10, “RUSSIAN ECONOMY: Russia's oil problem” http://www.emergingmarkets.org/Article/2682714/RUSSIAN-ECONOMY-Russias-oil-problem.html)

The recession was a devastating reminder of Russia’s economic dependence on natural resources, mainly oil. And the differing interpretations of the recovery often rest on contrasting views about how easy it will be to escape that dependence. The enthusiasts focus on the fruit that government efforts to marshal oil funds to diversify the economy will bear. But the doubters worry that oil dependence will not be conquered without stronger policies to ensure sufficient private investment flows, properly targeted. Clemens Grafe, economist at UBS and firmly in the optimist camp, says fears that Russian domestic demand will fall behind that in the other Brics are “misplaced”. He argues that a structural shift in fiscal policy means that oil revenues were not just used for the 2008–09 crisis rescue package, but will be shifted onshore longer term, boosting domestic demand and investment. This shift, together with structurally lower inflation rates, means that private-sector savings and domestic leverage are likely to expand rapidly and drive the economy forward, he says. While Russia will continue to be dependent on volatile commodity prices, domestic savings will grow and interest rates can stay low, which will fuel “a trend growth rate significantly higher than that of the world economy”. 
goldilocks internal
Current high oil prices critical to stimulate investment in the Russian economy – oil prices are not high enough to trigger negative effects
Kalish 2011 - Kalish is Director of Global Economics at Deloitte Research. He is an expert on global economic issues (Dr. Ira, April 26th, “Reengeneering the path to recovery” http://www.deloitte.com/view/en_BN/bn/b358e40a1245f210VgnVCM3000001c56f00aRCRD.htm)

Events in the Middle East that have resulted in higher oil prices are leading many analysts to make downward revisions to their forecasts of economic growth around the world. However, this is not the case in Russia. Higher oil prices are likely to have a positive impact on Russia’s economic performance in 2011. Unless oil prices climb high enough to create a global recession and significantly reduce demand, Russia’s export revenue is expected to expand while government revenue increases. This will have the effect of reducing the budget deficit, which in turn, could have a beneficial impact on interest rates. The result could be a boost to business investment. On the other hand, higher oil prices could have an inflationary impact. This would not be helpful at a time when inflation is already uncomfortably high. Acceleration in growth will certainly be welcome given the recent performance. After a very deep recession in 2009, growth in 2010 was somewhat disappointing. The summer drought dampened third quarter growth. By the fourth quarter, analysts expected a significant increase. Instead, growth came in at 4.5 percent for the quarter and 4.0 percent for the year. The fourth quarter figure was lower than many observers expected. Part of the problem was that rising inflation dampened real wage growth, thereby having a negative impact on consumer spending. In the first few months of 2011, the economic performance appeared to be deteriorating. In the first two months of the year, real disposable income declined and the unemployment rate rose. The drop in income was probably exacerbated by the increase in the payroll tax that took effect in January (more about this later). In addition, fixed asset investment declined. Lastly, industrial production also dropped as businesses evidently prepared for a deceleration in demand. Aside from the effect of rising oil prices, the prospects for a better economic performance are not terribly good. One factor is that much of the growth in 2010 was related to inventory replenishment. Clearly, that cannot continue indefinitely. Therefore, maintaining a decent performance will require a boost to final demand. Higher oil prices will help by holding the lid on taxes and increasing export volumes. In addition, if prices are perceived as permanently higher, it could stimulate increased investment in energy production capacity. On the other hand, high inflation will hurt real wage gains. In addition, higher payroll taxes will hurt, unless they are repealed as proposed by the President (see below). 

empirics – short-term link

June proves the link

Bloomberg 6/13 (Halia Pavliva, http://www.bloomberg.com/news/2011-06-13/russian-shares-decline-globally-as-oil-retreats-to-four-week-low.html,

“Russian Shares Decline Globally as Oil Retreats to Four-Week Low”, Jun 13, ZBurdette)

Russian shares traded in London and New York fell yesterday as oil declined to a four-week low and Greece was assigned the world’s lowest debt rating.

The Market Vectors Russia ETF, a U.S.-traded fund that holds Russian shares, slipped 1.1 percent, led by retreats for OAO Novatek, the nation’s second-largest gas producer, and coal miner OAO Mechel. OAO Rosneft, the country’s top oil producer, fell 0.2 percent in London and American depositary shares in OAO Lukoil, the country’s second-biggest oil company, sank 0.5 percent in New York. Russia markets were closed yesterday for a national holiday.

The shares declined as speculation mounted that tighter monetary policy in China and Europe’s debt crisis will slow global economic growth. Crude oil, Russia’s biggest export, fell as fuel demand from China slowed and natural gas futures sank as forecasts showed temperatures will be below normal in the U.S. Northeast, reducing use of the power-plant fuel.
July proves the link

Bloomberg 7/6 (Jack, “Ruble Drops to Week-Low Versus Dollar as Crude Oil Retreats”, http://www.bloomberg.com/news/2011-07-06/russian-ruble-weakens-second-day-versus-dollar-as-oil-price-pares-advance.html, July 6, 2011, ZBurdette)

The ruble slid to its lowest level in a week versus the dollar as oil, Russia’s chief export earner, declined after China’s central bank raised rates.

The Russian currency depreciated 0.5 percent to 28.0065 per dollar by the 7 p.m. close in Moscow, the weakest since June 28. The ruble was 0.6 percent stronger at 40.09 per euro, leaving it steady at 33.4441 versus the central bank’s target dollar-euro basket.

Crude tumbled as much as 1 percent in New York as the People’s Bank of China said benchmark deposit and lending rates will rise 25 basis points tomorrow. The euro weakened against the dollar after Moody’s Investors Service cut Portugal’s rating to junk status, curbing the appeal of dollar-denominated commodities.

Russian government bonds fell, pushing the yield on the ruble Eurobond up three basis points to 6.886 percent. Non- deliverable forwards, which provide a guide to expectations of currency movements and allow companies to hedge against them, show the ruble at 28.2607 per dollar in three months, compared with 28.1225 yesterday. 

2007 proves high oil prices are beneficial to the Russian economy

Musfon 2007 – Washington Post Staff writer (Steven, November 10th, “Oil Prices Causes Global Shift in Wealth” http://www.washingtonpost.com/wp-dyn/content/article/2007/11/09/AR2007110902573.html
Inside the Kremlin, with Putin nearing the end of his second and final term as president, that sum now looks like peanuts. Russia's gold and foreign-currency reserves have risen by more than that amount just since July. The soaring price of oil has helped Russia increase the federal budget tenfold since 1999 while paying off its foreign debt and building the third-largest gold and hard-currency reserves in the world, about $425 billion. "The government is much stronger, much more self-assured and self-confident," said Vladimir Milov, head of the Institute of Energy Policy in Moscow and a former deputy minister of energy. "It believes it can cope with any economic crisis at home." With good reason. Using energy revenue, the government has built up a $150 billion rainy-day account called the Stabilization Fund. "This financial independence has contributed to more assertive actions by Russia in the international arena," Milov said. "There is a strong drive within part of the elite to show that we are off our knees." The abundance of petrodollars has also led to a consumer boom evident in the sprawling malls, 24-hour hyper-markets, new apartment and office buildings, and foreign cars that have become commonplace not just in Moscow and St. Petersburg but in provincial cities. Average income has doubled under Putin, and the number of people living below the poverty line has been cut in half. But many economists have called petroleum reserves a bane, saying they enable oil-rich countries to avoid taking steps that would diversify their economies and spread wealth more equally. Russia, for example, has rising inflation, soaring imports and a lack of new investment in the very industry that is fueling the boom. 
Recession proves our link – oil prices are key to recovery
Economy Watch 11 (June 28, 2011, “Russia Economy” http://www.economywatch.com/world_economy/russia/)

The Russian economy has undergone massive changes since the fall of the Soviet Empire, transitioning from a state controlled, socialist structure to a more market based, and globally integrated economy. Economic reforms in the 1990s privatized most industries, and some energy and defense related sectors. Russia’s heavy reliance on commodity exports made the country vulnerable to the global economic crisis of 2008. The Russian economy has averaged 7% growth since the 1998 crisis, resulting in the emergence of its middle class. Though the Russian economy was one of the hardest hit during the 2008-2009 crisis, the signs of recovery were evident in 2010. This has been due to the rising oil and commodity prices, and the government’s $200 billion rescue package to increase liquidity in the banking sector.

Recession proves – wrecked their economy because of oil
Bush ‘8 — BusinessWeek's Moscow bureau chief (Jason, Nov 19, 2008, “Russia's Economy: How Bad Will It Get?” http://www.businessweek.com/globalbiz/content/nov2008/gb20081119_658448.htm)

While everybody now recognizes that Russia's economy is heading for a sharp slowdown next year, the hope is that growth will pick up again in 2010 and beyond. Some grounds for optimism come from the International Energy Agency, which predicts significantly higher oil prices in the medium term due to continuing supply shortages in the global energy market. Possible production cuts by OPEC (BusinessWeek.com, 10/24/08) could also help shore up oil prices. 

russian growth now

Russian economic modernization now
RFE 6/17 (“Medvedev Says Russia Must Modernize Economy, Curb Reliance On Oil Prices”, http://www.rferl.org/content/medvedev_says_russia_reduce_reliance_oil_prices_modernize_economy/24237974.htmlZBZZBfdifda

ZBurdette)
President Dmitry Medvedev has told an economic forum in St. Petersburg that Russia must reduce its reliance on high oil prices.
Medvedev said Russia cannot "count all the time on high oil prices or on their constant growth."
Presenting a program of reforms for the country, Medvedev said Russia must press on with modernization of its economy in the next few years, regardless of who is in charge.

a2: insufficient link magnitude

We don’t need to win much of a link – even incredibly small changes in the price of oil have a massive effect on Russia’s GDP
Korppoo 10 — Senior Research Fellow Academic background PhD, Energy Policy (Anna, 2010, “Russia’s Climate Commitments: Which GDP Growth Contributes To Emissions?”, pg. 25, International Association for Energy Economics)

It is notoriously difficult to estimate the future development of international oil prices, which could boost the Russian GDP to growth beyond its natural growth potential, i.e., over 4-5% per annum. The European Central Bank estimates that an oil price change by 1% changes Russia’s GDP growth by 0.5 percentage-points the same year 17. Further, Ollus (2007) has estimated that a US$10 increase in international oil prices translates to 2% increase of the Russian GDP.18 Figure 4 illustrates the correlation of the Russian GDP with oil prices

Even a 1% change has massive effects
Beehner 5—Masters degree in International and Public Affairs from Columbia, Council of Foreign Relations (Lionel, Council of Foreign Relations, “Is Russia’s Economy Running out of Energy?”, October 28, 2005, http://www.cfr.org/economic-development/russias-economy-running-out-energy/p9119, ZBurdette)

Russia’s oil exports are up, its currency is strong, and its gross domestic product (GDP) growth has hummed along at a 7 percent clip for the seventh year in a row, surpassing all other Group of Eight (G8) members. Maybe President Vladimir Putin’s pledge to double Russia’s GDP does not sound so farfetched.

Think again, some economists say. While Russia’s economy, buoyed by an increase in global demand for oil, has fully rebounded after the 1998 collapse and ruble devaluation, experts urge caution. Recent growth, like a Potemkin village, is not what it seems on the surface, due more to skyrocketing world oil prices than to sound macroeconomic policies.

Indeed, Moscow has expanded control over Russia’s main cash-cow: energy. “The Russian oil and gas sector’s new paradigm can be summarized in two words: ‘state domination,’” Ariel Cohen, a senior research fellow at the Heritage Foundation, wrote in a February 2005 executive memorandum. “The free-market paradigm has been abandoned.” For example, the government’s October 2003 arrest of Mikhail Khodorkovsky, formerly Russia’s richest man and head of the country’s second-largest oil company Yukos, sent shockwaves through the market (In the year after Khodorkovsky’s arrest, capital flight—only $2.9 billion in 2003—soared to $9 billion). Gazprom, the state-controlled gas behemoth, recently acquired Sibneft, Russia’s fifth-largest oil firm, and now enjoys a near monopoly on the country’s gas production and vast network of pipelines.

Hence, Moscow’s maneuvers have validated charges that Russia’s economy is unhealthily tied to oil, a commodity whose value fluctuates widely. “In 1998, when world oil prices dipped to around $10 a barrel, this drop coincided with the worst of Russia’s economic crises and the collapse of the ruble,” wrote Fiona Hill, a senior fellow with the Brookings Institution, in a December 2004 article in the Globalist. This has fueled concerns among investors that Russia’s oil-driven boom may prove short-lived, that energy companies will be unwilling to reform their outdated pipeline networks, or that the government will squander its newfound surpluses. Added to these worries is Russia’s inflation rate, currently at 11 percent, which some investors say could inch upward in the coming years. Economists—some of whom recently sent a sharply worded letter to Prime Minister Mikhail Fradkov—are also concerned about Russia’s surge in government spending, much of it allocated to Russia’s cash-strapped regional governments. Then there’s growing talk of Russia’s “Dutch Disease,” which means that high commodity prices are driving up the value of the ruble, which in turn makes Russia’s manufactured goods less competitive abroad.

A Tale of Two Russias

All of the above has contributed to the growing gap between the country’s rich and poor, experts say. Despite Russia’s 88,000-plus millionaires, 20 percent of the country’s population lives below the poverty line (that is, they earn under $38 per month). The growing economy has not broken up the country’s state-run conglomerates, which are similar to South Korea’s government-owned, inefficient chaebols. Yet their growth has crowded out small and medium-size businesses. In March, President Vladimir Putin jokingly said anyone who opened a small business in Russia should be given a medal of bravery.

The problem, experts say, is not so much starting a small business, made easier by new Russian tax rules, as it is growing a business. Under Russian regulations, any business larger than a newspaper kiosk is considered mid-sized, according to the Economist, and thus taxed accordingly. Tax breaks are only offered to small businesses, which employ roughly a quarter of Russia’s population but make up just 3 percent of tax revenue. Once a business grows to middle-income status, so does its tax burden, but disproportionately so: Profit taxes, for example, jump from 6 percent to 24 percent. Experts say the fear behind these tax rules is if mid-size companies were afforded a more simplified tax code, then large companies like Lukoil might break into thousands of tinier companies to enjoy similar tax benefits. Adding to tax problems is the difficulties small firms face securing bank loans.

Also adversely affecting Russia's wealth gap is corruption. This year’s Global Perceptions Index by Transparency International, an anti-corruption watchdog organization, ranks Russia ninetieth out of 146 countries, between Niger and Sierra Leone. A 2005 report by the INDEM Foundation, a Moscow-based pro-democracy organization, estimates businessmen pay $316 billion in bribes each year, more than half Russia ’s GDP. Moreover, the size of the bribes has risen from $10,000 on average in 2001 to $135,000 in 2005. As Dmitry Larionov, chief expert of the International Road Union, recently told Vremya Novostei, “The ingenuity of bribe-taking officials knows no boundaries.”

Some positive signs

The good news is that businesses big and small appear to be paying their taxes more. Total tax revenues climbed from $40 billion in 2000 to $153 billion in 2004. Individual Russians are also increasingly paying their taxes, thanks in part to a simplified 13 percent personal-income flat tax instituted in 2000. Adjusted for inflation, income tax revenues have risen by 14.4 percent, now supplying 31.9 percent of the revenue to Russia’s cash-strapped regions.  

More important, say economists, Russians are beginning to invest more, though Alfa Bank, a Moscow-based investment bank, estimates that Russians continue to keep nearly twice as much of their rubles under mattresses as they do in banks. Bank loans, credit cards, and mortgages are now commonplace in Russia’s big cities. More money, some $3.5 billion, is going into closed private funds, according to Alfa Capital, Alfa Bank’s asset-management arm, as regulators begin to squeeze offshore tax shelters.

Private consumption is also up in recent years. Nowhere is this more evident than in Russia’s booming retail market. Over the past five years, retail turnover in Russia, around $41 billion in 2003, has surpassed GDP growth, making it “one of the most promising sectors of the country’s economy,” wrote Peter Necarsulmer, chairman and chief executive officer of the PBN Company, a strategic-communications firm, in a January BISNIS Bulletin op-ed. This growth has been buoyed by the emergence of international retail chains, like Turkey’s Ramstore or Sweden’s IKEA, throughout Russia’s fast-growing suburbs. For those well-heeled: Bentleys, Ferraris, and Maseratis are in abundance in Moscow, a city that now boasts thirty billionaires.

What’s fueling Russia’s economy?

Russia holds the world’s largest proven natural-gas reserves, which are nearly twice the size of the next-largest reserves in Iran. Russia is also the world’s largest exporter of natural gas and the second-largest exporter of oil. Its oil and gas industries, which employ less than 1 percent of the Russian workforce, comprise roughly a quarter of the country’s GDP, although the official figure of 9 percent is distorted by questionable accounting practices like transfer pricing, economists say. Oil and gas make up roughly two-fifths of all Russian exports, leaving many investors wary of investing in such a resource-dependent market: A $1 per barrel change in the price of oil results in a $1.4 billion change in Russian revenues.

a2: volatility
Their volatility arguments don’t apply to Russia – even a sharp increase is net-beneficial to the Russian economy and any side-effects outweighs the negative effects of a decrease
Merricks 2011 – economist (Maria, March 3rd, “Russia Special: The oil Effect” http://www.investmentweek.co.uk/investment-week/feature/2030428/oiling-wheels)
Maria Merricks investigates how Russia can benefit from rising oil prices. Turmoil in the Middle East has sent the price of oil soaring. While a sharp rise is likely to prove a headwind for many markets, experts suggest Russia could well be an exception. The country has both macroeconomic and bottom-up factors on its side. For this reason, managers say now is a compelling time for investors to consider opportunities in the country. An oil-dominated market Historically, the performance of the Russian equity market and the price of oil have been closely correlated. According to Matthias Siller, investment manager of Baring’s Russia fund, an oil price average of around $150 a barrel would increase the operating profitability of Russian oil companies by between 60% and 80%. Considering energy companies make up 40% of the MSCI Russia index, this scenario makes for a very interesting story. Douglas Helfer, manager of HSBC’s GIF Russia Equity fund, says from looking at consensus-based forecasts for earnings growth in Russian oil companies this year, most analysts agree a figure of $80 a barrel would generate 20% earnings growth. “At $90 a barrel you will see another 20% on top of that. A $100 average would add 50% to current numbers on those companies,” he says. However, predicting oil prices is a tricky business. The Crude Oil WTI Futures Curve indicates an average of $90 a barrel for 2011, says Helfer. But according to Siller it does not matter if prices are $80, $90 or $100 a barrel. “The interesting thing about Russian assets is they stand to benefit from a high oil price scenario regardless of what the figure is. You will see growth in Russia at any of those prices and you can invest into this growth by buying into companies valued at very attractive levels,” he says. The Russian stock market is the cheapest of all the global emerging markets, he adds. Macroeconomics Meanwhile, the country stands to benefit on a macroeconomic level too. Russia is the biggest oil exporter globally and a third of state revenues come from taxation in the oil and gas sector. For this reason, higher oil prices play an integral part in the health of the Russian economy. “There is historically a strong link in Russia between the price of oil, money supply and consumption, so additional cash sloshing around the economy is a likely outcome,” Helfer says. “That is good for consumption stocks and the banking sector, for example. The story certainly revolves around exports as a driver for economic growth.” Siller says the growth potential is a clear cut story thanks to real disposable income growing at a fast pace. Meanwhile, a parliamentary election in December also adds to the promising outlook. “Investors may be able to count on supportive measures from the government in terms of social and infrastructure spending,” Helfer says. 
Only oil prices allow the Russian economy to weather background stability in other sectors – without oil they run a budget deficit
Pirani 10 — researcher and journalist, senior research fellow, Oxford Institute for Energy studies (Simon, 05/10/10, “RUSSIAN ECONOMY: Russia's oil problem” http://www.emergingmarkets.org/Article/2682714/RUSSIAN-ECONOMY-Russias-oil-problem.html)

But the bottom line is that, while these efforts are being made, Russia remains heavily dependent on oil revenues, Lissovolik says. Medium term, Deutsche forecasts an oil price of $70–80 a barrel, which the Kremlin defines as a “comfort zone”. But “as long as prices are below $95, Russia will be running a budget deficit,” he says – underlining how the world has changed as a result of the crisis. 

a2: dutch disease
1NC CIA evidence indicates that the government is moving to diversify the economy through programs that focus on high technology but capital is a prerequisite for investment which means only high oil prices now can solve
Russia is diversifying now - capital is key
Boyle 6/16 (Catherine, CNBC, “Russia Will Diversify Beyond Oil and Gas: UBS”, 16 Jun 2011, http://www.cnbc.com/id/43421253, ZBurdette)

Russia is ready to develop substantial business interests beyond the oil and natural gas driven wealth that has been generated since the collapse of the Soviet Union, the head of investment bank UBS in the region told CNBC.

Around 40 percent of the Russian government’s tax take comes from tax on oil and gas-related businesses, and this is set to rise with plans to remove tax breaks on several big new oil fields and raise taxes on natural gas.

Some analysts have expressed concerns that Russia is overly reliant on its extensive natural resources.

“There’s no question that the Russian government understands that they have got to diversify,” Nicholas Jordan chief executive of UBS Russia and CIS, told CNBC at the St Petersburg International Economic Forum (SPIEF) Thursday.

“The last several years have shown they are happy to do that. Russian growth is becoming more diverse: there’s more retail and consumer and other companies that have sprung up.

"Whether it will work, we will see,” he added. "I think there’s appetite to get industry started up again, but they realise that these days it’s not so easy and they need to find other things, such as technology."

Finding the capital to start new, non-oil and gas related businesses, could be a problem, according to Jordan.

"That’s something that this government needs to look at and do something about," he said. "I think that will start with some of the new statues on pension reform, on larger infrastructure, property rights and stability. I’m very optimistic these will happen.

Your evidence might be right in theory but Russia doesn’t have the wherewithal to diversify now PERIOD – capital influx is key to modernization
The Financial Times 6/15 (Charles Clover, “Unable to shake off energy dependence”, http://www.ft.com/intl/cms/s/0/6df5e9f8-9623-11e0-8256-00144feab49a.html#axzz1RM7EY1xl, ZBurdette)

But talking about the problem and doing something about it are different things. Two years after the financial crisis started to abate, Russia remains largely unreformed, despite Mr Medvedev’s oft-repeated promises.

Increasing investment will be critical to any attempts to modernise the economy. Currently, investment as a proportion of GDP is about 20 per cent, while the average for emerging markets is 30 to 40 per cent (China is 40 per cent). Instead, Russians spend on consumption, and 70 per cent of the federal budget is social spending.

Oil profits are empirically reinvested in diversification and savings 
Pirani 10 — researcher and journalist, senior research fellow, Oxford Institute for Energy studies (Simon, 05/10/10, “RUSSIAN ECONOMY: Russia's oil problem” http://www.emergingmarkets.org/Article/2682714/RUSSIAN-ECONOMY-Russias-oil-problem.html)

Of course oil money coming onshore is itself no guarantee of progress: it depends how much of it is saved and invested. The news on household savings is all good, Grafe says. “Russia is now the highest saving country in Europe – a completely different place in that respect from what it was in the 1990s.” The volume of individual bank deposits grew by 27% in 2009 and by May 2010 exceeded 8 trillion roubles, according to a recent report by the National Agency of Financial Research. And at least part of the capital account inflows registered in the first half of 2010 was due to Russians changing euros into roubles, many of which then stayed in the banking system. But too much is still saved in other currencies, says Grafe: “Unless you get the money into the system in roubles, you’ll always be dependent on capital inflows.” The government’s ability to encourage investment – specifically, into innovation and infrastructure – is a key part of the argument. Natalia Orlova, chief economist at Alfa Bank in Moscow, is optimistic on this score. She points to the plans to create an international financial centre in Moscow and the renewed insistence by prime minister Vladimir Putin and president Dmitry Medvedev that Russia welcomes foreign investment. 

a2: diversification good
Slow diversification is inevitable but massive diversification wrecks the Russian economy – comparative advantage is key to overall growth, which makes diversification a terrible idea
Gaddy 11 — Senior Fellow at the Brookings Institution, Washington, DC, economist specializing in Russia (Clifford G., 06/16/11, “Will the Russian economy rid itself of its dependence on oil?” http://en.rian.ru/valdai_op/20110616/164645377.html)

To ask whether the Russian economy will rid itself of its “dependence on oil” is to ask whether ideology will trump economics. Many people in Russia—including President Medvedev—seem to believe Russia should de-emphasize the role of oil, gas, and other commodities because they are “primitive.” Relying on them, they argue, is “degrading.” From the economic point of view, this makes no sense. Oil is Russia’s comparative advantage. It is the most competitive part of the economy. Oil and gas are something everyone wants, and Russia has more of them than anyone else. It is true that the Russian economy is backward, and that oil plays a role in that backwardness. But oil is not the root cause. The causes of Russia’s backwardness lie in its inherited production structure. The physical structure of the real economy (that is, the industries, plants, their location, work forces, equipment, products, and the production chains in which they participate) is predominantly the same as in the Soviet era. The problem is that it is precisely the oil wealth (the so-called oil rent) that is used to support and perpetuate the inefficient structure. For the sake of social and political stability, a large share of Russia’s oil and gas rents is distributed to the production enterprises that employ the inherited physical and human capital. The production and supply chains in that part of the economy are in effect “rent distribution chains.” A serious attempt to convert Russia’s economy into something resembling a modern Western economy would require dismantling this rent distribution system. This would be both highly destabilizing, and costly in terms of current welfare. Current efforts for “diversification” do not challenge the rent distribution system. On the contrary, the kinds of investment envisioned in those efforts will preserve and reinforce the rent distribution chains, and hence make Russia more dependent on oil rents. Even under optimal conditions for investment, any dream of creating a “non-oil” Russia that could perform as well as today’s commodity-based economy is unrealistic. The proportion of GDP that would have to be invested in non-oil sectors is impossibly high. Granted, some new firms, and even entire sectors, may grow on the outside of the oil and gas sectors and the rent distribution chains they support. But the development of the new sectors will be difficult, slow, and costly. Even if successful, the net value they generate will be too small relative to oil and gas to change the overall profile of the economy. Thus, while it is fashionable to talk of “diversification” of the Russian economy away from oil and gas, this is the least likely outcome for the country’s economic future. If Russia continues on the current course of pseudo-reform (which merely reinforces the old structures), oil and gas rents will remain important because they will be critical to support the inherently inefficient parts of the economy. On the other hand, if Russia were to somehow launch a genuine reform aimed at dismantling the old structures, the only realistic way to sustain success would be to focus on developing the commodity sectors. Russia could obtain higher growth if the oil and gas sectors were truly modern. Those sectors need to be opened to new entrants, with a level playing field for all participants. Most important, oil, gas, and other commodity companies need to be freed from the requirement to participate in the various informal schemes to share their rents with enterprises in the backward sectors inherited from the Soviet system. Certainly, there are issues with oil. It is a highly volatile source of wealth. But there are ways to hedge those risks. A bigger problem is that oil will eventually lose its special status as an energy source and therefore much of its value. But that time is far off. It will not happen suddenly. In the meantime, sensible policies can deal with the problems. Otherwise, the approach should be to generate the maximum value possible from the oil and protect that value through prudent fiscal policies. Russia should not, can not, and will not significantly reduce the role of oil and gas in its economy in the foreseeable future. It will only harm itself by ill-advised and futile efforts to try.
a2: russian economy screwed now
Russia’s economy is recovering but vulnerable—high oil prices are the biggest determinant

Mankoff 10—Associate director of International Security Studies at Yale University (Jeffrey, “The Russian Economic Crisis Council Special Report No. 53”, April 2010, ZBurdette)
Although a slow recovery is likely and the danger of a double-dip recession remains, it appears the worst of the crisis is now over. The Ministry of Economic Development projects that the Russian economy will grow by between 1.3 percent if average oil prices remain below $60/barrel (bbl) for the year and 3.5 percent if oil prices reach $69/bbl in 2010. The International Monetary Fund (IMF) forecasts 2010 economic growth at 1.5 percent. 5 Russia’s recovery nonetheless remains imperiled by a weak banking system, heavy private sector debt, and persistent unemployment that threaten to keep tax revenue low even as spending on social services rises. 6 Recognition that these problems— along with Russia’s susceptibility to oil price fluctuations—limit Russia’s long-term competitiveness has been central to Medvedev’s calls for reforms. 
The Russian economy is dependent on oil prices—maintaining steady growth is key

New Europe 5/25 (“Putin calls for diversifying Russian economy”, 25 April 2011 - Issue : 933, http://www.neurope.eu/articles/Putin-calls-for-diversifying-Russian-economy/106066.php, ZBurdette)
In his final annual report at the State Duma before parliamentary and presidential elections, Russian Prime Minister Vladimir Putin said Russia must diversify its economy from energy and metals, tame inflation and provide social protection for its people to ensure the world’s geographically biggest country does not witness the kind of unrest that has gripped the Middle East, news agencies reported. 

According to a constitutional amendment passed three years ago, the Cabinet is required to report to the State Duma on its work every year. The first such report, outlining anti-crisis measures, was submitted in 2009. Last year Vladimir Putin reported on what had been done to overcome the crisis. This year, it stipulates a wide range of measures for the country’s post-crisis development and took a record four hours in parliament. Putin emphasized the dangers of political instability, liberal experiments and foreign interference. “The country needs decades of solid, steady growth without going back and forth with ill-thought-out experiments based on often unfounded liberalism and social demagoguery,” Putin told the MPs. “I believe it is our joint achievement that Russia – in this very difficult period of global crisis – managed to avoid serious shocks and risks,” he added. “We have to be independent and strong . . . If you are weak, someone will come and try to push you to follow a certain policy, pick the path to follow for your country in the form of friendly advice that in reality is a gross diktat and interference in the internal affairs of a sovereign state.”

Putin warned that excessive reliance on revenue from raw materials made the economy vulnerable to sudden price falls. “The current beneficial environment in the raw materials and hydrocarbons (markets) should not make us relax. The oil boom we are witnessing only underlines the need to move quickly to a new model of economic development.”

Empirically proven

Mankoff 10—Associate director of International Security Studies at Yale University (Jeffrey, “The Russian Economic Crisis Council Special Report No. 53”, April 2010, ZBurdette)
Russia is still sorting out its response to what remains a persistent and serious economic crisis. As in the past, Russia’s recovery will depend to a great degree on the movement of global oil prices. Despite a rebound in oil prices from their low of about $35/bbl in winter 2009 to roughly $75–$80/bbl in early 2010, Russia’s economy remains in limbo, neither enjoying the windfall profits of 2007 and 2008, nor suffering the deprivations of late 2008 and early 2009. Such stability is beneficial; it allows Moscow to plan for the future. Yet a price of $80/bbl will not force Russia to undertake a comprehensive restructuring of the economy in line with the “innovation scenario” that Medvedev and other leaders maintain is necessary in the twenty-first-century global economy. Although Russia appears to have averted a large-scale social or political crisis for the time being, the failure to push through reforms means that Russia’s recovery is likely to be slower and less complete than that of other major economies, which seemed to be inching toward recovery by the start of 2010. 
a2: adventurism turn
Russia will be integrated into western political institutions now—solves Russian competitiveness—but economy decline derails the process

Mankoff 10—Associate director of International Security Studies at Yale University (Jeffrey, “The Russian Economic Crisis Council Special Report No. 53”, April 2010, ZBurdette)
Like much of the world, Russia has been in the midst of a serious economic crisis since the late summer of 2008. Although the worst appears to be over, Russia will continue to feel its effects longer than many other industrialized countries, largely because of a rigid economy burdened with an overweening state role. The recognition that Russia faces serious long-term challenges has emboldened President Dmitry Medvedev and others to call for far-reaching economic restructuring. If successful, their economic policies could undermine the semi-authoritarian, statecapitalist model developed under Prime Minister and former president Vladimir Putin. Although concrete reforms have so far been limited, Medvedev’s demands for change (seconded in some cases by Putin) have acquired increasing momentum in recent months. The speed of Russia’s recovery and obstacles along the way will play a major role in determining both the success of Medvedev’s call for modernization and the course of Russia’s foreign policy since a quicker recovery would diminish the pressure for fundamental reform and lessen the need for caution internationally.

In the short to medium term, Russia’s focus on repairing and modernizing its economy gives the West a real opportunity to enmesh Moscow in the rules-based liberal international economic order and to deepen economic ties between Russia and the West, which can provide the capital and access to international institutions that Russia needs to boost its competitiveness. Such integration would help align Russian and Western economic, and eventually perhaps political, interests and give Moscow real incentives to be a responsible player in the global economy. The danger is that, should the Russian economy turn around quickly (presumably due to a rapid rise in oil prices), such a strategy of engagement will not have time to take effect. For that reason, the West also needs to hedge against the danger of a renewed Russian push for regional dominance. It should therefore encourage reform in post-Soviet states bordering Russia, whose weakness may tempt Russian leaders to pursue a strategy of regional integration and autarky rather than integration into global institutions. 

Integration is key to check Russian expansionism

The Economist 6/9 (“From cukes to nukes: Russia and the European Union are running out of things to talk about”, Jun 9th 2011, http://www.economist.com/node/18805513, ZBurdette)

Few expect progress even on these smallish issues. Recent summits have been largely empty affairs. Many officials dismiss the biannual meetings. Fyodor Lukyanov, editor of the journal Russia in Global Affairs, says he used to watch these summits closely. Now, he notes, there is nothing to pay attention to. One problem, says Andrew Wilson of the European Council on Foreign Relations, a think-tank, is that the EU’s “supranational” approach, with collective positions agreed on beforehand, does not suit the Russians, who prefer dealing directly with national leaders or even companies. In any case EU positions are often undermined by individual countries pursuing their own interests, opening the way for Russia to play divide-and-rule, especially over energy.

The Russians see Europe as a source of useful technology and a holiday destination; their elites spend time and own property there. But Russia prefers to be judged against other fast-growing BRIC economies rather than an ageing, sclerotic Europe. “Europe is no longer the sole source of inspiration for modernisation in Russia,” says Mr Lukyanov. Russia depends on the EU for half its trade. But trade with China doubled last year.

There should be plenty for the Europeans and Russians to discuss. With several EU countries, including Germany, going wobbly on nuclear power, Russian gas may be needed to make up the shortfall, if only temporarily. Systemic corruption in Russia and anti-graft laws in the West are deterring European investors. Another issue is the “neighbourhood”, particularly Ukraine, Belarus and Georgia. Having made much fuss over the Kremlin’s claim to have a “special sphere of interests” in the former Soviet Union, the EU has done little to stop Russian meddling. The post-cold-war trend of spreading European institutions and values eastward has given way to a westward expansion of Russia’s corrupt and autocratic model.

With the prospect of NATO membership for Ukraine and Georgia fading, European integration could be the best way to offer long-term security to the region. Instead, Ukraine—a country of 46m people—seems only to cause fatigue in Brussels. Georgia is seen as America’s problem. Belarus has moved further from the EU after its dictatorial president, Alyaksandr Lukashenka, stepped up repression following December’s stolen election.

Russian economic integration is key to the effectiveness of interdependence as a whole—solves conflict

Gaddy 8—economist specializing in Russia, holds a joint appointment as a fellow in the Brookings Institution, Ph.D. in economics, ex-professor, ex-advisor to the Russian finance ministry (Clifford, “How Not To Punish Moscow”, August 23, 2008, http://www.newsweek.com/2008/08/22/how-not-to-punish-moscow.html, ZBurdette)
 It appears that Russia will have its way with Georgia and that the west is powerless to do anything about it. In the absence of a willingness to exercise military options, what was intended as "muscular rhetoric" has been exposed as mere bluster and bluff. That has led to pressure to find other ways to punish Russia. In search of a lever, many politicians, from both the left and the right, turn to economics, suggesting that the West can make Russia pay by measures such as blocking its accession to the World Trade Organization, expelling it from the G8 and restricting its investment and trade flows with the West. This is a mistaken approach. The measures being discussed would be ineffectual at best and likely counterproductive. They will hurt us more than the Russians. Ultimately they risk leaving us with a Russia that is more, not less, difficult to deal with. The logic behind using the economic lever is that once Russian Prime Minister Vladimir Putin is made aware of the economic cost of his unacceptable behavior, he will be deterred in the future. The problem is that Putin—still fully in charge in Moscow in his new position—is not only aware of the potential costs of his actions, he is also willing to pay them if need be. Putin recognizes the importance of economic factors in today's world, and he is committed to building Russia's economic strength. But it is a means to an end—strategic security—that he will not sacrifice at any price.

For Putin, Georgia is ultimately about Russia's security. So while we cannot impose a big enough economic cost on Russia to fundamentally change its behavior, we can hurt ourselves. Western interests would suffer if joint programs with the Russians in space and nuclear energy, for instance, were annulled. Cutting economic links with Russia would also mean lost opportunities. Thanks to its oil windfall, Russia is third only to China and Japan as a holder of Western government securities. Right now, we benefit to the extent that these massive funds, which are after all a transfer from our consumers to Russia's state coffers, are being recycled back as loans to Western governments. We would be even better off if they were put to work here in the form of business investments—a prospect that would be unlikely if we were to try to penalize Russia by restricting its investments in the West.

Russia is in the midst of an internal debate about its economic future, and isolating Russia will push it in the wrong direction. There is a consensus that the country must move beyond oil and gas. But how? One side in the debate—which includes a group of bright Western-educated advisers to Putin—recognizes that it can do so only by moving up the ladder of industrial and postindustrial development, fully absorbing not only the latest Western technologies but also its management and organizational techniques and principles of corporate governance. The other side—the so-called statists led by men such as Sergey Chemezov, a former KGB colleague of Putin and now head of the state mega-corporation Russian Technologies—dreams of leapfrogging the West in technology and thereby dispensing with what it regards as alien institutions. In effect, it advocates a grand new Soviet-style experiment of going it alone. And based as it is on the revival of the once mighty defense-industrial complex, this model will necessarily lead to tighter control over resources and people and greater secrecy in all aspects of the economy. Cutting off Russia from the global economy will only strengthen advocates of the modified Soviet model.

 Using economics as a weapon against Russia also poses risks to the global economic system itself, which is based on the assumption that greater mutual economic dependency promotes both prosperity and enhanced security. Nations sacrifice some of their sovereignty and independence for greater economic efficiency. The system works well when everyone plays the game on equal terms. But the outcome can be poor if an important player is half in, half out. Russia's energy resources and its financial reserves make it a key player that needs to be kept fully within the system, not pushed out to the margin.

As difficult as the Russian case has been, it is not time to abandon the principle that economic integration helps mitigate the sources of conflict among nations. But the principle cannot work if it is applied in a simplistic way. Russia was, and remains, a special case. The legacy of its Stalinist past still permeates its domestic and foreign political and economic life. Especially because of the pre-eminence of security concerns, it will not respond immediately and predictably to what we might regard as clear and adequate economic incentives, both positive and negative. Russia's oil and gas windfall has further complicated the standard calculations of the benefits of integration. It has allowed Russia to revive its economy without "becoming like us."

wto accession internal
Russian economic modernization key to WTO accession
Broadman 4—Former professor at Harvard and John Hopkins, Ph.D. in economics, former Brookings fellow and RAND fellow, member of the Council of Foreign Relations, former senior official of the World Bank, former Assistant United States Trade Representative, former Chief of Staff of the U.S. President's Council of Economic Advisers, and former Chief Economist of the U.S. Senate Committee on Governmental Affairs (Harry, The Washington Quarterly, “Global Economic Integration: Prospects for WTO Accession and Continued Russian Reforms”, http://www.twq.com/04spring/docs/04spring_broadman.pdf, ZBurdette)
The ultimate gauge of the chances and consequences of Russia’s WTO accession, however, is the progress to date of the nation’s structural reforms, that is, the extent to which the economy’s underlying microeconomic and institutional regime is consistent with market principles and practices. This is not to suggest that Russia has not made significant headway, especially in the last three years, in transforming structural policies in several key areas, including tax reform, land reform, administrative reform, and judicial reform. In many ways, these accomplishments constitute a hefty structural-reform down payment and thus create a promising backdrop for Russia’s WTO accession.

WTO accession would massively boost the Russian economy
Broadman 4—Former professor at Harvard and John Hopkins, Ph.D. in economics, former Brookings fellow and RAND fellow, member of the Council of Foreign Relations, former senior official of the World Bank, former Assistant United States Trade Representative, former Chief of Staff of the U.S. President's Council of Economic Advisers, and former Chief Economist of the U.S. Senate Committee on Governmental Affairs (Harry, The Washington Quarterly, “Global Economic Integration: Prospects for WTO Accession and Continued Russian Reforms”, http://www.twq.com/04spring/docs/04spring_broadman.pdf, ZBurdette)
In assessing the impact of WTO accession on an economy, examining not only the effects on different sectors and regions but also the effects on labor markets and on social protection, especially of the poor, are critical. Estimating the aggregate or macroeconomic effects of WTO accession, as well as the microeconomic impacts on business sectors, is a first step in that process. The principal results of a recent preliminary study on this question for Russia are that, in the medium term, the Russian economy will gain about 8 percent of the value of Russian consumption overall from WTO accession and wages are expected to rise. 16 The potential gains are much larger in the long run.

Although the study shows that WTO accession will likely bring gains to some sectors, it may bring losses to others. In particular, the analysis suggests that export-intensive sectors are likely to gain while highly protected domestic sectors that export little are likely to lose. Importantly, workers in business - services sectors will likely gain from FDI even if owners of capital in these sectors lose.17 This analysis of the impacts of WTO accession rests on three basic economic principles that help predict which sectors will expand and which will contract. First, an economy has a limited amount of labor and capital, so not all sectors can expand in the medium term. If labor and capital expand in some sectors, they must contract in others. Thus, some sectors will contract, or lose, relative to others.

Second and conversely, not all sectors can contract. Some people fear accession to the WTO because they believe that a reduction of tariffs will lead to a surge of imports and, in turn, create widespread unemployment. Yet if unemployment is rampant, how will Russia pay for these imports? Foreigners will demand hard currency for the goods and services they export to Russia, which will necessitate that the Russian economy pay for the increased imports with hard currency. Russia will therefore have to export more to pay for the imports. Tariff reductions will indeed lead to increased demand for imports, but a rise in import demand will increase the demand for hard currency, which in turn will depreciate the real value of the ruble, and a depreciated ruble makes exporting by Russian firms more profitable. Thus, all else being equal, the ruble will depreciate so that Russia can pay for the imports through increased exports; if not, Russia will not be able to import more goods. Increased exports will therefore improve some sectors at the expense of those that are exposed to increased imports. 

Third, the value of Russia’s industrial output as a nation will expand as a result of the greater openness to trade engendered by accession to the WTO. Although some sectors will contract, the total value of output of all industries (as measured by GDP) and the payments to labor and capital will increase.

The study suggests that four particular effects of WTO accession will bring gains to Russia: 

 • Liberalization of barriers to FDI in services. Russian commitments to multinational service providers will encourage them to increase FDI to supply such services to the Russian market. Russian businesses will therefore have improved access to services in such areas as telecommunications, banking, insurance, and transportation. The cost of doing business should decline, and the productivity of Russian firms should increase. Gains to Russia from the liberalization of barriers to FDI in services are estimated to equal about 5.5 percent of the value of Russian consumption, or almost 70 percent of the total gains to Russia of accession to the WTO.
• Improved resource allocation from reductions in Russian tariffs. 18 Reductions in Russian tariffs will improve the allocation of domestic resources because they will induce the country to shift production to sectors where production is valued more highly based on world market prices. This impact, known as gains from trade, is the fundamental effect of trade liberalization. In addition, Russian businesses will be able to import modern technologies more easily, increasing Russian productivity. The study estimates that gains to Russia from reductions in tariffs are likely to be about 2.5 percent of the value of Russian consumption, or nearly 30 percent of the total gains from WTO accession.

• Enhanced antidumping and countervailing duty rights and improved market access. Russia has already negotiated most-favored-nation status on a bilateral basis with most of its important trading partners (except for Poland and the Baltic countries), so Russia’s exporters will not see an immediate reduction in the tariffs they face and thus not anticipate any large effect. Russia will, however, have improved rights under antidumping and countervailing duty investigations in WTO members’ export markets, the source of the estimated improved access to export markets. The gains to Russia from improved market access might equal only about 0.5 percent of the value of Russian consumption, or slightly more than 5 percent of the total gains to Russia from WTO accession.

• Increased economic growth. The long-run improvement of the investment climate in Russia should lead to an expansion of the country’s capital stock, which could greatly increase gains from the three effects described above. In addition, estimated employment effects of WTO accession across Russia’s industrial sectors are of particular interest. Preliminary analysis suggests that the sectors in which employment would increase the most are ferrous metals, nonferrous metals, chemicals, gas, and telecommunications. All but telecommunications are sectors that currently export most intensively and therefore are likely to gain the most from a decline in the value of the ruble. Ferrous metals, nonferrous metals, and chemicals would likely receive improved treatment in antidumping actions. The sectors in which employment is expected to contract the most are food industry, light industry, construction materials, and machinery and equipment. Tariffs are relatively high in these sectors (the first three are the only sectors with tariffs greater than 10 percent), and exports as a share of output are low compared to the sectors expected to expand (thus they would benefit less from a decline in the real value of the ruble).

Estimating the employment effects on Russia’s services sectors is more difficult because uncertainty regarding the extent to which multinational services providers that enter Russia following accession will employ expatriates, as opposed to hiring domestic workers, is greater. Based on the presumption that such uncertainty decreases in sectors with a greater number of highly skilled domestic workers (and that thus employ more Russian than expatriate workers), the study estimates in general that employment expansion in the services sectors will be greatest in telecommunications, transportation, and financial services.

The upshot of this analysis is that effective provision of national treatment to multinational service providers as a result of WTO accession would make improved access to business services the greatest source of gains for Russia because the business-services sectors are relatively highly protected at present.

1nc altai pipeline
Gazprom is moving forward with Altai deal now – key to diversification

Bloomberg ’11 “Gazprom Seeks Gas Sales in Asia to Diversify From Europe” June 30

http://www.bloomberg.com/news/2011-06-30/gazprom-first-half-exports-advance-26-on-year-ceo-miller-says.html

Disagreements on pricing remain, with Gazprom insisting on parity with Europe, Miller told reporters today in Moscow. Gazprom is ready to start building a gas pipeline through the Altai region to China once a contract is signed, he said. The expansion will boost export volume by at least 50 percent, reducing Gazprom’s dependence on Europe, its biggest market by revenue, Miller said. The company plans to continue increasing exports to Europe, where it supplied 23 percent of demand at the end of last year, he said.

Maintaining high oil prices are key to Gazprom profits from Altai deal – they are price-linked

Sullivan 6/22 — freelance journalist and policy analyst, did his M.A. in Asia-Pacific Policy and previously worked for the UN in Thailand (Robert, June 22, 2011, “China-Russia talks stall over Gazprom deal” http://asiancorrespondent.com/57887/china-russia-talks-stall-over-gazprom-deal/)

Negotiations between Russia and China over one of the largest prospective energy deals in history have stalled after China balked at the price demanded by Russia for supplying natural gas through state-owned Gazprom. The deal would guarantee 68 billion cubic meters of gas a year to China for 30 years beginning in 2015, and has been in the works since 2006 when an initial agreement was signed between Beijing and Moscow over the construction of the Atlai pipeline system – two lines running along an Eastern and Western route into China. China’s consumption of gas was 107 billion cubic meters in 2010, but this is expected to expand to nearly 400 billion cubic meters by 2020. Price has been the primary sticking point, however, as China has sought a lower rate than the $300-400 per 1,000 cubic meters (tcm) paid by European markets for Russian-supplied gas. Insiders involved in the discussions have indicated that there is currently a $100 price difference between the two camps, but that they are both looking to compromise. China is believed to be asking for an average price of $235-250 per tcm a year, while Russia is looking to start at a minimum of $300-350 per tcm. Russia sold gas to Europe at an average of $346 per tcm in the first half of 2011, but Gazprom CEO Alexei Miller has stated that he expects the average price for 2011 to be at $100 higher than in 2010 as a result of the price of oil, which could see gas as high as $500 per tcm by the end of the year. At this upper range of the price spectrum, the prospective deal with China could net Gazprom nearly $1 trillion by 2045.

Profitable Altai deal is key to Gazprom – EU energy markets are switching to LNG

Sullivan 6/22 — freelance journalist and policy analyst, did his M.A. in Asia-Pacific Policy and previously worked for the UN in Thailand (Robert, June 22, 2011, “China-Russia talks stall over Gazprom deal” http://asiancorrespondent.com/57887/china-russia-talks-stall-over-gazprom-deal/)

Analysts agree that although neither side has as of yet been under enough pressure to budge on their negotiating positions, a deal on a pricing structure will inevitably be  ironed-out, with too much at stake for both sides to let it fall through. The massive cash flow from the prospective China contract would be a major boost for Gazprom, who have recently had to cope with reduced demand for piped Russian gas as LNG cargoes, from Qatar in particular, have swamped European markets. China’s booming energy demands, meanwhile, prevent it from playing too much of a waiting game. Gas demand in 2010 grew by 22%, and with demand expected to surge to 400 billion cubic meters per year in the next decade, China is coming under increasing pressure to put together the key pieces of their long term energy puzzle.

Key to the Russian economy

Kramer ‘8 — writer and reporter for the New York Times based in Moscow (Andrew, May 11, 2008, “As Gazprom Goes, So Goes Russia” http://www.nytimes.com/2008/05/11/business/worldbusiness/11gaz.html?pagewanted=1)

It’s hard to overemphasize Gazprom’s role in the Russian economy. It’s a sprawling company that raked in $91 billion last year; it employs 432,000 people, pays taxes equal to 20 percent of the Russian budget and has subsidiaries in industries as disparate as farming and aviation. The company is a major supplier of natural gas to Europe, and it is becoming an important source of gas to fast-growing Asian markets like China and South Korea. In 2005, at the urging of the Kremlin, it bought Russia’s fifth-largest oil company from the tycoon Roman A. Abramovich. If crude oil and natural gas are considered together, Gazprom’s combined daily production of energy is greater than that of Saudi Arabia.

Russian economic collapse causes global nuclear war

Steven David, January/February 1999; Professor of International Relations and Associate Dean of Academic Affairs at the Johns Hopkins University, FOREIGN AFFAIRS, , http://www.foreignaffairs.org/19990101faessay955/steven-r-david/saving-america-from-the-coming-civilwars.html

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.
altai pipeline now

Contract will pass by end of year

Sullivan 6/22 — freelance journalist and policy analyst, did his M.A. in Asia-Pacific Policy and previously worked for the UN in Thailand (Robert, June 22, 2011, “China-Russia talks stall over Gazprom deal” http://asiancorrespondent.com/57887/china-russia-talks-stall-over-gazprom-deal/)

Despite the pricing disagreement, both sides are confident that the deal will eventually be signed. Gazprom deputy CEO Alexander Medvedev revealed Monday that “the talks are going on uneasily, but we have an understanding… there are very good chances to reach an agreement by the year’s end.”

oil prices key

Oil prices are key to Gazprom stability—Gazprom contracts and prices

Sullivan 6/22 — freelance journalist and policy analyst, did his M.A. in Asia-Pacific Policy and previously worked for the UN in Thailand (Robert, June 22, 2011, “China-Russia talks stall over Gazprom deal” http://asiancorrespondent.com/57887/china-russia-talks-stall-over-gazprom-deal/)

Gazprom typically negotiates long-term pipeline supply contracts that are linked to the price of oil, but whereas Gazprom’s European contracts are tied to Brent Crude, China uses Japan’s oil basket as a benchmark, which Moscow and Beijing both admit demands an alternative formula for any prospective contract. The oil benchmark issue has become even more pronounced over the last few months, as West Texas Intermediate (WTI) and Brent have decoupled significantly. The gap between the two main international oil standards hit a record high of nearly $23 on June 14. Another factor weighing on the talks is the current spot market price for gas, which has been driven low by supply from ship-borne liquefied natural gas (LNG) cargoes. A number of major European purchasers of Russian gas have already entered into price re-negotiations with Gazprom this year, but Miller has emphasized that the company would continue to negotiate future deals based on a link to oil, as he doesn’t believe oil and gas prices will decouple substantially within the next five years.

gazprom growing now

Gazprom production and investment increasing
Kramer 08 — writer and reporter for the New York Times based in Moscow (Andrew, May 11, 2008, “As Gazprom Goes, So Goes Russia” http://www.nytimes.com/2008/05/11/business/worldbusiness/11gaz.html?pagewanted=1)

AT a Gazprom worksite in the Yuzhno-Russkoye field in Siberia one day last winter, it was so cold that two dozen diesel engines were left roaring day and night, lest they would freeze until spring. Every winter, some Russian roughnecks get frostbite. “Your skin just peels a little,” said Sergei G. Koshel, a drilling supervisor, dismissing the dangers. Another burly man, taking a break from the rig, pantomimed the issue more graphically, reaching up to his ear, pinching off a phantom piece and flicking it away like a cigarette butt. The Yuzhno-Russkoye field alone has proven reserves of 800 billion cubic meters of natural gas, or enough to meet the gas demand in the United States for more than a year, and it is only the first of half a dozen huge developments that are planned in the north. Over the next two years, Gazprom plans to triple its capital outlays in its core business of exploring, extracting and transporting gas — just to maintain its current production levels. Investments will rise to 969 billion rubles, or $45 billion, in 2010 from 330 billion rubles, or $14 billion, last year.

AFF – RUSSIA
russian oil declining now

Saudi pricewar guarantees flagging prices

Barbajosa 6/29 (Alejandro, Reuters, “New oil war in Asia: Saudi Arabia versus Russia”, 29 June 2011, http://english.alarabiya.net/articles/2011/06/29/155373.html, ZBurdette)
Top exporter Saudi Arabia is struggling to sell more crude to Asia because rival producer Russia has taken an expanding share of the world’s fastest-growing market by pumping more oil into the region.

To get an edge in the competition with Russia and ship more barrels into Asia, the Saudis will have to take the next painful step in reducing global oil prices − slashing their own.

The kingdom has ignored opposition from fellow OPEC members and moved to boost oil supplies to cool prices that have slowed economic growth. Most of any increase in Saudi supplies would flow eastwards to feed rapid Asian economic expansion.

Russian supply to northeast Asia is almost five times more than in 2008 as crude flows through Russia’s East Siberia-Pacific Ocean (ESPO) pipeline.

“Not only will the Saudis need to amend official selling prices (OSPs) to a level that would entice refiners, but you may also see competition from alternatives,” said Harry Tchilinguirian, head of commodity markets strategy at BNP Paribas in London. “And if ESPO keeps building up, the pressure keeps on growing.”

A glut in North American crude markets has made it unprofitable to send ESPO crude to the US West Coast, leaving more supply in Asia. The US typically absorbs the surplus.

Oil prices will collapse in 2012 – increasing dependency now only makes the inevitable collapse worse

URA Inform 11 (04/26/11, “If oil prices fall, the pace of Russia's GDP will drop by half” http://en.ura-inform.com/economics/2011/04/26/cenyvvprussia?nocache&nocache)

When oil prices fall by 25-30% in 2012-2014. growth rates of Russian GDP will fall by half, and the budget deficit will increase by 1,5-2 times. This was stated by the head of the Russian Federation Ministry of Economic Nabiullina at a joint Ministry of Finance and Economic Development Board. "We forecast GDP growth in 2012-2014, more than 4% of GDP. But when oil prices fall by 25-30% budget deficit will grow by 1,5-2 times, and the growth rate will fall by half. If such problems will be amplified in nature, we can run out of reserve funds "- said Minister.

Russian prices stagnating now and recession debts mean that they wouldn’t translate into growth even if they picked up

Shatalova and Rose 2011 — Bloomberg reporter in Moscow; and, Bloomberg reporter (Ekaterina and Scott, April 11, 2011, “Russian Ministry Sees Economy’s 2012 Growth Slowing to 3.5%” http://www.bloomberg.com/news/2011-04-11/russian-ministry-sees-economy-s-2012-growth-slowing-to-3-5-1-.html)

Russian economic growth may slow more than previously forecast next year as oil prices stagnate and the government uses its energy revenue this year to rebuild the nation’s sovereign wealth funds, the Economy Ministry said. The ministry revised down its growth forecast to 3.5 percent in 2012 from the previous estimate for a 3.9 percent increase, Deputy Economy Minister Andrei Klepach told reporters today in Moscow. “Practically all of the increased revenue from higher oil prices is going to the Reserve Fund and the National Wellbeing Fund instead of toward boosting expenditures,” Klepach said.
russian economy low now

Russian economy low now
Stocker 7/6 (Frank, Die Weltm “IS RUSSIA REALLY SUCH A SOLID INVESTMENT?”, http://www.worldcrunch.com/russia-really-such-solid-investment/3403, ZBurdette)
"Russia’s economy is in considerably better shape than it was before the financial crisis,’’ said Marcus Svedberg, head economist at East Capital, a fund specializing in eastern Europe.

Its growth rate over the next few years is expected to be higher than it was before the crisis – and won’t only be commodities driven, but increasingly driven by consumption. Many Russians are now able to get consumer credit, which is why consumption can be expected to pick up soon after rising inflation rates caused a slow-down.

All of this sounds wonderful, a classic emerging-nation growth story. Investors love those. But a number of factors would seem to indicate that many investors, apparently blind to a whole series of negatives, are getting overly carried away. Because the negatives are pretty conclusive. Bottom line: Russia’s economy is not growing.

Let’s start with the consumption boom. It may actually play out in the coming months. But it will mainly be driven by extremely low interest rates. The current rate of inflation is 9.6%, but the base rate of the Russian National Bank is 8.25%: no surprise then that credit is easy to come by.

Russian demographics are disastrous 

The second big problem is that there are fewer and fewer Russians. Christian Gattiker-Ericsson, head investment strategist at Julius Bär, the Swiss private bank, called Russian demographics ‘’disastrous.’’ The population has been shrinking for 15 years; there are 6 million fewer Russians today than there were in 1995.

Low life expectancy, low birthrate, and emigration are thinning the population. Even if some Russians start to consume more, it’s doubtful that that can make up for the loss in the number of consumers. "Russia isn’t a domestic economy story,’’ Gattiker-Ericsson concluded.

And finally: the economic framework. On this point, even Svedberg had to admit that changes—structural reforms—are necessary. Asked what that meant concretely, he mentioned privatization, investing in infrastructure, reforming the pension system, land, taxes, joining the World Trade Organization (WTO) … In other words, Russia needs a complete overhaul.

oil prices not key
Oil prices not key to economy— inflation and prevents oil from driving growth
Kelly 11 — writer for Reuters (Lidia, May 19, 2011, “Russia's economy struggles for sustainable growth” http://in.reuters.com/article/2011/05/18/idINIndia-57105920110518)

Russia's economy is struggling to attain sustainable growth despite the surge in prices for its oil exports, data showed on Wednesday, pointing to another tough decision on official interest rates later this month. Industry output grew at its slowest rate in 18 months in April, while producer prices rose more than forecast and weekly consumer inflation, stuck at 0.1 percent, underlines the conflicting pressures on the central bank. Pledging to keep full-year inflation below 7.5 percent ahead of presidential elections in March 2012, the central bank is expected to continue tightening monetary policy -- but a sluggish economy will complicate its decision-making on how to control prices and manage rouble appreciation driven by high oil prices. Investors have been scrutinising data for clues on the central bank's move after the regulator unexpectedly raised all key rates last month, including the benchmark refinancing rate. The latest data, including Monday's figures showing gross domestic product growing a weaker than expected 4.1 percent year-on-year despite surging oil prices, suggests that emerging Europe's largest economy is struggling. "We would have expected that given the high oil prices something of this would transfer to the real economy, but the big story is inflation, which is eating into the real income of consumers," said David Oxley, an emerging markets economist at Capital Economics in London. 
Manufacturing and construction key – oil prices don’t translate into increased growth

Kelly 11 — writer for Reuters (Lidia, May 19, 2011, “Russia's economy struggles for sustainable growth” http://in.reuters.com/article/2011/05/18/idINIndia-57105920110518)

Crude has held above $100 per barrel for a third month in a row -- more than $30 above what had been initially assumed in the 2011 budget -- ensuring fresh cash inflows into the economy and propping up Russia's trade and current account surplus. The Economy Ministry said late last month that it was relying on industry to put the economy onto a sustainable path to 4.2 percent gross domestic product growth this year. "Manufacturing sectors of the industry will be the drivers of economic growth in 2011, with growth dynamics of 7.5 percent," the ministry said in a document describing economic scenarios. But while manufacturing grew 5.3 percent year-on-year in April, it was down 3.6 percent on the month, Wednesday's data from the Federal Statistics Service showed. Extraction of raw materials, including oil and gas, was also down on the month, after a period when rising crude prices encouraged production. "Industry in Russia strongly reacts to changes in external demand, but high oil prices are not enough any more and from the point of view of internal growth, expectations about growth in the second quarter come, first of all, from construction," said Natalya Orlova, an economist at Alfa-Bank. Construction was one of main drivers of Russia's stellar performance in the second half of the last decade, before the 2008 crisis brought a halt to virtually all projects. Oxley at Capital Economics said the upshot is that growth will likely pick up in the second half, with pre-election spending taking hold and the spike in inflation fading to take some of the pressure off the central bank.
Election year and empiric price spikes show that Russian economy is de-coupling from the global oil market
Abelsky and Arkhipov 11 — writer for Bloomberg, The Baltimore Sun, Chicago Tribune, San Francisco Chronicle, Toronto Star, Nextbook, Architectural Record, Frame, ReadyMade, Forward, JTA.org , The Moscow Times and The St. Petersburg Times; and, reporter for Bloomberg (Paul, and Ilya, May 16, 2011, “Russia GDP Growth Slows to 4.1% on Outflows, Below Estimates” http://www.businessweek.com/news/2011-05-16/russia-gdp-growth-slows-to-4-1-on-outflows-below-estimates.html)

Russia’s economic growth slowed in the first quarter as corporate investment stagnated and the biggest quarterly gain in oil prices for two years failed to offset $21.3 billion of capital outflows. Gross domestic product rose 4.1 percent from a year earlier after increasing 4.5 percent in the previous three months. The median estimate in a Bloomberg survey of 15 economists was 4.2 percent. The Economy Ministry estimated growth at 4.5 percent, and Prime Minister Vladimir Putin put it at 4.4 percent. President Dmitry Medvedev, whose term ends next year, seeks to boost growth to 10 percent within five years to match the pace of the fastest-growing developing economies. Capital flight and slowing domestic demand restrained economic output even as commodity prices rose, stoked by unrest in the Middle East, which produces about 35 percent of the world’s oil. “The GDP number is surprisingly poor and reflects, in our opinion, the diminishing link between oil prices and Russian economic growth,” Tatiana Orlova, an economist at Nomura Holdings Inc. in London, said by e-mail. The 30-stock Micex Index was little changed after the report, trading at 1620.04 as of 5:46 p.m. in Moscow, down 0.8 percent for the day. The ruble weakened 0.8 percent to 28.1625 per dollar and gained 0.2 percent to 39.8300 against the euro. Net capital outflows totaled $21.3 billion in the first quarter and $38.3 billion in 2010, more than the central bank’s forecast of $22 billion. That compared with $56.9 billion a year earlier, central bank data show. The country last had a net inflow in 2007, when it reached $81.7 billion. ‘Political Uncertainty’ Political uncertainty before parliamentary elections in December and a presidential poll next year are spurring capital flight, German Gref, chief executive officer at OAO Sberbank, the nation’s largest lender, said in an April 15 interview. “Persistent” outflows affect growth “via very weak fixed investment,” Orlova said. “In the atmosphere of political uncertainty, profits are repatriated and invested into assets abroad rather than into domestic production.” Brent crude, the grade that underpins prices for Russia’s Urals blend, gained 24 percent in the first quarter. Oil at more than $100 a barrel is no longer stoking Russia’s economy, the slowest-growing among the so-called BRIC nations. Finance Minister Alexei Kudrin said April 21 that oil has “exhausted its potential” to serve as a “locomotive for growth” in the world’s biggest energy exporter. 
empirically denied

The 2008 crash should have triggered the link

Harding 8 (Luke, The Guardian, “Russia close to economic collapse as oil price falls, experts predict”, http://www.guardian.co.uk/world/2008/nov/20/oil-russia-economy-putin-medvedev, November 2008, ZBurdette)
Russia is now lurching towards a major economic crisis, experts predicted today, following news that the price of oil had slumped to under $50 a barrel.

The collapse in the value of oil was likely to have several catastrophic consequences for Russia including a possible devaluation of the rouble and a severe drop in living standards next year, they warned.

With oil prices tumbling, and his own credibility at stake, Russia's prime minister Vladimir Putin today insisted that the country's economy was still robust.

Speaking at a meeting of the pro-Kremlin United Russia party, Putin told delegates in Moscow the country would survive the current global financial turmoil - which he blamed on the US.

But the Kremlin is acutely aware that any loss of confidence in the Russian economy could lead to a loss of confidence in Putin and his ally Dmitry Medvedev, who took over from Putin as Russia's president in May.

Medvedev's biggest initiative so far has been to float an extension in the presidential term from four to six years - a proposal that entrenches the current Kremlin's grip on power, and which Russia's loyal Duma is likely to approve on Saturday.

Putin today said his administration would do everything it could to prevent a recurrence of Russia's last oil-related financial crash in 1998 - which saw the savings of many ordinary Russians wiped out. But the plummeting oil price leaves him little room for manoeuvre. Experts suggest that Russia's economy is now facing profound difficulties, despite two massive stabilisation funds accumulated during the booming oil years.

The fall in oil prices from $147 this July to below $50 today has blown a gaping hole in the government's budget calculations. It is now facing a $150bn shortfall in its spending plans - and will have to slash expenditure in 2009.

Today Putin sought to assure hard-up Russians that their social benefits would not be affected, promising a $20bn assistance package. "We will do everything, everything in our power ... so that the collapses of the past years should never be repeated," he said.

The oil slump, however, exacerbates Russia's already severe economic problems. Since May Russian markets have lost 70% of their value. Russia's central bank, meanwhile, has been spent $57.5bn in two months trying to prop up the country's ailing currency.

"If the current trend continues with the government supporting the rouble, oil prices falling and a slowing economy we are going to have a major crisis," said Chris Weafer, an analyst with the Moscow brokerage Uralsib.

He added: "There will be more pressure on the rouble and an extremely difficult first quarter next year." Russia was more vulnerable than other countries because it was still an oil state, and had failed to diversify its economy, Weafer added.

Both Putin and Medvedev have blamed the Bush administration for the current financial mess. Putin today accused the US of recklessness. "Cheap money and mortgage troubles in the US have caused a real chain reaction, [and] paralyzed the global financial market," he complained.

Russia's state-controlled TV has also sought to portray the crisis as an American problem, largely ignoring its impact at home. This strategy was not very sensible, analysts suggested today, since job losses and salary cuts in Russia were beginning to mount.

"In terms of the trigger Putin is correct. The bomb came from the US," Weafer said. He added, however: "The shockwaves have hit a much weaker structure than the [Russian] government has acknowledged. The economy is going to hell in a handcart." 

Russia is screwed no matter what

Financial Times 6/16 (Neil Buckley, http://blogs.ft.com/beyond-brics/2011/06/16/russian-oil-gas-damned-both-ways/#axzz1R6ke3udD, 
“Russian oil & gas: damned both ways”, June 16, 2011, ZBurdette)

But while it predicted gas consumption would grow 2.4 per cent annually, the IEA warned European demand for gas – the crucial export market for Russia’s Gazprom – was “stagnating”. And the IEA included no pipeline deliveries of Russian gas to China in its five-year view, despite Russia’s hopes of opening up China as a major new market.

Laszlo Varro, the IEA’s head of gas, told delegates in St Petersburg that for the first time China would be the main driver of increasing gas demand, accounting for about one third of global growth.

That emphasised the size of the potential prize for Russia in breaking into the Chinese market. But after five years, the two sides have not so far been able to agree on price, and some economists have questioned the viability of the whole plan.

“In the 2016 time horizon we did not include pipeline exports from Russia to China. These are quite difficult projects, you need to build major pipeline systems, bring production into new gas fields, and also the distances are quite large and the infrastructure is quite undeveloped,” Varro said.

He added that Russia had the resource base to supply China, but would have to develop new reserves in eastern Siberia rather than redirect gas from existing fields in western Siberia.

“Very large investment in very difficult projects will be needed,” he warned.

The nearer-term news on oil was also mixed for Russia. Nobuo Tanaka, IEA director, warned the short-term squeeze on oil risked a hard landing for the world economy – though the IEA was prepared to release strategic crude reserves to ensure supply. The situation, he warned was beginning to “resemble 2008”.

“We know that 2008 was a very hard landing scenario” for the world economy, he said. “By providing more oil to the market, we prefer a soft landing scenario.”

Concerns about the impact of higher oil prices on global growth seem to be holding back investor interest in Russian stocks. There has not been the same equity market rally that accompanied the previous oil price spike earlier this year.

Chris Weafer, a long-time Russia strategist, says investors now believe a higher oil price “inevitably means demand destruction and a quick collapse for the price and for investor sentiment towards Russia”.

“Most investors see Russia as damned by the curse of high oil. It’s damned if the price goes lower, and damned if it goes higher. It’s the legacy of having not taken full advantage of the economic revival from 2000.”

Non-unique and alt causes

Mankoff 10—Associate director of International Security Studies at Yale University (Jeffrey, “The Russian Economic Crisis Council Special Report No. 53”, April 2010, ZBurdette)
The Russian downturn has three components: a serious financial crisis affecting banks and several heavily indebted enterprises, a global commodity price crunch that slashed prices for Russia’s major exports, and a recession characterized by sharply lowered domestic demand. That decline contributed to a downturn in Russia serious even by the standards of the global “Great Recession.” The Russian economy, which had been growing by an average of more than 7 percent a year for the previous decade, began deteriorating; output rose by only 2.1 percent in 2008, before falling by 7.9 percent in 2009. 2 Even as month-to month gross domestic product (GDP) began growing again in the third quarter of 2009 on the back of higher commodity prices, investment and consumer spending have not recovered. Credit is extremely tight, contributing to sharply lower domestic aggregate demand. And the recovery is likely to be protracted. The crisis and concerns about property rights have increasingly scared off foreign investors; foreign direct investment (FDI) into Russia fell by 45 percent in the first half of 2009 alone. 3 Moscow also spent $200 billion from the state’s Reserve Fund to prop up the ruble. Preventing a run on the currency averted panic among holders of bank deposits, but further entrenched the country’s uncompetitive industrial model while enriching favored banks and currency traders. These steps, along with efforts to mitigate the effects of rising unemployment (such as temporary employment and public works projects), mean that after running a budget deficit of 6.3 percent of GDP in 2009, yearly deficits will continue until at least 2012. 4 

corruption turn
High oil prices cause corruption which drives away investors

Brooke 2011 — journalist, VOA Russia Bureau Chief, previously Moscow Bureau Chief for Bloomberg and New York Times reporter (James, March 18, 2011, “Russia Gets Giant Boost from Rising Oil Prices” http://www.voanews.com/english/news/economy-and-business/Russia-Gets-Giant-Boost-from-Rising-Oil-Prices-118258659.html) 

In one decade, the oil price gyrated wildly - from a low of $8 a barrel in 1998 to a peak of $147 in 2008. Looking at the long term, analysts say Japan's nuclear crisis may benefit Russia by pushing the world energy pendulum away from nuclear toward natural gas. Germany imports almost half of its gas from Russia. Even before the crisis, Russia was investing to increase gas production by 50 percent over the next 20 years. The downside is that high prices ease pressures to cut corruption, to diversify the economy and to lighten the hand of government on business. Chris Weafer, chief strategist with Uralsib Capital, fears that the new flood of oil earnings is leading the Kremlin to slow its privatization program. “We have seen it in the Gulf Arab countries. and we saw it in Russia in the last 10 years that as the oil price is rising governments talk about the need for reform and using the money wisely, but as the price goes up too high, the whole process slows down, people become complacent, they become lazy, they live the good life as it were, until the collapse comes,” he said. “And then then whole process starts again.” In public opinion polls, corruption rivals food prices as the number one public complaint for Russians. According to Transparency International, Russia is the most corrupt of the Group of 20 major economies. Last week in a speech in Moscow, U.S. Vice President Joe Biden clearly warned Russia that corruption scares away investors. “No amount of government cheerleading or public relations or U.S. support or rebranding will bring wronged or nervous investors back to a market they perceive to have these shortcomings,” he said. “Only bold and genuine change.“

inflation turn

High oil prices cause Russian inflation causing rouble adjustments that wreck growth

The Financial Times 6/15 (Charles Clover, “Unable to shake off energy dependence”, http://www.ft.com/intl/cms/s/0/6df5e9f8-9623-11e0-8256-00144feab49a.html#axzz1RM7EY1xl, ZBurdette)

Russia has floated for most of the past decade on a cushion of steadily rising oil revenue, earning about $1,500bn from oil and gas exports since 2000. Oil revenues alone fund roughly 50 per cent of federal budget revenues and made up 25 per cent of gross domestic product in 2010.

While few would say that having lots of money is a bad thing, it is becoming clear to some of Russia’s leaders that dependence on energy exports is actually a hindrance to the country making it into the top league of the world’s developed nations.
On the eve of the St Petersburg economic forum, designed to showcase Russia’s westernmost aspect, the country increasingly resembles a Middle Eastern oil autocracy more than the budding European democracy that showed so much promise 20 years ago after the fall of the Soviet Union.

Russia has no shortage of leaders who have correctly identified the problem. Alexei Kudrin, finance minister, startled Russian economy watchers with a sobering prediction on April 21 that the era of oil-fuelled growth may be ending, and not just because oil prices may fall from their highs earlier this year.

He said that a further increase in oil prices might even “have a depressive effect” on the Russian economy. A rising oil price, he said, “used to act as an economic stimulus. Now however, this model is exhausted.”

The rise in oil prices over the past decade “played a cruel joke on us”, he said. To fight inflation, the central bank was forced to strengthen the rouble, which hurt trade in all sectors but oil and gas, further concentrating dependence on energy. “We paid for growth with inflation,” he said.

The oil windfall has skewed the economy, pushing up wages without pushing up productivity, and leading to an overvalued currency that has stifled investment and ensured that the other sectors of the economy remain perpetually uncompetitive.

The new mood is a product of the economic crisis. While Russia’s GDP doubled in the 10 years before 2009, that year its GDP fell 8 per cent. The causes were not hard to find – energy and commodity prices fell and foreign credit lines dried up. The previously impressive economic growth was shown to be nothing more than the ability to pump oil.

In 2009, President Dmitry Medvedev published a manifesto called “Russia Forward!” in the online newspaper Gazeta.ru, calling his country’s dependence on oil “primitive”.

dutch disease turn
High oil prices create inflation and the devaluation of non-oil sectors of the economy – low oil prices lead to growth
Bernstam and Rabushka 1—Michael S. Bernstam, a research fellow at the Hoover Institution, Stanford University, is an economic demographer who studies economic systems in their relationship with income, population, financial development, natural resources, the environment, conflict, and other social change AND Alvin Rabushka is the David and Joan Traitel Senior Fellow at the Hoover Institution (“The Dutch Disease: Peter the Great's Real Legacy?”, July 2, 2001, http://www.hoover.org/research/projects-and-programs/russian-economy/6020, ZBurdette)

On June 29, 2001, the Russian government stated that it would soon introduce legislation to reduce the obligatory selling of foreign currency proceeds by exporters to the Central Bank from 75 to 50 percent. This measure, as we have discussed in detail with statistical evidence on this site ("The Secret of Russian Economic Growth: Testing an Old Hypothesis with New Data" and "Can More Liberal Subsidies Spur Growth and Reduce Inflation?"), threatens economic growth and fiscal solvency.

Nevertheless, Russia is abuzz with talk of the Dutch disease. The current conventional wisdom as summarized in a June 20, 2001, Wall Street Journal article entitled "Russia's Strong Ruble Damps Hopes for Extended Growth" is that high commodities prices are causing an economic slowdown, threatening Russia's recovery. This view holds that high oil prices, although the source of recent growth and strong profits in the oil sector, are causing inflation and real ruble appreciation that will strangle the growth of non-oil industries for years to come. There is a related, though somewhat contradictory, fear that profits in the oil sector (and equity prices) will decline if world prices fall while domestic production costs rise.

High oil prices are credited with Russia's strong 8.3% growth in 2000, the highest rate in more than 30 years. Every dollar rise in Russia's oil is said to contribute 0.4% to GDP. Energy and metals constitute 80% of exports and the bulk of the domestic equity market. The prevailing view in Russia is that devaluation of the ruble after August 1998 played an important role in recent growth by increasing domestic demand, as Russian consumers switched to cheaper domestic goods.

Subscribers to the Dutch disease argue that the conversion of large foreign currency earnings into rubles, which are sold to the Central Bank under its 75% repatriation rule, leads to increasing the monetary base, thereby inflation. Since Russia's inflation exceeds that of its trading partners, the ruble is appreciating in real terms, which reduces the competitiveness of non-commodities producers.

Real ruble appreciation is thus presumably causing a slowdown in growth (currently running at 5.4%) say those in the Dutch disease school of thought. With annual inflation running at 15-20% this year, the ruble will appreciate as much as 15% in real terms. This ruble appreciation must be curtailed to restore higher growth.

What's the policy answer to this conundrum?

On the above argument, the answer seems clear. If high oil prices are the cause of ruble appreciation, economic slowdown, and the Dutch disease, which crowds out the development of non-oil production, then lower oil prices are the cure. Less foreign earnings from oil exports would reduce the rise in the domestic money supply, slow inflation, ease or halt ruble appreciation, thus stimulating growth in non-oil industries. If so, the Russian government should simply instruct the country's oil exporters to sell oil at a lower price. Less foreign currency earnings would increase Russian growth. It would also curry favor with Western countries by reducing their oil import bills. Who knows? Perhaps Western Europe and the United States would buy manufactured Russian goods out of gratitude. Or write off some portion of Russian debt. Actually price-for-debt might be negotiated. There is probably no single gesture that would earn Putin more thanks in the West, and kudos from economists and bankers, than a decision to cut oil prices.

It would be a small price to pay if lower oil prices reduce profits and equity values of energy firms since the presumed benefit would be the promise of higher future economic growth. Sacrificing current growth from high oil earnings appears to be a price worth paying to encourage an increase in domestic non-oil output and the promise of higher future growth from a weaker ruble.

expansionism turn
High oil prices hurts relations with Russia and causes Russian expansionism

Applebaum 11—Masters in IR from the London School of Economics, BA from Yale (Anne, The Washington Post, “When oil prices rise, Russia has freedom over a barrel”, Tuesday, January 4, 2011, http://www.washingtonpost.com/wp-dyn/content/article/2011/01/03/AR2011010304070.html, ZBurdette)
Why the change of tone? Why now? Many complex theories have been hatched to explain it. This being Russia, none can be proved. But perhaps the explanation is very simple: Oil is once again above $90 a barrel - and the price is rising. And if that's the reason, it's nothing new. In fact, if one were to plot the rise and fall of Soviet and Russian foreign and domestic reforms over the past 40 years on a graph, it would match the fall and rise of the international oil price (for which domestic crude oil prices are a reasonable proxy) with astonishing precision.

To see what I mean, begin at the beginning: In the 1970s, oil prices began to rise significantly, along with the then-Soviet Union's resistance to change. The previous decade (with oil prices at $2 or $3 a barrel, not adjusted for inflation) had been one of flux and experimentation. But after OPEC pushed prices up in the 1970s, oil revenue poured in - and the Soviet Union entered a period of internal "stagnation" and external aggression. Soviet leader Leonid Brezhnev invested heavily in the military, halted internal reforms and in 1979 (when oil was at $25 a barrel) - invaded Afghanistan.

Brezhnev was eventually followed by Yuri Andropov, who had the good fortune to run the Soviet Union when oil prices were still high (at his death, in 1984, they averaged $28 a barrel). Andropov could thus afford both an internal crackdown on dissidents and a continued tense relationship with the West. But Andropov was followed by Mikhail Gorbachev, who took over just as prices plunged. In 1986 (with oil down to $14 a barrel), he launched his reform programs, perestroika and glasnost. By 1989 (when oil was still only at $18) he allowed the Berlin Wall to fall, freed Central Europe and ended the Cold War.

Prices fluctuated, but they did not really rise again in the 1990s (plunging as low as $11 in 1998), the years when Boris Yeltsin was still trying to be best friends with Bill Clinton, the Russian media were relatively free and there was still talk, at least, of major economic reforms. But in 1999 (when oil prices rose to $16 a barrel), Yeltsin's prime minister, Vladimir Putin, launched the second Chechen war, the West bombed Belgrade, and the mood in Russia turned distinctly anti-Western once again.

The fortunate Putin took over as president in 2000, at the start of a long and seemingly inexorable rise in oil prices. Indeed, Gorbachev's calls for internal reform were long forgotten by 2003 (when oil prices were creeping up to $27 a barrel). The days when Yeltsin pushed for Russia to join Western institutions were a distant memory by 2008, when Russia invaded Georgia (and oil was at $91 a barrel).
Oil economy causes Russian Nationalism

Shlapentokh 06 Professor of Sociology at MSU (11/6/06, Vladimir, Oil and Gas Journal, “Intoxicated by high oil prices: Political Dutch disease afflicting the Kremlin”, Vol. 104, Iss. 41; pg. 18, Proquest SW)

The power of oil became a major source of inspiration for Russian imperial and nationalistic feelings. Dmitry Medvedev, the first deputy prime minister and possible heir to Putin, in a rare political interview in July, devoted two thirds of the interview to describing how oil and gas had strengthened the country. Mikhail Margelov, chairman of the Duma's foreign committee, plainly declared that "gas, oil, and electricity are diplomatic weapons ... a sword in the scabbard." One of the best known ideologues of Russian nationalism, the vice-chairman of the State Duma's committee on international relations Natalia Narochnitskaia, saw the "energy card" as an instrument that would allow Russia to be a great power again and release it from its inferiority complex. Inspired by the new perspective, Narochnitskaia suggested that Russia could serve as a model for the world.4 The author of an article in Komsomolskaia Pravda declared, "Russia is becoming an energy empire" and said it has returned to "great politics through the pipeline." Some Russian authors contend that the aggressive policy of the US against Russia is dictated exclusively by the desire to take control of the country's oil resources. Obsessed with the restoration of the Russian empire, the notorious nationalist Alexander Prokhanov talked about oil as the main strategic resource of the 21st Century and praised Venezuelan President Hugo Chavez, a "Russian friend," whose policy is also based on oil.5 As a typical element of the political landscape, a member of the St. Petersburg legislature rudely rejected attempts to criticize the regular murders of nonwhite foreigners in the city by claiming that, with the price of oil at $80/bbl, the Russians can do what they please. Among the 80 legislators, only one publicly denounced those comments. A content analysis of 50 national newspapers produced remarkable results: Between February and July, 2005, the press mentioned "oil" in 7,285 articles and mentioned "gas" in 8,313 articles, while other important subjects were mentioned less often, including "inflation" (3,565 articles), "corruption" (3,354 articles), and "crime" (1,569 articles). With the idea that oil has provided them with an advantage over their enemies, Russian nationalists are inebriated with thoughts of revenge. In their dreams, they see the US crawling before the Russian oil giant, begging for a few drops of oil. With almost sadistic pleasure, some Russian journalists, such as Evgenii Anisimov from Komsomol'skaia Pravda, suggested that because of Russia's new role as a supplier of energy, "Europe is scared," and "her resources of energy are dose to exhaustion." It is not surprising that, under the impact of the Kremlin's "oil propaganda," the Russians were glad to see Moscow force Ukraine to accept, at the end of 2005, a four-fold increase in the price of gas. The absolute majority of the Russian public-80% in the country as a whole and 94% in Moscow and St. Petersburg-unequivocally supported the Kremlin's position in the December 2005 gas conflict.
us-russia relations turn

Russia’s oil economy kills US-Russia Relations
Shlapentokh 06 Professor of Sociology at MSU (11/6/06, Vladimir, Oil and Gas Journal, “Intoxicated by high oil prices: Political Dutch disease afflicting the Kremlin”, Vol. 104, Iss. 41; pg. 18, Proquest SW)

As suggested by many economists, Dutch disease-a country's excessive dependence on the export of raw materials-can have serious economic consequences as a country becomes increasingly dependent on that raw materials sector. Other branches of the economy, such as manufacturing, often decline because of the concentration of such resources as oil or gold, as happened in 16th century Spain. A sudden fall in the price of the raw materials could bring an economic collapse. Seemingly, the Russian leaders, like their colleagues in Venezuela and Iran, see the world through the prism of oil revenues. It goes without saying that one of the first victims of the political Dutch disease is democracy. However, an even more dangerous consequence of the political Dutch disease is the leader's loss of a sober assessment of reality. Under the impact of their technological achievements, both Stalin and Khrushchev, with thenskewed visions of reality, moved the country closer to a major war. Putin's euphoria over oil prices may not be as great as his predecessors' enthusiasm, but his aggressiveness in foreign policy in general, and toward the US and Russia's neighbors in particular, has clearly increased since 2005.The shift occurred in late 2005 when Moscow brandished its gas weapon against Ukraine and indirectly against Europe. Russia's foreign policy has hardened (despite some cooperative gestures toward the West) and influenced several international conflicts, including issues surrounding North Korea, Iran, and the Middle East. The conspicuous demonstrations in July of friendship with Venezuela's Chavez, another political leader inebriated by oil revenues, and the readiness to sell him weapons despite American protests were clear signals of unfriendliness toward the US. Russian media treated Moscow's attitudes toward Chavez as an obvious demonstration of disregard toward American concerns. Drnitry Medvedev's proposal to make the ruble fully convertible in an attempt to renew the currency's international status was another result of the country's oil fever. Medvedev talked contemptuously about "the financial irresponsibility of the United States," citing the country's growing national deficit. He also denounced the International Monetary Fund's attempt to promote market reforms, forgetting that only a few years ago Russia had scrounged for credits from this bank.
a2: eu integration scenario

Eurasian protectionism high now
Financial Times 9 (“EU and Russian executives fear protectionism”, 18 November 2009, http://www.eu-russia-industrialists.org/news_details.php?id=39, ZBurdette)

Rising trade barriers, imposed in response to the global economic crisis, threaten economic relations between the European Union and Russia, business leaders are warning. 
Multiple barriers to full economic integration
Financial Times 9 (“EU and Russian executives fear protectionism”, 18 November 2009, http://www.eu-russia-industrialists.org/news_details.php?id=39, ZBurdette)

Rising trade barriers, imposed in response to the global economic crisis, threaten economic relations between the European Union and Russia, business leaders are warning. 
The dangers are compounded by risks that Russia’s planned customs union with Kazakhstan and Belarus, due to start on January 1, could complicate ties between Moscow and Brussels, say executives in the Industrialists Round Table, an EU-Russia business organisation.
IRT representatives will present their findings at a meeting on Wednesday with European leaders and Dmitry Medvedev, the Russian president, during the EU-Russia summit in Stockholm. They will call for a new push on Moscow’s much-delayed attempt to join the World Trade Organisation and extra efforts on negotiating a new EU-Russia deal, but acknowledge that the past year has seen “little progress” in formal economic relations.

“What we are asking for is clarity to improve the framework for business,” said Nils Andersen, chief executive of Moller-Maersk, the Danish transport group, in an interview. Mr Andersen chairs the IRT jointly with Anatoly Chubais, head of Rusnano, the Russian state high-technology group, who told the Financial Times that Russian accession to the WTO would put its economic links with the rest of the world into “a completely different dimension”.
In its submission to the summit leaders, the IRT says that, in spite of pledges made at G20 summits to refrain from protectionism, both the EU and Russia have taken measures “that impede imports and exports” and agreed other decisions which “seem to make increases in tariff-related trade barriers more probable in the future”.
EU business people said examples included Russia’s increase in car import duties and planned rises in alcohol taxes that they feared might fall disproportionately on beer, a market largely controlled by foreign investors, as opposed to vodka, where domestic producers predominate. Russian companies fear that state aid handed out by EU governments during the crisis might lead to protectionist actions.
The IRT expresses concerns over Russia’s planned customs union, saying WTO accession could be “seriously delayed” if the union’s rules depart from regulations already agreed in negotiations between Moscow and the WTO, for example over tariffs.

a2: altai pipeline da

Talks aren’t even close to being finished – have been going on for five years and hit a recent roadblock with advance payment requirement – increase in the price of oil means China won’t be able to afford the deal

UPI ’11 “Gazprom seeks advance payment from China” 7/11

http://www.upi.com/Business_News/2011/07/11/Gazprom-seeks-advance-payment-from-China/UPI-21271310418122/#ixzz1RuzUDtOc

Talks between Gazprom and China's National Petroleum Corp. have been going on for five years and took a huge hit in June when, despite political pressure and a state visit by Chinese President Hu Jintao, no agreement was signed, The Moscow Times reported. The long-term gas supply deal is estimated to be worth $700 billion. Requiring advance payment from the Chinese, similar to that successfully obtained by Rosneft and Transneft before the East Siberia-Pacific Ocean pipeline to China was extended, is likely to push out any deal, already held up because of differences over pricing structures, the report said. Citing an unidentified source within China's company, Interfax reported last week that Gazprom wanted $25 billion as an advanced payment. while another source close to the Russian government put the amount closer to $40 billion, the Times said. "Gazprom wants an advance payment for gas as soon as a commercial contract has been signed and before the gas pipeline has been built," Interfax quoted a source as saying. China's National Petroleum Corp. "does not have that much cash, and it would have to borrow it from a bank and pay the corresponding interest."
***IRAN

1nc iran

High oil prices now key to Iran economy

Mohamedi 2011 (Fareed Mohamedi, PBS frontline, March 7 2011, “Rising Oil Prices Create Political Cushion for Iran” http://www.pbs.org/wgbh/pages/frontline/tehranbureau/2011/03/rising-oil-prices-create-political-cushion-for-iran.html#ixzz1QV14e2E4
What impact do higher oil revenues have on Iran economically? Higher oil prices will result in increased revenues and a bigger national budget, allowing Iran to increase its foreign exchange reserves. Oil money accounts for about 27 percent of Iran's total revenues, while crude oil accounts for 83 percent of the total value of exports. What impact do higher oil revenues have on Iran politically? Higher oil revenues may help the regime increase its welfare services and thereby improve its political position in the country. The government has recently implemented a subsidy reform program that compensates price hikes with cash subsidies to the bulk of the population. More oil revenues can help ensure the flow of cash handouts, at least in the early stages of implementation. But the government will need to avoid a spending spree, which can lead to inflation. Iran has the world's third largest oil reserves and the second largest gas reserves. It is also the fifth largest global producer of oil, after Saudi Arabia. What role is Iran playing or likely to play as oil increasingly becomes a factor in the regional crises? The regional situation and the threat for greater oil supply disruption and oil prices may reduce the enthusiasm with which Europe and the United States push for an oil embargo on Iran. Iran's main gas field -- and the world's largest -- is the offshore South Pars field in the Persian Gulf, a shared field with Qatar. But parts of the field are still under construction. Are the events in the Gulf a source of concern for Iran when it comes to the development of South Pars? Political events in the Gulf are unlikely to affect development of the South Pars gas field. The pace of that development depends on Iran's funding ability and its relations with foreign companies. Iran's main problem is the declining interest by foreign companies to invest in the South Pars project. China's CNPC remains the sole non-Iranian company known to be working on the field. CNPC replaced France's Total, which left in 2009.
Decreased oil price causes Iranian adventurism

Drop in oil prices causes Iranian adventurism

Peters 8 – retired United States Army Lieutenant Colonel and degree in international relations from St. Mary’s University (Ralph, “Bankrupt Rogues: Beware Failing Foes”, NY Post, 10/29/08, http://www.nypost.com/p/news/opinion/opedcolumnists/item_Sq6rxuaQjf2dV655mfdh9M)

Of all the pleasures to be found in the pain of others, though, none seems more justified than smugness over the panic in Moscow, Caracas and Tehran as oil prices plummet.

We may need to be careful what we wish for.

Successful states may generate trouble, but failures produce catastrophes: Nazi Germany erupted from the bankrupt Weimar Republic; Soviet Communism's economic disasters swelled the Gulag; a feckless state with unpaid armies enabled Mao's rise.

Economic competition killed a million Tutsis in Rwanda. The deadliest conflict of our time, the multi-sided civil war in Congo, exploded into the power vacuum left by a bankrupt government. A resource-starved Japan attacked Pearl Harbor.

The crucial point: The more a state has to lose, the less likely it is to risk losing it. "Dizzy with success," Russia's Vladimir Putin may have dismembered Georgia, but Russian tanks stopped short of Tbilisi as he calculated exactly how much he could get away with.

But now, while our retirement plans have suffered a setback, Russia's stock market has crashed to a fifth of its value last May. Foreign investment has begun to shun Russia as though the ship of state has plague aboard.

The murk of Russia's economy is ultimately impenetrable, but analysts take Moscow's word that it entered this crisis with over $500 billion in foreign-exchange reserves. At least $200 billion of that is now gone, while Russian markets still hemorrhage. And the price of oil - Russia's lifeblood - has fallen by nearly two-thirds.

If oil climbs to $70 a barrel, the Russian economy may eke by. But the Kremlin can kiss off its military-modernization plans. Urgent infrastructure upgrades won't happen, either. And the population trapped outside the few garish city centers will continue to live lives that are nasty, brutish and short - on a good day.

Should oil prices and shares keep tumbling, Russia will slip into polni bardak mode - politely translated as "resembling a dockside brothel on the skids." And that assumes that other aspects of the economy hold up - a fragile hope, given Russia's overleveraged concentration of wealth, fudged numbers and state lawlessness.

Should we rejoice if the ruble continues to drop? Perhaps. But what incentive would Czar Vladimir have to halt his tanks short of Kiev, if his economy were a basket case shunned by the rest of the world?

Leaders with failures in their laps like the distraction wars provide. (If religion is the opium of the people, nationalism is their methamphetamine.) The least we might expect would be an increased willingness on Moscow's part to sell advanced weapons to fellow rogue regimes.

Of course, those rogues would need money to pay for the weapons (or for nuclear secrets sold by grasping officials). A positive side of the global downturn is that mischief-makers such as Iran and Venezuela are going to have a great deal less money with which to annoy civilization.

Some analyses calculate that, for Caracas and Tehran to sustain their already-on-life-support economies, the price of oil needs to stay above $90 a barrel. But average prices will probably remain below that for at least two years.

Iran and Venezuela may respond very differently to impoverishment, however. Tehran could turn to regional military aggression in an attempt to keep the population behind the regime - and may the Lord help Israel, if a dead-broke Iran gets nukes.

On the other hand, even devout Muslim businessmen don't like to go bankrupt. Iran's power-broker mullahs have relied on the support of the (much bribed) bazaaris, the nation's merchants. While we obsess about feeble student protests, the bazaaris form the constituency the mullahs dare not alienate. Regime change may come from within.

By contrast, Venezuela's power is a charade. The regime of Hugo Chavez can't survive without a constant transfusion of petrodollars. Chavez buys votes - and you can't buy votes with empty pockets.

Chavez is far more bluster than bravery. Facing empty coffers, his rhetoric will intensify - but he's not going to invade anyone (he'd lose). And the left-wing regimes that rely on him will have to find a new sugar daddy.

A bankrupt Chavez won't survive long - he's no Fidel Castro. The question is whether he'd respect a popular vote that went against him or go out in a splash of blood.

Bottom line on bankrupt enemies: Russia's dangerous; Iran's dangerous, but vulnerable; Venezuela's just vulnerable. There may be serious trouble ahead.

For now, though, it's satisfying to watch the wicked suffer.

Iranian adventurism causes WWIII

Bosco 6 - Senior Editor at Foreign Policy Magazine (David, 7/23/2006.. “Could This Be the Start of World War III?” http://usc.glo.org/forums/0016/viewtopic.php?p=403&sid=95896c43b66ffa28f9932774a408bb4b)

ARMAGEDDON   Could This Be the Start of World War III?   As the Middle East erupts, there are plenty of scenarios for global conflagration.   IT WAS LATE JUNE in Sarajevo when Gavrilo Princip shot Archduke Franz Ferdinand and his wife. After emptying his revolver, the young Serb nationalist jumped into the shallow river that runs through the city and was quickly seized. But the events he set in motion could not be so easily restrained. Two months later, Europe was at war.  The understanding that small but violent acts can spark global conflagration is etched into the world's consciousness. The reverberations from Princip's shots in the summer of 1914 ultimately took the lives of more than 10 million people, shattered four empires and dragged more than two dozen countries into war.  This hot summer, as the world watches the violence in the Middle East, the awareness of peace's fragility is particularly acute. The bloodshed in Lebanon appears to be part of a broader upsurge in unrest. Iraq is suffering through one of its bloodiest months since the U.S.-led invasion in 2003. Taliban militants are burning schools and attacking villages in southern Afghanistan as the United States and NATO struggle to defend that country's fragile government. Nuclear-armed India is still cleaning up the wreckage from a large terrorist attack in which it suspects militants from rival Pakistan. The world is awash in weapons, North Korea and Iran are developing nuclear capabilities, and long-range missile technology is spreading like a virus.  Some see the start of a global conflict. "We're in the early stages of what I would describe as the Third World War," former House Speaker Newt Gingrich said last week. Certain religious websites are abuzz with talk of Armageddon. There may be as much hyperbole as prophecy in the forecasts for world war. But it's not hard to conjure ways that today's hot spots could ignite.  Consider the following scenarios:   • Targeting Iran: As Israeli troops seek out and destroy Hezbollah forces in southern Lebanon, intelligence officials spot a shipment of longer-range Iranian missiles heading for Lebanon. The Israeli government decides to strike the convoy and Iranian nuclear facilities simultaneously. After Iran has recovered from the shock, Revolutionary Guards surging across the border into Iraq, bent on striking Israel's American allies. Governments in Syria, Jordan, Egypt and Saudi Arabia face violent street protests demanding retribution against Israel — and they eventually yield, triggering a major regional war. 

2nc stability impacts

Iranian instability causes regional wars

Bhadrakumar 7 - diplomat in the Indian Foreign Service for 29 years, ambassador to Uzbekistan and Turkey (M.K. , “Foreign devils in the Iranian mountains”, Asia Times, 2/24/07 www.atimes.com/atimes/Middle_East/IB24AK02.html) 

The US administration asked Congress for US$75 million last year for promoting "democratic change" within Iran. But the main drawback for US policy is that with the possible exception of the Kurds, none of Iran's ethnic minorities is seeking to secede from the Iranian state. Also, it is not a situation where ethnic minorities are subjected to persecution or discrimination in Iran. The majority Persian community and ethnic minorities alike feel the alienation endemic to the problem of poverty, economic deprivation, misgovernance, corruption and lawlessness. 

Indeed, the US policy to light the fire of ethnic and sectarian strife could well end up creating an "arc of instability" stretching from Iraq to Pakistan and Afghanistan. Even right-wing Iranian exile Amir Taheri, who is usually a strong backer of the Bush administration's interventionist policy in the Middle East, has warned that although fanning the flames of ethnic unrest and resentment is not difficult and that a Yugoslavia-like breakup scenario might hasten the demise of the Iranian regime, it could also "unleash much darker forces of nationalism and religious zealotry that could plunge the entire region into years, even decades, of bloody crisis". 

Weak economy causes Iranian regime collapse

Stalinsky 7 - executive director of the Middle East Media Research Institute (Steven, “Iran’s Economic Crisis”, 1/31/07, www.nysun.com/article/47772) 

The January 20 edition of the Iranian reformist daily Rooz included an interview with an economist, Saeed Leilaz. "Iran is on the verge of economic collapse," he said. "A large portion of the economic turn for the worse is due to Ahmadinejad's policies and management style … [which] have prompted many to publicly criticize [him]. … The administration has increased government expenditures so much that we will face an enormous budget deficit in the coming year."

Mr. Leilaz also said Iran's deep economic crisis could "ultimately lead to the disintegration of the government."

Gas shortages throughout the country, as well as news of Iranians "waiting in lines for hours to purchase gas cylinders to heat their homes or cook food," were detailed in a report in Rooz on January 14. In some towns, lines of people were three miles long, and citizens were upset about the rising prices of produce, dairy, rice, eggs, cereal, and grains, the paper reported.

The Arab press has been watching Iran's economic crisis closely. An editorial in the Saudi daily Arab News of January 24, "Frustrations in Iran," focused on Tehran's economic travails and "the growing criticism of Ahmadinejad's presidential performance."

"The problem for the president is that the economy is weak," the editorial said. "Despite its oil wealth, life is hard for ordinary Iranians. … There is therefore a groundswell of frustration because of the president's economic neglect."

A Saudi columnist, Ahmed Al-Rabei, wrote in the January 29 issue of Asharq Al-Awsat about the Iranian economic crisis. "Instead of attempting to solve the unemployment and poverty problems of its people, the new revolutionaries decided instead to ‘export the revolution,'" he wrote. "After all, a revolution is not a commodity to import but rather the creation of a new regime that sets an example to others. What the revolutionaries did in Tehran was a disaster rather than an example." 

Regime collapse allows terrorists to get steal Iran’s nuclear weapons

O’Brien 6 - economics editor at the Irish Times (Dan, “Applying just war principles”, The Irish Times, 3/13/06, lexis) 

 Even more serious is the risk of "loose nukes". The regime is divided, unstable and domestically unpopular. The risk of nuclear know-how, material, and/or ready-to-deploy bombs making their way into the hands of terrorists via the regime's extreme or rogue elements is considerable. That risk would multiply if the regime were to collapse - an outcome that is, sooner or later, inevitable. Given the magnitude of this threat, the use of limited military action to destroy Iran's bomb making capacity would, therefore, pass the proportionality test. 

oil prices stabilizing iran now

Oil is the only way Iran can weather current sanctions regime

Reuters ’11 “Higher oil price empowers Iran, blunts sanctions” January 20

http://www.alarabiya.net/articles/2011/01/20/134325.html

Oil's ascent towards $100 a barrel, which OPEC blames on western financial speculators, has handed Iran a windfall to help contain domestic discontent and take the sting out of sanctions designed to squeeze its economy.
2nc unique internals

Iran is on the brink now – international sanctions mean that their economy is absolutely dependent on high oil prices – the fact that high prices are coinciding with their occupation of the rotating OPEC presidency is not an accident – AND most estimates UNDERestimate the link magnitude – oil prices are key to the prices of non-oil products – more than 75% of economy
BBC Monitoring International Reports 10 (1/5/10, “Daily cites figures on drop in Iran's exports, for recession, oil prices”, Academic OneFile SW)

With three months left to the end of the year, official state figures and estimates indicate that exports will see a notable decline compared to last year, for being strongly tied to oil. While exports are an area affected by factors ranging from state officials' comments to the weather, the stronger dependence of Iranian exports on oil means any change in its price and production will naturally entail changes in Iran's exports. The approximate 25-per cent share for non-oil products of all our country's exports (in keeping with Iran's exports record last year) shows apparently that the level of dependence on oil is no more than 75 per cent; but the presence of oil products within non-oil exports, which as the former deputy-trade minister has said had a six-billion-dollar share last year, makes this dependence greater than it appears. Aside this sector, which constitutes six per cent of the country's exports and the main 75-per-cent section, the 20-per cent section of the country's other exports is indirectly (if not directly) dependent on the price and production of oil. The greater part of products in this section is of non-essential and unnecessary goods foreign consumers turn too after meeting basic needs. This group includes such items as pistachios, dried fruits and nuts and carpets, which are among Iran's four main exports. With a fall in the price of oil this year (in line with figures given out) and with the subsequent fall in the incomes of some countries, which as some experts believe has had an effect on the world financial crisis, certain states (if not most) destinations of Iran's exports have for this fall in revenues reduced their demands for this category of luxury Iranian products. With this in mind Iran's exports in the first three quarters of this year including and excluding gas products reached respectively more than 18 and 14bn dollars, the figures being more than 23 and 18bn dollars at the end of last year, ISNA reports. A comparison of these figures indicates a discrepancy of five and four billion dollars in exports of non-oil products year-on-year, and it seems this gap will be filled in the three remaining months of the year and the past experience of Iranian exports. That is because the average level of exports every quarter this year has been more than six billion dollars of non-oil exports including gas products and less than five billion dollars of non-oil exports excluding gas products. These mean that at least that part of Iran's exports not directly affected by oil prices may not (possibly that is) face a drop but in the 75-per cent section of Iranian exports - that is oil - the level of exports will seemingly be 60-65bn dollars (according to estimates by the head of the association of oil, gas and petrochemicals products exporters), which would put total Iranian exports at about 85bn dollars. As the level of total Iranian exports in the last year was more than 100bn dollars (according to The Economist's estimates), it seems we shall witness a 15 per cent drop in Iranian exports. Based on these arguments and the opinion of some experts and of course the drop in oil prices this year, one can say that with factors such as the global financial crisis or even sanctions imposed on Iran, exports this year have become the victim of the oil on whose basis the economy has been running for years.

Iran’s economy is reliant on high oil prices

Vivoda 8 - Holds a Ph.D on the international political economy of oil at Flinders University, (Vlado, From book: “The Return of the Obsolescing Bargain and the Decline of Big Oil: A Study of Bargaining in the Contemporary Oil Industry”, Chapter 6: Iran, http://theses.flinders.edu.au/uploads/approved/adt-SFU20080305.150535/public/14chapter6.pdf)

Today, Iran’s economy relies heavily on oil export revenues - around 80-90 percent of total export earnings and 40-50 percent of the government budget. Thus, Iran is often viewed as a prototypical ‘rentier’ or petro-state. 15 High oil prices in the recent years have helped Iran’s economic situation. In 2004, Iran’s GDP increased by 5.8 percent; and in 2005 and 2006, by 5.4 and 4.5 percent, respectively. 16 The Ministry of Petroleum (MoP) has overall responsibility for the country’s energy sector. NIOC is a subsidiary, which is responsible for oil and gas exploration and production, refining and oil transportation. NIOC is an agent of the state and the source of income for the entire structure of the Iranian welfare state. 17 NIOC must follow government directives on what projects to pursue, and as the government is responsible for NIOC’s budget, there is no room for company autonomy on deciding spending plans. Moreover, NIOC has little leeway in the wider course of  Iran’s foreign relations, and in particular, when it comes to the crucial question of oil sales, which are crucial to Iran’s national security. 18 In a sense, since MoP practices high level of control over NIOC, there is a blurring of boundaries between Ministry and NIOC. 1 

Iran dependent on oil- price drops force cuts

Karimi, 08, (12/4/8, Nasser, The Virginian-Pilot , “Iran's president: Tumbling oil prices hurting country's economy”, Lexis SW)

Iran's president has acknowledged publicly for the first time that his country's economy is taking a severe beating from tumbling oil prices, a damaging admission by a leader whose popularity is eroding ahead of a tough re-election battle next year. Oil prices have plunged more than 60 percent since July as a faltering global economy dampens demand. Mahmoud Ahmadinejad said that will force the government of the world's fourth-largest oil exporter to make painful spending cuts, the official IRNA news agency reported Wednesday. Ahmadinejad said his government would have to lower its expectations of oil revenues when planning next year's budget, which is largely financed by oil exports. International financial institutions estimate Iran needs oil at $90 a barrel to keep this year's budget balanced, but it is currently below $50. "We have to leave a major part of our projects behind," Ahmadinejad said. Only a month ago, officials in the president's office said they planned to base the budget on an oil price of $50 to $60 a barrel. "But we are obliged to set it at $30-$35 because we do not decide the price of oil on the global market," Ahmadinejad said. For months, the weakened president, who is seeking re-election in June, had sidestepped the country's troubling unemployment and inflation figures in his remarks on the economy. Instead, he took shots at the United States, which he accused of exporting financial problems to the rest of the world. Just last month he boasted that even if the price of oil sank to $5 a barrel, Iran's economy would be fine. Now, the president said Iran's government has no choice but to trim spending and raise taxes.
Low oil prices kill Iran’s economy

Wallace 9 - former U.S. representative to the United Nations for management and reform (Mark, “WALLACE: Reverse ‘oil weapon’ on Iran”, 2/20/2009, Washing Times, http://www.washingtontimes.com/news/2009/feb/20/reverse-oil-weapon-on-iran/)
About 80 percent of Iran’s export revenue and almost half of its government’s budget come from oil and gas. According to recent reports, Iran must sell oil priced at more than $80 per barrel to keep its budget balanced. Oil now costs about half that amount on the world market.

Iran depends on high oil prices – decline causes populist backlash and instability
O’Neill, 09 (January 2009, Dominic, Euromoney, “Iran: Oil leaves Iran high and dry”, Lexis SW)
Note: Ideologically the US and Iran are far apart, but economically they are uncomfortably linked. As the US recession spurs an oil-price crash, Iran's populist financial policies might be set to face substantial obstacles. What international sanctions against Iran were not able to achieve might come about through a funding crisis. The oil boom helped the Iranian government to bolster its popularity with cash handouts. Partly because of this, imports ballooned to almost $50 billion during the past Iranian year. Imports rose 20% during the first quarter of the present Iranian year (which began on March 21) compared with the same quarter the previous year, according to the latest central bank figures. Conventional economics would say this growth in imports has made Iran's home industry less competitive, creating an advanced form of Dutch Disease dependency. With a presidential election due in summer 2009, the oil boom might have ended too soon for President Mahmoud Ahmadinejad. Iranian oil revenue might not have been significantly affected yet by the oil-price crash, as some price agreements made before the price fall are likely still to be in force. However, by mid-2009, spot prices of $40 a barrel and lower, together with lower expected prices, will certainly have begun to kick into the state's revenue stream, as oil is exported under lower price agreements. Iran's government knows that its financial difficulties will be watched with attentive glee by its diplomatic foes. Moreover, a belief that this is the case discourages outspoken domestic critics. Nevertheless, one economist in Tehran tells Euromoney that Iran could be heading towards stagflation the Iranian year after next unless the oil price rebounds dramatically, or there are some dramatic policy reversals. "Ever since it came to power in 2005, this government has grown current expenditures at the expense of capital expenditures. Infrastructure has not improved," the economist says. "Instead, most of the income has gone on consumer goods and inflation. Despite high oil prices, the Iranian economy has actually become weaker during the last three years." With dramatically falling oil revenues, any development projects remaining will be in danger of being called off in order to keep up payments promised to pensioners and an increased numbers of civil servants. To compensate for inflation running according to official figures at almost 30%, the government would have to raise the salaries of its employees substantially next Iranian year. Yet the wages of some employees of government companies are already in arrears, according to a source. Next Iranian year, at an average of $40 a barrel, oil exports would contribute about $30 billion at an average export rate of 2 million barrels a day -- less than half the receipts from a similar delivery last Iranian year. Tax receipts will give the government an equivalent of about $25 billion this Iranian year, according to recent central bank figures. This could increase next year. But the budget shortfall might still be unmanageably large. Current expenditures alone will cost about $95 billion next Iranian year, according to Hossain Abdoh Tabrizi of Bank Eghtesad Novin. The Oil Stabilization Fund was meant to help in such circumstances. But the government has borrowed billions of dollars annually from this source, and in an era of record oil highs. Although exact amounts are not disclosed, about $25 billion remains in the fund, according to a common estimate -- and even that might be committed, for example, through letters of credit for imports. For the next Iranian year the central bank's stated foreign assets of $40 billion that are apparently separate from the Oil Stabilization Fund would provide a temporary buffer. The new central bank governor appointed in the autumn might facilitate access. But this money might not be enough for the year after. More borrowing from the central bank will further fuel inflation. But the under-developed tax-collecting infrastructure would make it hard to raise sufficient money through tax, even if it were not an election year. The only other option would be to borrow from the local population through bonds.

brink

Sanctions put Iran on the brink of collapse
Wallace 9 - former U.S. representative to the United Nations for management and reform (Mark, “WALLACE: Reverse ‘oil weapon’ on Iran”, 2/20/2009, Washing Times, http://www.washingtontimes.com/news/2009/feb/20/reverse-oil-weapon-on-iran/)
Already weakened by U.S. and EU sanctions, Iran’s economy now stands on the brink of economic collapse. The once popular President Mahmoud Ahmadinejad faces growing discontent from a citizenry suffering from high inflation, unemployment and poverty and now beginning to question Iran’s foreign policy isolation.
iranian growth now

Iran’s economy is high now- GDP Growth, reduced inflation, subsidies reform, financial sector

IMF 11 (6/13/11, Press Release, “Statement by IMF Article IV Mission to the Islamic Republic of Iran”, No. 11/228 http://www.imf.org/external/np/sec/pr/2011/pr11228.htm SW)

An International Monetary Fund (IMF) mission led by Mr. Dominique Guillaume visited the Islamic Republic of Iran from May 28 to June 9, 2011 to conduct discussions for the Article IV Consultation. Article IV Consultations are an important part of the IMF’s regular surveillance activity with all member countries and are usually conducted every year. At the conclusion of the visit, the mission issued the following statement: “The mission reviewed recent economic developments and revised its macroeconomic estimates and projections in light of new data and discussions with the authorities. Real GDP growth recovered to an estimated 3.5 percent in 2009/10 despite the drop in oil prices, reflecting strong non-oil growth and an exceptional agriculture crop. The positive growth momentum continued in 2010/11. The authorities’ monetary policy successfully brought down annual average inflation from 25.4 percent in 2008/09 to 12.4 percent in 2010/11. Gross external reserves also remain comfortable with improved prospects for the external sector on the back of higher oil prices. “The mission commended the authorities for the early success in the implementation of their ambitious subsidy reform program. The increases in prices of energy products, public transport, wheat, and bread adopted on December 19, 2010, are estimated to have removed close to US$60 billion (about 15 percent of GDP) in annual implicit subsidies to products. At the same time, the redistribution of the revenues arising from the price increases to households as cash transfers has been effective in reducing inequalities, improving living standards, and supporting domestic demand in the economy. The energy price increases are already leading to a decline in excessive domestic energy consumption and related energy waste. While the subsidy reform is expected to result in a transitory slowdown in economic growth and temporary increase in the inflation rate, it should considerably improve Iran’s medium term outlook by rationalizing domestic energy use, increasing export revenues, strengthening overall competitiveness, and bringing economic activity in Iran closer to its full potential. “The authorities have been successful in containing the initial impact of the energy price increases on inflation. Despite the very large price increases of up to 20 times, consumer price inflation has only increased from 10.1 percent in December to 14.2 percent at end-May 2011. Maintaining macroeconomic stability in the near term through coordinated and adequately tightened monetary and fiscal policies is essential to preserve the benefits of the subsidy reform. Equally challenging will be the restructuring of enterprises through the adoption of more energy-efficient technologies, and the broader reorientation of the economy towards less energy-intensive products and services, and production technologies. The authorities should actively pursue their efforts to improve the business environment to support the creation of new enterprises and jobs. “The mission also reviewed developments in Iran’s financial sector, which has been a key driver of economic growth. Iran has the largest Islamic financial sector in the world, with a deep banking sector, and rapidly growing financial markets. The recent strong performance of the stock market largely reflects high international commodity prices and Iran’s large-scale privatization program, which has contributed to the development of a shareholding culture. The mission underscored the importance of the ongoing banking sector reform program embodied in the 5th Five-Year Development Plan to strengthen the soundness of the financial sector. “The mission team would like to thank the Iranian authorities for their hospitality, as well as constructive and open discussions.”

economic growth key to check adventurism

Growth is key to prevent Iranian adventurism
Goldman 7 – economist and contributor to Asia Times, formerly worked in the Executive Office Building (David, “Why Iran will fight, not compromise,” 5/30/07, Asia Times, http://www.atimes.com/atimes/Middle_East/IE30Ak03.html.)

Iran's prospective demographic implosion, I have argued for two years, pushes Tehran toward imperial expansion. [1] It is difficult to see a way out for Persia's pocket empire; the country exports nothing but oil, carpets and dried fruit (excluding the growing human traffic in Persian women), and manufactures nothing the world will buy. Its most pressing problem, unemployment among the 60% of its population now under the age of 30, will turn into a much worse problem as this generation ages. In two decades Iran will have half as many soldiers and twice as many pensioners. 

If a future catastrophe is inevitable, its impact has a way of leaping back into the present. Monetary disorder of the magnitude we now observe suggests an internal collapse of confidence. 
What strategic consequences ensue from Iran's economic misery? Broadly speaking, the choices are two. In the most benign scenario, Iran's clerical establishment will emulate the Soviet Union of 1987, when then-prime minister Mikhail Gorbachev acknowledged that communism had led Russia to the brink of ruin in the face of vibrant economic growth among the United States and its allies. Russia no longer had the resources to sustain an arms race with the US, and broke down under the pressure of America's military buildup. 

The second choice is an imperial adventure. In fact, Iran is engaged in such an adventure, funding and arming Shi'ite allies from Basra to Beirut, and creating clients selectively among such Sunnis as Hamas in Palestine. 
I continue to predict that Iran will gamble on adventure rather than go the way of Gorbachev. A fundamental difference in sociology distinguishes Iran from the Soviet Union at the cusp of the Cold War. Josef Stalin's terror saw to it that the only communist true believers left alive were lecturing at Western universities. All the communists in Russia were dead or in the gulags. By the 1980s, only the most cowardly, self-seeking, unprincipled careerists had survived to hold positions of seniority in the communist establishment. Only in the security services were a few hard and dedicated men still active, including Vladimir Putin. These were men who saw no reason to fight for communism 70 years after the Russian Revolution. 

Iran, however, is not 70 years away from its revolution, but fewer than 30 years away. Ahmadinejad typifies the generation of Revolutionary Guards who followed the ayatollah Ruhollah Khomeini in 1979, and now hold senior positions in the state and military. 
a2: diversification

Growth in other industries won’t last- Government control 

ViewsWire 6/17/11 (“Iran economy: Ten-year growth outlook”, Buisness and Company Recourse Center, SW)

Initial conditions: Iran's business environment is not geared towards the development of a private sector, and the economy remains dominated by state-owned industries and quasi-state institutions with strong connections to the clerical establishment. This is despite an amendment to the constitution--made at the behest of the supreme leader, Ayatollah Ali Khamenei--that mandates the greater privatisation of state-owned enterprises. Educational standards, literacy and school enrolment rates are high by regional standards, but educational priorities have also been distorted by the revolution, which has modified syllabuses and led to a brain drain--wealthier Iranians send their children abroad to be educated. Foreign investment outside the key oil sector is minimal, depriving non-oil industries of advances in technology and business practices. Strong oil receipts in recent years have made it easier for the government to avoid taking the necessary measures to improve the competitiveness of the non-oil sector, and government control of the oil wealth bestows on it an important means of patronage, allowing it to support non-viable industries. Reliance on oil receipts also leaves Iran vulnerable to swings in prices and slumps in output. Demographic trends: Demographic trends are broadly favourable to economic growth in Iran, in that the working-age population will continue to track growth in the overall population closely throughout the forecast period. The near-term spike in the working-age population is the result of the extremely high birth rates during the war with Iraq in the 1980s, when there was an official policy to encourage Iranians to procreate to offset the losses incurred in the war. This level of growth in the workforce will, however, present its own problems. Even with more rapid development, Iran's key hydrocarbons industry, which is capital-intensive, will be unable to absorb many of the new job seekers. The prospects of the non-oil sector growing sufficiently strongly to prevent jobless rates from rising seem slim, and the Economist Intelligence Unit expects the unemployment rate to remain a nagging concern for the government. The growth of the overall population will also present a challenge in terms of infrastructure development, in particular in cities, where the population will be higher as job market pressures ensure that the long-established process of urban drift continues.

a2: sanctions turn

Sanctions have had literally zero effect – if Iran wants to enrich then its only a matter of them prioritizing

Bloomberg ’11 “Where Have All the Envoys Gone? Obama Could Use Help: View” July 12

http://www.bloomberg.com/news/2011-07-12/where-have-all-the-special-envoys-gone-obama-could-use-their-help-view.html

Or look at Iran. The situation is worse than when the Obama administration took office. Tehran is moving toward a nuclear- weapons capability, and Iranian leaders interested in exploring a diplomatic solution are being pushed aside. Despite the economic sanctions that were imposed last year, there is no sign of any change in the regime’s determination to enrich uranium for the purposes of building a weapon. And Russia and China have made clear that no more economic sanctions will be possible in the UN Security Council. Sanctions may hurt Iran -- they have affected financial transactions and transportation costs for international trade -- but they clearly aren’t going to stop Tehran from pursuing nuclear weapons. So how will the president make good on his pledge to prevent the Iranian government from crossing that threshold?

Sanctions regime is a massive failure – cheating

International News Network ’11 “UNSC reports alleged fresh violations of sanctions regime on Iran” June 24 http://www.onlinenews.com.pk/details.php?id=180810

UNITED NATIONS: There have been new breaches of the international curbs on Iran in relation to its nuclear activities, according to a ranking UN official. Colombian Ambassador Nestor Osorio, Chairman of the Security Council Sanctions Committee on Iran, informed the Security Council late Thursday that there have been fresh alleged violations of the sanctions imposed on Iran in relation to its nuclear programme, at a time western Council members failed to convince Russia and China to allow the release of a UN confidential document detailing such violations and more. Briefing the Council on the work of the Committee during the last 90 days, Osorio said that during the reporting period, the Committee was notified of three additional cases of alleged violations of resolution 1747 which prohibited the export and procurement by Iran of arms and related material. He did not name the countries involved, but it has been reported that one of them is Syria. "Some of the cases were still being examined by the Committee and by its Panel of Experts, he said. "The Committee commends the readiness of States to report alleged sanctions violations and encourages them to cooperate" with the Panel of experts investigating cases of non-compliance," he added. The Panel of eight experts was set up in 2010 to monitor and supervise strict implementation of the four rounds of sanctions imposed on Iran for refusing to halt its uranium enrichment activities. Osorio said the Panel had submitted its final report and recommendations in May after holding a series of consultations in China, Qatar and Azerbaijan and investigating the alleged new violations concerning the banned export and procurement by Iran of arms and related material. Several Council members took the floor to express alarm about Iran’s announcement that it would significantly boost its enrichment activities, and that it successfully launched last week a second satellite into orbit. US Ambassador Susan Rice told the Council that the expert Panel’s report highlighted Iran refusal to respond substantially to concerns that its military programme may have nuclear intentions, and commended the experts’ ability to uncover so much information and troubling findings on Iran’s efforts to evade sanctions. She urged the Committee Chairman, in the interest of transparency, to quickly circulate to all Member States the Panel’s report, arguing that it contains best practices that States could carry out to meet their sanctions-related obligations. British Ambassador Mark Lyall Grant also expressed regret that the Panel’s report has not been widely circulated among Member States. In an indirect reference to Russia which blocked the report’s circulation, Grant said "by refusing to issue the report, some Council members were preventing the wider United Nations from participating in crucial ongoing discussions on the matter. All Council members should ensure that the report was issued as an official document as a matter of urgency." Quoting from the Panel’s report, French diplomat Martin Briens told the Council that the "alarming" violations and the elaborate ways in which Iran attempted to evade the sanctions regime included, among other things, false declarations, and disguised modes of shipment and forged documents. "France was particularly alarmed about reported violations of the arms embargo, including three new examples of illegal arms transfers which, shockingly, revealed Syria’s participation. Moreover, the latter had refused to cooperate with the Panel, which was a serious violation of its obligations under relevant Council resolutions," he said. On Iran’s recent satellite launch, he said it was particularly troubling because "satellites used similar technology to that used in ballistic missiles, which were prohibited under the Council sanctions." Defending his delegation’s decision not to allow the Panel’s report to be published, Russian diplomat Alexander Pankin told the Council that "unverified or politicized" information should not serve as the basis for Council decisions.

a2: sanctions turn

No Iranian nuclearization – recent UN report proves
Duss 5/16/11 -  Policy Analyst with the National Security team at the Center for American Progress and Director of its Middle East Progress project (Matt, Center for American Progress, “Corralling Iran New U.N. Report Confirms Nuclear Sanctions Are Working”, http://www.americanprogress.org/issues/2011/05/corralling_iran.html)

 As President Obama prepares to speak to the country later this week about his policy in a rapidly changing Middle East, he comes with an obviously significant recent success: The death of Osama bin Laden. Probably less noticed, however, will be the recent news of an important administration success in its Iran policy.

In a just-released report, a special panel of United Nations experts declared that the multilateral sanctions adopted under a U.N. Security Council Resolution in June 2010—sanctions that the Obama administration worked hard to pass—are having a significant impact on Iran’s ability to proceed with its nuclear program. The new measures “are constraining Iran’s procurement of items related to prohibited nuclear and ballistic missile activity and thus slowing development of these programs,” the panel reported.  

The sanctions, which include the freezing of assets and travel bans on specific regime members, have “clearly forced changes in the way in which Iran procures items” related to its nuclear program, according to the report. What’s more, the report also notes that “Member States are taking a more active role in the implementation process, strengthening export controls, and exercising vigilance through their financial and regulatory bodies, port and customs authorities.”
No Iranian nuclearization – sanctions are working
The Jordan Times 11 – 1/11/11, “International sanctions work against Iran nuclear goals – Clinton”, The Jordan Times, http://www.jordantimes.com/index.php?news=33356

 ABU DHABI (AFP) - US Secretary of State Hillary Clinton said on Monday in the United Arab Emirates (UAE) that international sanctions have made it "much more difficult" for Iran to pursue its nuclear ambitions.
Kicking off a three-country Gulf tour, the chief US diplomat also accused Iran of opposing a negotiated Palestinian-Israeli settlement to distract attention from fears it is bent on becoming a nuclear-armed country.

"The most recent analysis is that the sanctions have been working," Clinton told university students in the UAE capital of Abu Dhabi in a programme for Arab television channel MBC.

"They have made it much more difficult for Iran to pursue its nuclear ambitions. Iran has technological problems that has made it slow down its timetable," the chief US diplomat said.

"So we do see some problems within Iran. But the real question is how do we convince Iran that pursuing nuclear weapons will not make it safer and stronger but just the opposite?" she said.

Clinton has in the past said sanctions have begun to hurt Iran economically, forcing it to return to negotiations, but she has not previously said Iran's nuclear programme has been affected.

iran strikes 1nc

High oil prices prevent Iran strikes
Pomeroy 11 (1/22/11, Robin, Edmonton Journal, “Higher oil price empowers Iran, blunts sanctions”, Lexis SW)

Juan Cole, a professor of Middle East history at the University of Michigan, said a higher oil price reduced the risk that Washington or its Middle East ally Israel would attack Iran. Both have said they could do that if nothing else halted Iran's nuclear program, which they say is aimed at getting nuclear weapons. Iran says it is entirely peaceful.
"I think the high petroleum prices in the context of a weak U.S. economy make military action less likely. You would not want to risk administering a 'Bush I' to yourself," he told Reuters, referring to the first President George Bush's war on Iraq, which he believes exacerbated a U.S. recession. "Ahmadinejad must enjoy sticking the West with this winter's high prices, as a little revenge for the sanctions." But the sanctions are exacting a long-term cost on Iran's oil sector, already hobbled by years of underinvestment. One day that could mean bigger oil costs for the entire world.
Israel could strike Iran in the next few months

Ahram ’11 “Israel might strike Iran to distract from Palestinian state recognition” 6/6

http://english.ahram.org.eg/NewsContent/2/8/13677/World/Region/Israel-might-strike-Iran-to-distract-from-Palestin.aspx

Israel might strike Iranian nuclear facilities in the coming months to deflect the Palestinian move for a UN General Assembly recognition of a Palestinian state in September, Israel’s daily Haartez reported. The paper said that the ex-Mossad (Israel’s intelligence agency) director, Meir Dagan warning is a strong indicator that Israel Prime Minister Benjamin Netanyahu is planning to launch a military offensive on Iran. Ben Caspit, a commentator with the Maariv daily, said that the intelligence and military leaders who have traditionally opposed the military option against Iran no longer form part of the government, as most of them quit in the past six months. “Dagan, Gabi Ashkenazi the former chief of staff of Israel military and Amos Yadlin were against striking Iran; only Ehud Barak, the minister of defence and Netanyahu are enthusiastic about the military option” said Caspit. Meanwhile, Yedioth Ahronoth newspaper revealed in a report that a year ago Netanyahu and Barak invited the then military chief-of-staff Ashkenazi for dinner and requested his approval for an air strike on Iran nuclear facilities.
Israeli attack will causes global conflict – causes Iran to close the Straits of Hormuz that crushes the global economy

Trabanco, 09 – Independent researcher of geopoltical and military affairs (1/13/09, José Miguel Alonso Trabanco, “The Middle Eastern Powder Keg Can Explode at Anytime,” http://www.globalresearch.ca/index.php?context=va&aid=11762)

In case of an Israeli and/or American attack against Iran, Ahmadinejad's government will certainly respond. A possible countermeasure would be to fire Persian ballistic missiles against Israel and maybe even against American military bases in the regions. Teheran will unquestionably resort to its proxies like Hamas or Hezbollah (or even some of its Shiite allies it has in Lebanon or Saudi Arabia) to carry out attacks against Israel, America and their allies, effectively setting in flames a large portion of the Middle East. The ultimate weapon at Iranian disposal is to block the Strait of Hormuz. If such chokepoint is indeed asphyxiated, that would dramatically increase the price of oil, this a very threatening retaliation because it will bring intense financial and economic havoc upon the West, which is already facing significant trouble in those respects.

In short, the necessary conditions for a major war in the Middle East are given. Such conflict could rapidly spiral out of control and thus a relatively minor clash could quickly and dangerously escalate by engulfing the whole region and perhaps even beyond. There are many key players: the Israelis, the Palestinians, the Arabs, the Persians and their respective allies and some great powers could become involved in one way or another (America, Russia, Europe, China). Therefore, any miscalculation by any of the main protagonists can trigger something no one can stop. Taking into consideration that the stakes are too high, perhaps it is not wise to be playing with fire right in the middle of a powder keg. 

2nc escalation scenario

Israeli strikes on Iran results in TEN independent scenarios for nuclear escalation to Armageddon 
James A. Russell is managing editor of Strategic Insights, the quarterly ejournal published by the Center for Contemporary Conflict at the Naval Postgraduate School, Spring 2009 http://www.ifri.org/files/Securite_defense/PP26_Russell_2009.pdf
Iran’s response to what would initially start as a sustained stand-off  bombardment (Desert Fox Heavy) could take a number of different forms  that might lead to escalation by the United States and Israel, surrounding  states, and non-state actors. Once the strikes commenced, it is difficult to  imagine Iran remaining in a Saddam-like quiescent mode and hunkering  down to wait out the attacks. Iranian leaders have unequivocally stated that  any attack on its nuclear sites will result in a wider war81 – a war that could  involve regional states on both sides as well as non-state actors like Hamas  and Hezbollah. While a wider regional war need not lead to escalation and  nuclear use by either Israel or the United States, wartime circumstances  and domestic political pressures could combine to shape decision-making  in ways that present nuclear use as an option to achieve military and  political objectives. For both the United States and Israel, Iranian or proxy  use of chemical, biological or radiological weapons represent the most  serious potential escalation triggers. For Israel, a sustained conventional  bombardment of its urban centers by Hezbollah rockets in Southern  Lebanon could also trigger an escalation spiral. Assessing relative  probability of these scenarios is very difficult and beyond the scope of this  article. Some scenarios for Iranian responses that could lead to escalation  by the United States and Israel are:  Terrorist-type asymmetric attacks on either the U.S. or Israeli  homelands by Iran or its proxies using either conventional or  unconventional (chemical, biological, or radiological) weapons.  Escalation is more likely in response to the use of unconventional  weapons in populated urban centers. The potential for use of  nuclear retaliation against terrorist type attacks is problematic,  unless of course the sponsoring country takes official responsibility  for them, which seems highly unlikely.   • Asymmetric attacks by Iran or its proxies using unconventional  weapons against U.S. military facilities in Iraq and the Gulf States  (Kuwait, Bahrain, UAE, Qatar);   • Long-range missile strikes by Iran attacking Israel and/or U.S.  facilities in Iraq and the Gulf States:  • Conventional missile strikes in and around the Israeli reactor at  Dimona   • Airbursts of chemical or radiological agents in Israeli urban areas;   • Missile strikes using non-conventional weapons against US Gulf  facilities such as Al Udeid in Qatar, Al Dhafra Air Base in the UAE,  and the 5th Fleet Headquarters in Manama, Bahrain. Under all  scenarios involving chemical/biological attacks on its forces, the  United States has historically retained the right to respond with all  means at its disposal even if the attacks come from a non-nuclear  weapons state.82  The involvement of non-state actors as part of ongoing hostilities  between Iran, the United States, and Israel in which Hezbollah  and/or Hamas became engaged presents an added dimension for  conflict escalation. While tactically allied with Iran and each other,  these groups have divergent interests and objectives that could  affect their involvement (or non-involvement in a wider regional war)  – particularly in ways that might prompt escalation by Israel and the  United States. Hezbollah is widely believed to have stored  thousands of short range Iranian-supplied rockets in southern  Lebanon. Attacking Israel in successive fusillades of missiles over  time could lead to domestic political demands on the Israeli military  to immediately stop these external attacks – a mission that might  require a wide area-denial capability provided by nuclear weapons  and their associated PSI overpressures, particularly if its  conventional ground operations in Gaza prove in the mid- to long-  terms as indecisive or strategic ambiguous as its 2006 operations in  Lebanon.   • Another source of uncertainty is the Iran Revolutionary Guard Corps  (IRGC) – referred to here as “quasi-state” actor. The IRGC manages the regime’s nuclear, chemical and missile programs and  is responsible for “extraterritorial” operations outside Iran. The IRGC  is considered as instrument of the state and reports directly to  Supreme Leader Ayatollah Khamenei. So far, the IRGC has  apparently refrained from providing unconventional weapons to its  surrogates. The IRGC also, however arms and funds various Shiite  paramilitary groups in Iraq and Lebanon that have interests and  objectives that may or may not directly reflect those of the Iranian  supreme leader. Actions of these groups in a wartime environment  are another source of strategic uncertainty that could shape crisis  decision-making in unhelpful ways.   • The most likely regional state to be drawn into a conflict on Iran’s  side in a wider regional war is Syria, which is widely reported to  have well developed missile and chemical warfare programs. Direct  Syrian military involvement in an Israeli-U.S./Iranian war taking the  form of missile strikes or chemical attacks on Israel could serve as  another escalation trigger in a nuclear-use scenario, in particular if  chemical or bio-chem weapons are used by the Syrians, technically  crossing the WMD-chasm and triggering a retaliatory strike using  any category of WMD including nuclear weapons.   • The last – and perhaps most disturbing – of these near-term  scenarios is the possible use by Iran of nuclear weapons in the  event of conventional strikes by the United States and Israel. This  scenario is built on the assumption of a U.S. and/or Israeli  intelligence failure to detect Iranian possession of a nuclear device  that had either been covertly built or acquired from another source.  It is possible to foresee an Iranian “demonstration” use of a nuclear  weapon in such a scenario in an attempt to stop an Israeli/U.S.  conventional bombardment. A darker scenario would be a direct  nuclear attack by Iran on Israel, also precipitated by conventional  strikes, inducing a “use them or lose them” response. In turn, such a  nuclear strike would almost certainly prompt an Israeli and U.S.  massive response – a potential “Armageddon” scenario.  

Israeli strike on Iran will cause World War 3

Ivashov, 07 – vice-president of the Academy on geopolitical affairs and former chief of the department for General affairs in the Soviet Union’s ministry of Defense (4/9/07, General Leonid, “Iran: the Threat of a Nuclear War,” http://www.globalresearch.ca/index.php?context=va&aid=5309)

The solution is already in the plans. The US has nothing to offer the rest of the world to save the declining dollar except for military operations like the ones in Yugoslavia, Afghanistan, and Iraq. But even these local conflicts only yield short-term effects. Something a lot greater is needed, and the need is urgent. The moment is drawing closer when the financial crisis will make the world realize that all of the US assets, all of its industrial, technological, and other potentials do not rightfully belong to the country. Then, it must be confiscated to compensate the victims, and the rights of ownership of everything bought for dollars all over the world - everything drawn from the wealth of various nations - are to be revised.

What might cause the force major event of the required scale? Everything seems to indicate that Israel will be sacrificed. Its involvement in a war with Iran - especially in a nuclear war - is bound to trigger a global catastrophe. The statehoods of Israel and Iran are based on the countries' official religions. A military conflict between Israel and Iran will immediately evolve into a religious one, a conflict between Judaism and Islam. Due to the presence of numerous Jewish and Muslim populations in the developed countries, this would make a global bloodbath inevitable. All of the active forces of most of the countries of the world would end up fighting, with almost no room for neutrality left. Judging by the increasingly massive acquisitions of the residential housing for the Israeli citizens, especially in Russia and Ukraine, a lot of people already have an idea of what the future holds. However, it is hard to imagine a quiet heaven where one might hide from the coming doom. Forecasts of the territorial distribution of the fighting, the quantities and the efficiency of the armaments involved, the profound character of the underlying roots of the conflict and the severity of the religious strife all leave no doubt that this clash will be in all respects much more nightmarish than WWII.
So far, the response of the world's major political players to the developments gives no cause for optimism. The inconsequent UN resolutions concerning Iran, the attempts to appease the aggressor who no longer disguises his intentions are reminiscent of the Munich Pact on the eve of WWII. The intense shuttle diplomacy focusing on all sorts of international problems except for the main one discussed above is also indicative of the problem. This is a usual practice on the eve of a war, aiming to provide for alliances with third-party countries or to ensure their neutrality. Such politics seeks to avert or soften the first strikes, which would be the most sudden and devastating ones.

Will escalate and draw in the U.S.

Pletka, 12/16 – vice president of foreign and defense policy studies at the American Enterprise Institute (12/16/09, “Why Iran can’t be contained,” http://businessmirror.com.ph/home/perspective/19804-why-iran-cant-be-contained.html, JMP)

Advocates of a containment policy suggest that in the absence of effective diplomacy or sanctions that deliver results, the stark US options are acquiescence or military action. Privately, Obama administration officials confess that they believe Israeli action will preempt our policy debate, as Israel’s tolerance for an Iranian nuke is significantly lower than our own. But subcontracting American national security to Israel is an appalling notion, and we cannot assume that an Israeli action would not provoke a wider regional conflict into which the United States would be drawn.
turns proliferation
Will collapse the NPT

Gaffney, 03 (Mark; Researcher, Writer, Anti-Nuclear Activist) “Will Iran Be Next?” Alternatives: Turkish Journal of International Affairs Summer Vol. 2 #2 http://www.alternativesjournal.net/volume2/number2/gaffney.pdf 

It is very possible--some would say probable--that the U.S., possibly in conjunction with Israel, will launch a "preventive" raid and destroy the Bushehr reactor before it goes on line. Such a raid would be fateful for the region and the world. It would trigger another Mideast war, and possibly a confrontation with Russia, with effects that are difficult to predict. A war with Iran might bring about the collapse of the NPT, lead to a new arms race, and plunge the world into nuclear chaos. Such a crisis holds the potential to bring the world to the nuclear brink. This article will review the background, and provide an analysis. I will discuss the reactor at Bushehr first, then the other suspect sites.

turns terrorism
Strikes will spur international terrorism

Baram & Lieber, 12/22 – *professor emeritus in the Department of Middle East History and director of the Center for Iraq Studies at the University of Haifa, AND ** professor of government and international affairs at Georgetown University

(12/22/09, Amatzia Baram and Robert J. Lieber, “Containment Breach; Preventing nuclear war between Iran and Israel would be more difficult than it ever was to avoid a nuclear confrontation between the United States and the Soviet Union. Here's why.” http://www.foreignpolicy.com/articles/2009/12/22/containment_breach?page=full, JMP)

If diplomacy and sanctions fail to prevent Iran from going nuclear, Israel will be caught on the horns of an acute existential dilemma not of its own making. If Israel does not act, it will face a future in which it will live under a nuclear sword of Damocles wielded by a state that has called for its destruction. If it does act in the face of what are, after all, probabilities rather than certainties, Israel must expect a serious conventional war that would include attacks from Iran's proxies Hamas and Hezbollah and an escalation in international terrorism, all in exchange for an uncertain degree of success. Contrary to the assessments of those who foresee a best case scenario of stable deterrence, , a nuclear-armed Iran will usher in a new era of instability in the Middle East -- with consequences that nobody can accurately predict, much less contain. 

turns economy
Military attack will wreck the global economy

Cohen, 12/17 – chairman of the Cohen Group, an international business consulting firm and former secretary of defense from 1997 to 2001 (William S. Cohen, 12/17/09, " COHEN: What to expect from a nuclear Iran ", http://washingtontimes.com/news/2009/dec/17/cohen-what-to-expect-from-a-nuclear-iran/?feat=home_headlines, JMP)

Second, set back the Iranian nuclear effort by military means - either by giving Israel our blessing to strike Iran's nuclear facilities or by joining Israel in such an attack. A military operation would be extremely high risk, requiring an extraordinary amount of intelligence and operational precision to be successful. The probability that such action would produce a devastating backlash by many Muslims across the ideological spectrum is high, with potential untold consequences to the global economy. A military strike is a dangerous option, but may prove unavoidable if diplomacy and other efforts fail. 

strikes coming

Extend 1NC Ahram evidence – cites the former director of the Mossad – Israel’s equivalent of the CIA – and key cabinet members who were opposed to strikes have quit the Netanyahu government in the past weeks – the government has been drawing up detailed war plans – ALSO says that it will happen around September to distract global attention from the UN Assembly on Palestinian statehood

Recent military exercises prove strikes are imminent

UPI ’11 “Iran says Israeli jets preparing to strike” 5/2

http://comingworldwar3.wordpress.com/2011/05/02/iran-says-israeli-jets-preparing-to-strike/

TEHRAN, May 2 (UPI) — Israeli fighter jets are conducting drills at a military base in Iraq in preparation for a strike on Iran, the Islamic Republic’s Press TV reported. The report said the Israeli planes participating in the drills include F-15, F-16, F-18 and F-22 fighter jets. It said they have conducted weeklong exercises, flying mainly at night. Press TV said its report was based on information received from a source close to Moqtada al-Sadr’s group in Iraq. Sadr is considered to be one of the most influential religious political figures in Iraq but holds no official title. He has repeatedly called for the immediate withdrawal of U.S.-led coalition troops and U.N. forces deployed in Iraq. The air drills are being conducted in collaboration with the U.S. military, the report said. It said Iraq was not informed of the exercises.
Strikes coming – Pentagon sources

Executive Intelligence Review ’11 “Is an Israeli Strike on Iran

Coming This Summer?”

http://www.larouchepub.com/pr/2011/110702israel_strike_iran.html

One senior U.S. intelligence community specialist confirmed that the United States is in the final stages of planning for military action against Iran, although he was uncertain of the timing of such a possible attack. He warned that Israel is far-closer to taking unilateral action against Iran, because Israel has a "much lower threshold" for preempting Iran from obtaining a nuclear weapon than the United States. The source added that the Pentagon is furious over hard evidence that units within the Iranian Revolutionary Guard Corps' Al Quds Brigade have been actively involved in training Iraqi Shi'ites who have escalated attacks on American soldiers in Iraq in recent weeks. A second Pentagon source confirmed the warnings about Israeli plans for attacks on Iranian nuclear facilities, and indicated that he is concerned that President Obama has reached a dirty backroom deal with Netanyahu: Allow Israel to strike targets in Iran, and in return, Israel will make a deal with the Palestinians to preempt a September United Nations General Assembly vote on recognition of Palestinian statehood and UN membership. The source noted that "Obama is gullible enough" to believe that Netanyahu would honor such a deal. Any Israeli air attack on Iranian nuclear targets would require safe passage over Iraqi airspace, and part of the deal between the U.S. President and the Israeli PM involves assurances that the U.S. will not activate air defenses in Iraq against Israeli fighter jets.
2nc link scenario

Oil prices are key to international legitimacy – determine regional economic relations and relations with US
Ilias 2010 (Shayerah, Analyst in International Trade and Finance – congressional research service, April 22, 2010, http://www.fas.org/sgp/crs/mideast/RL34525.pdf, “Iran’s Economic Conditions: U.S. Policy Issues”  )

Iran’s economy is highly dependent on the production and export of crude oil to finance government spending, and consequently is vulnerable to fluctuations in international oil prices. Although Iran has vast petroleum reserves, the country lacks adequate refining capacity and imports gasoline to meet domestic energy needs. Iran is seeking foreign investment to develop its petroleum sector. While some deals have been finalized, reputational and financial risks may have limited other foreign companies’ willingness to finalize deals. 

While Iran-U.S. economic relations are limited, the United States has a key interest in Iran’s relations with other countries. As some European countries have curbed trade and investment dealings with Iran, other countries, such as China and Russia, have emerged as increasingly important economic partners. Iran also has focused more heavily on regional trade opportunities, such as with the United Arab Emirates. 

High oil prices have increased Iran’s leverage in dealing with international issues, but the country’s dependence on oil and other weak spots in the economy have to come to light by the 2008 international financial crisis, which may portend a slowing down of Iran’s economy. 
That’s the only check against an Israeli strike – they need US permission

Dreyfuss ‘8 Richard, correspondent for The Nation “Israel Won’t Attack Israel Without US Nod” 7/3

http://www.thenation.com/print/blog/israel-wont-attack-iran-without-us-nod

Writing [1]in the Washington Post, Yossi Melman, a military expert and commentator for the Israeli daily Haaretz, says that Israel won't attack Iran unless it has explicit American backing: "If the U.S. doesn't approve an Israeli military operation, Israel will not attack Iran. Full stop."

a2: strikes solve nuclearization

Military action will only delay Iran’s nuclear program – it will hide its weapons underground

Reuters, 12/21 (Adam Entous, Vicki Allen, 12/21/09, " Pentagon must ready Iran options: top US officer ", http://www.reuters.com/article/idUSTRE5BK37V20091221, JMP)

U.S. Defense Secretary Robert Gates has similarly expressed support for diplomacy, saying military action would only delay the country's nuclear progress temporarily.
Tehran has had years to build underground facilities aimed at hiding and protecting the program in the event of attack from either the United States or Israel, experts say.
Israeli attack on Iran fails –seven reasons

Madson in ‘6

(Peter, Graduate Student @ Naval Postgraduate School, Masters Thesis, “THE SKY IS NOT FALLING: REGIONAL REACTION TO A NUCLEAR-ARMED IRAN”, STINET, p. 25-26)

An Israeli attack would face a long list of challenges. First, Iran expects the attack and surprise will be difficult to achieve. Second, the sites are numerous and distant.53 Third, the route to and from the targets would require some U.S. coordination, something America is unlikely to want to be involved in due to the likely outrage in the Muslim world. Fourth, Iran would likely recreate any facilities destroyed, building deeper to prevent future attacks from being effective. Fifth, the number and dispersal of the sites makes it difficult to strike and to assess success rapidly to determine the need for additional attacks. Any such delay gives Iran an opportunity to react with any surviving weapons. Sixth, even if all its nuclear weapons were destroyed, Iran could use chemical weapons to retaliate, wreaking havoc throughout Israel. Finally, significant intelligence gaps exist on the targets, so the Israelis could not be certain that all Iranian sites are accounted for.54

Israeli strike would send Iranian nuclear production into overdrive and prevent any possibility of diplomacy- turning case

Sammy Salama and Karen Ruster, James Martin Center for Nonproliferation Studies “A Preemptive Attack on Iran’s Nuclear Facilities: Possible Consequences” September 9, 2004
Contrary to popular belief, it appears that Israel's attack on Osirak in June of 1981 did nothing to hinder Iraq's nuclear aspirations. Although it temporarily set back its capabilities, it served rather to reinforce and increase Saddam's desire for a nuclear arsenal. In fact, Iraqi nuclear scientist Imad Khadduri claims that Israel's preemptive strike against the French-built Tamuz Iraqi nuclear reactor, which was not really suitable for plutonium production anyway, had the exact opposite effect of the one intended: it sent Saddam Hussein's A-bomb program into overdrive and convinced the Iraqi leadership to initiate a full fledged nuclear weapons program immediately afterwards.[28] Khidir Hamza, another Iraqi nuclear scientist and one of the leading proponents of Operation Iraqi Freedom and the overthrow of Saddam Hussein, gave a near identical assessment. He told Mike Begala on CNN's Crossfire on February 7, 2003: Israel -- actually, what Israel [did] is that it got out the immediate danger out of the way. But it created a much larger danger in the longer range. What happened is that Saddam ordered us - we were 400... scientists and technologists running the program. And when they bombed that reactor out, we had also invested $400 million. And the French reactor and the associated plans were from Italy. When they bombed it out we became 7,000 with a $10 billion investment for a secret, much larger underground program to make bomb material by enriching uranium. We dropped the reactor out totally, which was the plutonium for making nuclear weapons, and went directly into enriching uranium.... They [Israel] estimated we'd make 7kg of plutonium a year, which is enough for one bomb. And they get scared and bombed it out. Actually it was much less than this, and it would have taken a much longer time. But the program we built later in secret would make six bombs a year.[29] Furthermore, in his book Saddam's Bombmaker, Dr. Hamza states that following the destruction of Osirak in June 1981, Saddam Hussein decided not to repeat the mistake of concentrating all of Iraq's nuclear assets in a single declared location. With the help of the Soviets, the Iraqis embarked on a covert nuclear program that simultaneously extended and hid Iraq's uranium enrichment facilities. Many of these facilities were disguised as warehouses or schools; others were hidden behind farmhouses - all of which was aimed at confusing the IAEA inspectors and preventing them from discovering Iraq's true nuclear potential. It was Saddam's 1990 invasion of Kuwait, compounded by the difficulty of acquiring sufficient fissile material that doomed Iraq's nuclear prospects. Prior to the invasion, Iraq's nuclear program was moving full speed ahead to produce enough fissile material for nuclear bomb assembly, assuming it could obtain enough uranium. But Iraq's invasion of Kuwait changed everything, resulting in UN Security Council Resolution 687, which banned Iraqi possession of any WMD programs.[30] Iraq's defeat in the 1991 Gulf War, in addition to more than a decade of UN sanctions and inspections, virtually stripped Iraq off its nuclear technology gains and bomb-making ability. With regard to Iran, there is no reason to believe that an attack on the facilities in Bushehr, Arak, or Natanz would have any different consequence than the Osirak example. Such an attack would likely embolden and enhance Iran's nuclear prospects in the long term. In the absence of an Iranian nuclear weapon program, which IAEA inspectors have yet to find, a preemptive attack by the United States or Israel would provide Iran with the impetus and justification to pursue a full blown covert nuclear deterrent program, without the inconvenience of IAEA inspections. Such an attack would likely be seen as an act of aggression not only by Iran but most of the international community, and only serve to weaken any diplomatic coalition currently available against Iran. The most troubling aspect of such a scenario is that, unlike Iraq in 1981, Iran is not dependent on foreign imports for nuclear technology and already has available the raw materials, and most of the designs and techniques, required to pursue a nuclear weapons program. Iran has the necessary know-how and has already produced every stage of the nuclear fuel cycle.[31] Furthermore, Iran has uranium mines in Yazd and is in the process of constructing milling plants to manufacture yellow cake uranium and conversion plants that convert it to UF6 gas.[32] Iran has also begun manufacturing its own gas centrifuges used to enrich uranium. Even if Natanz, Arak, and Bushehr were destroyed in a preemptive strike, Iran probably has duplicate equipment that can be activated and has the know-how to produce more, to pursue a more vigorous and unabated nuclear weapons program in the long term. 
Nuclearization is NBD – the US can muddle through – Israeli strikes necessitate military intervention that decimates US credibility and plunges the Middle East into war – outweighs nuclearization

Pollak ‘9 – former assistant editor of the Middle East Quarterly and currently a graduate student at Yale University (Noah, 12/8/09, “The Real Threat to Middle East Peace,” http://www.commentarymagazine.com/blogs/index.php/pollak/190782, JMP)

David Ignatius’s account of a war game involving the United States, Israel, the Europeans, and Iran (and Gary Sick’s addendum) is a good guide to how the struggle over the Iranian nuclear program might play out:

The U.S. team — unable to stop the Iranian nuclear program and unwilling to go to war — concluded the game by embracing a strategy of containment and deterrence. The Iranian team wound up with Russia and China as its diplomatic protectors. And the Israeli team ended in a sharp break with Washington.

Let me try to flesh out what the “sharp break with Washington” might consist of.

It’s clear at this point that the Obama administration has reconciled itself to a nuclear Iran and even, I think, convinced itself that this won’t be such a bad thing. After all, China opened up to the West after it went nuclear. We dealt with the Russians after they went nuclear. The Indians and Pakistanis haven’t nuked each other, despite Kashmir and all the terrorism. Neither has Israel used nukes, for that matter.

In fact, Iran going nuclear might help remove the chip on the shoulder of the Islamic Revolutionaries by making them feel as important as they hope to be — because as we all know from our Iran experts, there’s an important psychological dimension to all of this; one must understand the legacy of colonialism and imperialism. The nuclear program will really be a socialization program, in other words. It is how Iran will be broken to the saddle of the international system.

So, if you’ve reconciled yourself to all of that, the next step is ensuring the smooth transition of the Middle East into a region with two, not one, nuclear powers. This is where the Israelis, and Israeli power, become a huge problem. Such a problem, I think, that the real challenge for Obama over the next year isn’t going to be dealing with the Iranians, it’s going to be deterring the Israelis.
The Iranians probably won’t test a nuke, so there will be no above-the-fold three-alarm headline when Americans suddenly will be forced to confront the fecklessness of their president. There will be no Soviet-tanks-rolling-into-Afghanistan moment. There will be ambiguity, enough of it for Obama to be able to maintain for a long time that we just don’t know whether Iran has gone nuclear because they’re still considering our latest offer to build reactors for them on the Galapagos Islands and they’ve requested another three weeks for deliberations.

The president is perfectly capable of muddling through the nuclearization of Iran. What would create huge problems is an Israeli strike. Obama would have to use the military to keep the Strait of Hormuz open. The “Arab street,” which he has worked so hard to befriend, would burn him in effigy from Algiers to Islamabad. The Zionist-Crusader axis would be denounced around the world. “Optics” are very important to Obama, quite more so than substance, and he would look as though he had completely lost control of the Middle East (which would be true). And once again, the world would descend into the kind of brutal struggle for power that is not supposed to happen during the Obama Era.
Yes, this is the real problem — the Israelis and their dangerous, rigid feelings of insecurity. So in my estimation, expect to see a major effort by the administration to keep the Israelis, not the Iranians, in check. It’s the logical thing to do. 

Even an operationally successful attack will suck the U.S. into conflict, cause oil prices to spike, undermine muslim anti-terror cooperation, spur Iranian nuclearization, crush peace-process and fracture U.S.-E.U. relations
Simon, ‘9 – Adjunct Senior Fellow for Middle Eastern Studies at CFR (Steven, “Contingency Planning Memorandum No. 5 an Israeli Strike on Iran,” November http://www.cfr.org/publication/20637/israeli_strike_on_iran.html?breadcrumb=%2Findex, JMP)

POTENTIAL CONSEQUENCES FOR U.S. INTERESTS

Some observers would view an Israeli attack that significantly degraded Iran’s nuclear weapons capability as beneficial to U.S. counterproliferation objectives and ultimately to U.S. national security. The United States has a clear interest in the integrity of the NPT regime and the compliance of member states with meaningful inspection arrangements. The use of force against Iran’s nuclear program would, at a minimum, show that attempts to exploit the restraint of interested powers, manipulate the diplomatic process, game the NPT, and impede International Atomic Energy Agency (IAEA) access to nuclear-related facilities could carry serious penalties. Were Iran to acquire a nuclear weapons capability, the ability of the U.S. military forces to operate freely in the vicinity of Iran could, under some circumstances, be constrained. Looking into the future, a hostile Iran could also develop reliable long-range delivery systems for nuclear warheads that could strike American territory. 

At the same time, an Israeli attack—even if operationally successful—would pose immediate risks to U.S. interests. 

First, regardless of perceptions of U.S. complicity in the attack, the United States would probably become embroiled militarily in any Iranian retaliation against Israel or other countries in the region. Given uncertainties about the future of Iraq and a deepening commitment to Afghanistan, hostilities with Iran would stretch U.S. military capabilities at a particularly difficult time while potentially derailing domestic priorities. 

Second, an Israeli strike would cause oil prices to spike and heighten concerns that energy supplies through the Persian Gulf may become disrupted. Should Iran attempt to block the Strait of Hormuz by mining, cruise missile strikes, or small boat attacks, these fears would become realized. According to the GAO, however, the loss of Iranian oil for eighteen months would increase prices by only $6 to $11/bbl, assuming that the International Energy Agency coordinated release of reserves. This said, at the onset of the crisis, prices might hit $200/bbl (up from the current level of around $77/bbl) for a short period but would likely quickly subside. 

Third, since the United States would be viewed as having assisted Israel, U.S. efforts to foster better relations with the Muslim world would almost certainly suffer. The United States has an enduring strategic interest in fostering better relations with the Muslim world, which is distinct from the ruling elites on whom the United States depends for an array of regional objectives. In part, this interest derives from the need to lubricate cooperation between the United States and these governments by lowering some of the popular resentment of Washington that can hem in local leaders and impede their support for U.S. initiatives. A narrative less infused by anti-Americanism also facilitates counterterrorism goals and, from a longer-range perspective, hedges against regime change. The perceived involvement of the United States in an Israeli attack would undercut these interlocking interests, at least for a while. 

Fourth, the United States has a strong interest in domestically generated regime change in Iran. Although some argue that the popular anger aroused in Iran by a strike would be turned against a discredited clerical regime that seemed to invite foreign attack after its bloody postelection repression of nonviolent opposition, it is more likely that Iranians of all stripes would rally around the flag. If so, the opposition Green movement would be undermined, while the ascendant hard-line clerics and Revolutionary Guard supporters would face fewer constraints in consolidating their hold on power. 

Fifth, an Israeli attack might guarantee an overtly nuclear weapons capable Iran in the medium term. 

Sixth, although progress toward an Israeli-Palestinian final status accord remains elusive, an Israeli strike, especially one that overflew Jordan or Saudi Arabia, would delay fruitful renewed negotiation indefinitely. Both Washington and Jerusalem would be too preoccupied with managing the consequences of an attack, while regional capitals would deflect U.S. appeals to upgrade relations with Israel as an incentive to concessions. If Hamas or Hezbollah were to retaliate against Israel, either spontaneously or in response to Iranian pressure to act, any revival of the peace process would be further set back. 

Finally, the United States has an abiding interest in the safety and security of Israel. Depending on the circumstances surrounding an Israeli attack, the political-military relationship between Jerusalem and Washington could fray, which could erode unity among Democrats and embolden Republicans, thereby complicating the administration’s political situation, and weaken Israel’s deterrent. Even if an Israeli move on Iran did not dislocate the bilateral relationship, it could instead produce diplomatic rifts between the United States and its European and regional allies, reminiscent of tensions over the Iraq war. 

a2: us prevents strike
U.S. won’t actively impede an Israel attack – would crush relations

Simon, Nov 09 – Adjunct Senior Fellow for Middle Eastern Studies at CFR (Steven, “Contingency Planning Memorandum No. 5 an Israeli Strike on Iran,” http://www.cfr.org/publication/20637/israeli_strike_on_iran.html?breadcrumb=%2Findex, JMP)

Finally, the United States could also consider the option advocated by former national security adviser Zbigniew Brzezinski, that of the United States actively impeding an Israeli attack once it is under way. It is hard to imagine, however, that the United States would risk the severe—even permanent–– damage such action would incur on its longstanding strategic relationship with Israel. 

a2: israel can’t strike
Israel has the capabilities to carry out a strike

Pomper, 06 – Editor of Arms Control Today (Miles, 3/9/06, “Iran and Israel: Bombs Away? Or Not?”

http://themorningsidepost.com/2006/03/iran-and-israel-bombs-away-or-not/)

 It’s the question on a lot of minds right now: will Israeli grow frustrated with diplomatic  efforts to contain Iran’s nuclear program and turn to military force to deal with the threat?

A lot of the talk has been meaningless bluster and swagger, especially by “chicken hawks” in the United States. But someone who actually has some real knowledge on the issue attempted to answer the question in a presentation at the Hudson Institute Tuesday:  Lt. Gen Moshe Yaalon, who served as chief of staff  of the Israeli Defense Forces, claimed that Israel had the capability to significantly degrade Iran’s nuclear capability, but made clear that Israel would prefer not to have to do the job, and particularly not alone.  

Ever since Israel bombed Iraq’s Osirak reactor in 1981 to halt Saddam Hussein’s nuclear weapons, Israel’s so-called “Begin doctrine” has made clear that it will not tolerate a nuclear rival in the region . (Israel is widely acknowledged to have such weapons, although it publicly will not confirm it). Israel’s nuclear program had its origins in its leaders’ drive to ensure that the Holocaust would never be repeated.  Given that Iran’s President Mahmoud Ahmadinejad has recently both denied the Holocaust and called for Israel to be “wiped off the map,” it’s not surprising that Israeli officials might view the Islamic Republic armed with nuclear arms and “existential threat” to its security that they will not tolerate. Even if Iran developed nuclear weapons, as Yaalon and others acknowledge, Tehran is not suicidal enough to actually use such weapons. More likely they say is that Tehran would be able to use such  an arsenal as a shield to step up efforts to aid terrorist groups, destabilize moderate Arab regimes, and further damage the peace process.

Still, for diplomatic and practical reasons Israel does not want to confront Iran alone. Diplomatically, Israel would prefer to avoid the onus of a preemptive attack. Practically, Israel knows that Iran could respond to an attack in number of ways, launching its Shahab ballistic missiles against Israel, allowing its Hezbollah and Palestinian allies to launch thousands of short-range rockets against Israel, and assisting other kinds of terrorist attacks.

So Israel has been trying to walk a fine line in recent months, making clear that it will attack if necessary in order to pressure the United States and Europe to put a halt to Iran’s nuclear program one way or another without being so bellicose as to let those countries pass the buck to it.

In this back-and-forth, questions have been raised about whether there is ultimately a military option to stop Iran’s nuclear program, short of the invasion that no one prophecies given the current U.S. problems next door in Iraq.

Yaalon says that there is certainly the option to significantly delay Iran’s efforts. Because Iran has learned from Israel’s attack on Iraq’s reactor, such an attack would be far more complicated. It would require multiple strikes lasting days at dozens of targets. But he said that despite some reports to the contrary, Israel has the necessary capabilities to carry it out: long-range aircraft and refueling capability; cruise missiles and other munitions that can penetrate Iranian defenses; bunker-busting bombs that would work against buried and hardened targets like Iran’s Natanz uranium enrichment facilities; and submarines to launch cruise missiles. And it has some defenses against Iranian attacks, such as the Arrow missile defense system for use against the Shahab. 

AFF – IRAN

iran economy failing now

Sanctions have screwed Iranian economy – high oil prices insufficient

Bozorgmehr 11 Ford Foundation Visiting Fellow with Saban Center for Middle East Policy at Brookings Institute (4/21/11, Najmeh, Financial Times,  “Iran oil impasse takes toll”, Lexis SW)

Failure to meet gas production targets prevents Iran from reinjecting gas into ageing oilfields to prolong their life. The country also needs to meet its rapidly increasing domestic gas consumption and export commitments. Oil analysts believe the present deadlock cannot continue indefinitely because oil export revenues are vital to Iran's state-run economy. And they say the world cannot afford to ignore Iran's huge energy resources in the long term. This might explain why leading oil companies are unwilling to shut down offices completely. "Western companies struggle as much as they can to keep even a small operation in Iran because they know if they leave they might never be able to come back when sanctions are lifted, as happened to some American companies in Libya," says Hatef Haeri, chief executive of ICG energy consultancy in Tehran.

Iran oil and economy are failing- sanctions – global price is irrelevant

Bozorgmehr 11 Ford Foundation Visiting Fellow with Saban Center for Middle East Policy at Brookings Institute (4/21/11, Najmeh, Financial Times,  “Iran oil impasse takes toll”, Lexis SW)

Oil and gas-rich Iran may shrug off the impact of US and European Union sanctions over its nuclear programme, but at the country's annual oil and gas exhibition it is clear that the measures are having an effect on its hydrocarbons sector. At the opening ceremony of the 16th International Oil, Gas, Refining and Petrochemical Exhibition, which ended on Tuesday, Iranian officials boasted that 10 American companies had defied sanctions to attend the event.

Mohammad-Reza Rahimi, the country's first vice-president, even urged the oil ministry to award the companies contracts to show appreciation for the risks they had taken. But journalists and industry observers could find neither any American brands nor track down their front companies at the exhibition. Oil analysts believe the claims of US attendance, whether or not a bluff, are an illustration of the country's desperation for western investment and technology to develop and maintain its oil and gas fields. The threat of legal action for sanctions violations, combined with the unattractive terms that Iran offers operators in the oil and gas sector, and a purge of experienced oil officials, have undermined the productivity of the country's oil and gas fields. These need at least $200bn in investment by 2015, according to the oil ministry. The international pressure has led leading oil companies, such as Royal Dutch Shell and France's Total, to refuse to sign gas deals in the Islamic Republic despite years of negotiations over contract terms. Such obstacles have not prevented Total, Norway's Statoil and Austria's OMV from setting up large stands at the annual exhibition, even though they do not have any projects lined up in Iran for the foreseeable future and have dramatically reduced their staffing in the country. Shell, however, which had one of the biggest stands in previous years, was a noticeable absentee this year. To make up for the loss of western oil companies, Iran has given its multibillion-dollar contracts in recent years to state-owned or quasi-private Iranian companies and Asian groups, such as China's Sinopec and China National Petroleum Corporation. There were 166 Chinese companies at this year's exhibition, almost as many as German, Italian, British, French and Dutch companies combined. But even with Asian and European companies filling Tehran's 71,000 sq m exhibition space, Iran's oil and gas sectors suffer from the absence of oil majors and the large-scale investment that only they are able to support. Ahmad Ghalehbani, head of the National Iranian Oil Company, for the first time admitted at the exhibition that the country's oil production had fallen by 25,000 barrels a day compared with a year ago, while independent analysts say Iran's oil production capacity has fallen to between 3.7m and 3.8m b/d from 4.2m b/d six years ago.
South Pars, the world's biggest gas field, in southern Iran, which is shared with Qatar, has dramatically lagged behind its development schedule because of a shortage of investment and equipment. The companies that are operating in Iran find it difficult and expensive to obtain the quality of machinery they need. Lee Zhang, marketing supervisor at the Blooming Drilling Rig, a Chinese drilling company, says: "We import [US-made] high-technology equipment, but the price is very high and it takes a long time." Financing is an even bigger problem. Western oil officials say they use networks of banks to transfer money for their running costs and continuing projects from previous years, sometimes resorting to cash transactions through unofficial channels. "Money should go from one European bank to another European bank and then to an Asian country like Malaysia, Singapore or China and then to Dubai, Qatar or Turkey and finally to Iran," a western oil executive says. 
oil not key 

Diversification and GDP targets mean that Iran can get by without high oil
BBC Monitoring International Reports 09 (1/27/09, “Iran government reduces dependence on oil – president”, Lexis SW)

Tehran, 27 January: President Mahmud Ahmadinezhad said on Tuesday [27 January] that the government has made great efforts to reduce the country's dependence on oil resources. The president made the remarks while talking to reporters after a Majlis open-session during which he presented the 890,000-billion-tuman budget bill for the next Iranian calendar year (to start on 21 March) to the legislative body. He added that the government has allocated more expenditures to the areas of health and treatment, water, agriculture, environment and natural resources in the next year budget bill. Referring to the global price of oil, he said such a situation has created an opportunity for a structural change in the budget and decreasing dependence on oil resources. He added that only 37,000 billion dollars of the current budget will come from selling oil and 14,000 billion from forex reserve account.
Only a small amount of Iran’s income comes from on oil revenues
Pakzad 10 (6/8/10, Ali, BBC Monitoring International Reports, “Pundit mulls role of oil money in Iran's economy”, Academic OneFile SW)

The Iranian economy is swimming in oil and no government can manage the country's economy without oil revenues. This issue has caused some illusion and we come to believe that our oil income is huge. Therefore, every time when it is promised that oil revenues will be distributed [to people], due to this background, people imagine that they will get great revenues. However, the comparison of the country's oil income and the [size of ] the population clearly shows the following: Even in the period when the country's oil revenues were at the highest level, i.e. between 1384 [2005-2006] and 1388 [2006-2007], the average income of each Iranian from this source could be something like 77,000 tumans [about 77 US dollars]. However, the minimal wage of workers in the same period was almost three times higher. The mentioned wage was much lower than the poverty level and could not even secure hand-to-mouth subsistence. Speaking more strictly, if the government of the time distributed the oil income among people without any interference in it [oil income], then each Iranian would get about 81 dollars and 68 cents a month. This example demonstrates the danger of our wrong illusion about oil as a source of income for the country's economy. Meanwhile, economic experts have been saying for ages that the government should change its vision of oil and look at it as a capital product. Oil should be imagined as a capital product and selling crude oil would mean wasting resources. Moreover, spending oil income on the import of consumer products is an unforgivable mistake. All developed countries are looking at unrecoverable natural resources as an opportunity that is given once. Income from these natural resources are spent by extreme thrift and precisely. However, the situation in our country is exactly the opposite. The illusion about the high level of oil resources and the indefinite date of their depletion have caused our generosity in spending them. The governments are spending a major part of these resources on their current budgets and in the sections that do not have even short-term profit for the country. The governments are not paying attention to the real effect of these resources. The situation with the country's oil revenues, which amount to 70bn dollars, and the negligible level of per-capita oil income shows that Iran's economy needs investment and not spending. The comparison of per-capita oil income between Iran and other members of OPEC helps us understand the insignificant role of oil revenues for an economy like Iran. Statistics published by the Organization of Petrol Exporting Countries (OPEC) shows that average revenues from oil exports in these countries between 1384 and 1388 was about 50bn dollars annually. This is 28.5 per cent less than Iran's income in the same period. However, it is interesting that the average annual per-capita income of other members of the organization was about 8,970 dollars or 747 dollars monthly. It means that per-capita income in other member states of the OPEC was 8.6 times higher than the income of each Iranian from oil exports. Among 13 members of the OPEC, the highest per-capita income belongs to Qatar. In the period when oil prices reached their highest level, this indicator increased from 28,000 to 45,000 dollars. This means the 800,000-strong population of Qatar have the highest share from oil incomes, that is between 23bn to 38bn dollars. Another noteworthy issue is that Indonesia is the only OPEC country whose population is more than 70 million and it has the lowest per-capita oil income [in the OPEC]: the annual share of each Indonesian from the country's crude oil exports is 69 dollars. With the optimal use of oil incomes and other economic advantages, the Indonesian government has been able to take a proper position among the economies of the Far East. I.e. despite the Iranians' wrong imagination about incomes from oil exports, Indonesia has been able to get the best profit from this heavenly blessing. The final goal of any economy is the optimal use of resources. However, in countries like Iran which have access to unrecoverable natural resources, this target should be accompanied with a long-term vision. That is why, Bayazid Mardukhi, a former secretary of the currency reserve fund (which was established with the aim of turning oil to everlasting capital), believes that management of oil-rich countries without a programme and central programming is impossible. It seems that this mission is not among the priorities of the country's [Iran's] economic managers and real actions are more like temporary policies rather than programmed activities.
iranian economy low
Iran’s currency oversupply means their economy is screwed anyway
Husseini 8 – columnist in al-Sharq al-Awsat (Huda al Husseini, “Iran: Nuclear Success and Economic Collapse”, 10/25/2008, http://www.asharq-e.com/news.asp?section=2&id=14518)

For ten years, the rate of inflation has fluctuated between 20 and 25 per cent and the level of unemployment has reached over 15 per cent. It is common knowledge that over the past six years, oil prices have been extremely high and this should have been reflected, in an oil-producing country, by economic success. However, Iran has failed in this regard.

Why? Professor Askari answered, “The conclusion is the following: Iran printed [too much] money and this is what caused inflation. From another perspective, the Iranian currency remained pegged to the American dollar over the past ten years (to counter the black market) increasing inflation. Inflation is eating away at the value of the currency but Iran kept its currency pegged to the dollar so what happened? Inflation is increasing and more importantly the prices of properties soared in that one feddan of land in Tehran’s finest suburbs cost up to 40 million dollars.”

“The rate of inflation increased so what did the people do? They took risks in the sectors of real estate and property and converted any money that they earned in Iranian Rials into US dollars then they moved abroad. Why? Because the government froze the exchange rate.”

According to Askari, over the past six years, an amount of approximately 250 billion dollars has been moved out of Iran. As for Iranian oil revenues, the government used these to support the Iranian currency “and this is why dollars were taken out [of the country] because nobody with money wants to invest in Iran.”

Iran’s economy is structurally failing- Retaining the interest rate has slowed down the economy and reduced consumer capital, causing poverty

Naghshineh-Pour 08 financial and business analyst. He works for an investment bank (10/15/08, Amir, Munich Personal RePEc Archive,“A Review and Analysis of Iran’s Current Economic Status”, 

http://mpra.ub.uni-muenchen.de/13313/1/MPRA_paper_13313.pdf SW)

To materialize his populist promises, Ahmadinejad has tried to reduce unemployment and poverty through expansionary monetary and fiscal policies, including large energy subsidies and subsidized lending. These policies are resulting in disastrous consequences. Substantial subsidies, perhaps about four times the amounts paid during the presidency of Khatami, have produced huge budget deficits in the past three years forcing the government to borrow from the Central Bank in addition to raiding the Oil Stabilization Fund (OSF) every few months. He has adopted the worst and obsolete economic policies of the past. The results are inflation rates close to 30%.7 High inflation rates are the main cause of economic instability. The economy works best when the price level is stable and predictable. If the inflation rate fluctuates unpredictably, money becomes less useful as a measuring rod for conducting transactions. Borrowers, lenders, employers, and workers must take on extra risks. While Iran's inflationary environment has worsened due to external circumstances, it is nonetheless mainly a domestic creation. The economic problems are not cyclical but structural and ideological. These inflation levels have been partially associated with Ahmadinejad’s efforts to restrain the interest rate. In May 2007, the interest rate for loans was fixed at 12% for private and state-owned banks, although the Central Bank advised interest rate hikes because of higher inflation rates to prevent adding fuel to the fire of inflation. There is an incorrect perception in the administration that offering the lending rate of 12% or lower to industries increases both production and employment and hence helps the economy, while ignoring the fact that the banks also have to lower the interest rates that they pay to their clients’ deposits. For instance, currently the interest rate for a one year fixed deposit is set at 18%, which is also less than the current inflation rate of 28%. It means that depositors lose 10% of their purchasing power annually. Therefore, offering the 12% lending rate comes at a cost for these depositors. These depositors are consumers. By losing 10% of their purchasing power, they will likely reduce their purchases and therefore the producers will also be affected. This is clearly evident by the massive amounts of borrowed money diverted to other investments such as real estate and gold instead of being invested in industries. Real estate prices have nearly tripled in the past three years. In addition, the difference between the interest rate the banks pay and the interest income they receive from lending activities has caused the state owned banks to be highly undercapitalized and receive huge amounts of subsidies to stay afloat. Private banks resort to other ways to compensate for their losses or simply lend their capital at higher rates. Perhaps this is the only economy in the world that the rate of interest for borrowing money is less than the rate of interest for deposits. High levels of inflation have also been associated with a growth in Iran’s money supply. The Central Bank’s data suggest that the money supply growth has been about 40% annually.8 The rapid growth of money supply came from high demands for borrowing capital at the rate of 12% the banks offer. This rate is lower than the inflation rate, which makes the cost of borrowing less than the free market cost of borrowing that would have been determined by free market supply and demand based on the inflation rate and risk. In countries that prices or rates (such as the 12% lending rate) are not determined by free market supply and demand, even if the borrowers are destined to use the low rate borrowed funds in production, the effects of lowering inflation because of lower production costs due to lower borrowing costs would be much less if the rates were determined in a free market. This is due to the fact that the allocation of resources in a free banking system would be much more optimally and efficiently done. Furthermore, offering lending rates lower than free market rates causes high demands for bank funds and since supplies of bank funds are limited, it will eventually yield in higher market interest rates. For the past twenty years this has been the main reason for many companies to go bankrupt. These policies have already manifested themselves in high unemployment and inflation and increasing poverty.

a2: imf report warrant

IMF’s report on Iran is premature and not based in data- prefer our experts

Dehghan, 11 writer for the Guardian, Journalist of the Year in the Foreign Press Association Awards (6/17/11, Saeed Kamali, The Guardian, “IMF report on Iran's economic success draws skepticism”,  http://www.guardian.co.uk/world/2011/jun/17/imf-report-iran-economic-success SW)

Economists have reacted with scepticism to an IMF statement that praises the economic policies of Iran's president, Mahmoud Ahmadinejad, in the face of drastic punitive measures against the country. The IMF said it has revised its previous figures on Iran's economy after a brief visit to the country, expressing admiration for some of the controversial plans introduced by the hardline president. A mission led by Dominique Guillaume, a deputy division chief at the IMF, which travelled to Iran for two weeks in May and June this year, concluded that the government had been successful "in reducing inequalities, improving living standards and supporting domestic demand". The IMF previously predicted that Iran's economy would suffer zero growth in 2011, but now says real GDP growth recovered to an estimated 3.5% last year and forecast "positive growth momentum continued in 2010/11". It also said inflation had been brought down from 25.4% to 12.4%. The statement attracted extensive coverage in Iran's state-run media, which said the IMF had "corrected" itself. Independent experts, however, raised doubts over the IMF's latest conclusions and questioned its support for Ahmadinejad's policy of removing long-standing but costly subsidies on fuel, food and other daily essentials, implemented last December. The IMF statement said: "The mission commended the authorities for the early success in the implementation of their ambitious subsidy reform programme." Hassan Hakimian, an economic expert and director of the London Middle East Institute at SOAS, said: "The IMF has long advocated the abolition of food and energy subsidies in Iran. Yet, what is hard to digest is the basis for its suggestions about improvements in living standards and greater equality due to this programme in such a short span of time. "I believe the IMF is on the optimistic side and comes across as rather rash in its judgment. Most independent observers believe that it's too soon to draw such conclusions … and it has not yet produced the required evidence to substantiate the claims made." According to Hakimian, official data about Iran's economy such as inflation and unemployment rates are often disputed both internally and externally. Borghan Nezami Narajabad, assistant professor of economics at Rice University in Texas, criticised the IMF's "backward looking" and "premature conclusions" and said the split between Iran's parliament and the government over the plan showed it had not worked successfully. "The subsidy plan has actually increased the government's fiscal burden. The IMF has completely contradicted its own previous views … and has ignored views such as those expressed by the World Economic Outlook of the IMF." Since Ahmadinejad took the office in 2005, independent economists have been silenced and some, such as Saeed Laylaz and Fariborz Raeis-Dana, have been detained.
Multiple alternate causalities – sanctions and bad government decisions
Fassihi 10 – 6 time award winning journalist covering Iran for the Wall Street Journal (Farnaz, “Iran's Economy Feels Sting of Sanctions”, 10/12/10, Wall Street Journal, http://online.wsj.com/article_email/SB10001424052748703735804575535920875779114-lMyQjAxMTAwMDEwMTExNDEyWj.html

Iran's economy is under increasing strain four months after the latest international sanctions against Tehran, say Iranian businessmen, traders and consumers, who describe spreading pain from inflation, joblessness and mounting shortages.

In interviews from within Iran, these people paint a picture of unsteady supply chains and disrupted exports. Ordinary Iranians say they worry they will be caught paying more for goods and services even as the government trims subsidies.

Irans' Central bank has released inflation data separately but it has not released its economic annual report for three years. But anecdotally, these Iranians say, weaknesses in their economy appear to have been magnified since June, when the United Nations, European Union and U.S. began stepping up measures aimed at deterring Tehran's nuclear program.

"Every morning, we go to work wondering how we will manage the day," says Gholam Hossein, a Tehran brick-factory owner. "The market is chaotic and unpredictable. One day we can't move our goods from the port. Another day we can't open a letter of credit."

An industrial-machinery importer says operating costs have risen at least 30% because of new shipping and insurance restrictions on Iran-bound cargo, costs to be passed on to consumers. A retired accountant in Tehran says her pension is now stretched thin. "Inflation is putting a lot of pressure on people," she says. "It's on everyone's minds."

The sanctions are an attempt to force Iran to reconsider its nuclear ambitions—which Tehran says are peaceful, but the U.S. and others say are directed toward weapons production. The measures have brought new scrutiny to shipping and financial transactions. Some foreign firms have suspended or limited their transactions with Iran.

Layoffs and worker strikes at state companies have been rarities in Iran. But a pharmaceutical company owner said he recently curbed production and laid off at least 40 employees because of the increasing time and cost of importing raw materials. Iran's ILNA news agency, meanwhile, reported that last week workers walked off the job at government-owned factories—two tire plants and a cooking-oil maker— saying they hadn't been paid in as long as four months.

"The economic crisis we are witnessing today is a direct result of the sanctions—and Iranian officials who say otherwise are fooling themselves," said Mojtaba Vahidi, who served as a top-level manager for nearly two decades in Iran's ministries of finance and industry. Mr. Vahidi was an economic adviser to a losing candidate in Iran's last presidential elections and now lives in the U.S.

It is still too early to say whether new international measures will force the intended concessions. Iran has sizable hard-currency reserves to absorb shocks, and the isolation of its banking sector protected the country from the worst of the global financial crisis.

Iranian President Mahmoud Ahmadinejad told reporters in New York recently that the economy is healthy. He and other Iranian officials say Iran is adept at surviving sanctions and that the new measures will only make the country more self-sufficient.

But at least one emergency measure imposed by Tehran to limit the impact of its growing isolation has instead magnified the problem. Iran—which is oil-rich but is nonetheless a net importer of gasoline—said it would reconfigure its petrochemical plants to make gasoline after Washington targeted foreign supplies of the fuel in July.

Afshin Nourshahi, production manager of a privately owned industrial paint maker west of Tehran, said that in the past few weeks it has become difficult to buy chemical-based raw materials that are also used gasoline production. He has decreased production. "We are waiting to see if we can survive the crisis or we will be forced to close in the next few months," he said.

Eisah Gharibi Kalbir, chairman of Iran's plastic-industry union, which represents private businesses and hundreds of thousands of workers in negotiations with the government, said he expects prices of plastic items such as water bottles to double over the next few months because of the shortfall of raw materials.

In another apparent ripple effect from sanctions, Iran's rial currency experienced its first major fluctuation in years. The dive began Sept. 29, when Iranian banks temporarily stopped selling dollars and euros. Private money-exchange shops, too, stopped selling as well, money traders said. Traders blamed the plunge—as much as 22% against the dollar—on difficulty in accessing foreign currency because of extra scrutiny by overseas banks.

"The channels for transferring money in and out of Iran have shrunk significantly over the past few months," said the owner of a prominent Tehran money-exchange shop.

Iran's Central Bank eventually stabilized the currency at around 10,700 rial to the dollar, close to its typical level, with an injection of foreign currency. At the same time, money traders say, Iranian authorities have also tightened their monitoring of capital leaving the country. "We are under tremendous amount of pressure," said the money trader. "Every week someone comes in here demanding to look at our books."

While Iran's troubles appear to have been exacerbated by sanctions, much can also be traced to government economic policy. President Ahmadinejad, in his first term, spent lavishly and eased credit as part of a series of populist programs. Since then, lower oil prices have made such programs less sustainable.

The International Monetary Fund forecasts Iran's economy will grow 1.6% this year, from 1.1% in 2009 and 1% in 2008 and 7.8% in 2007.

As part of its efforts to rebalance the economy, the government has in the past year proposed income-tax increases on traders in gold, steel, fabrics and other sectors, prompting several work stoppages by merchants. For more than two weeks, gold traders in Tehran and 12 other cities have been on strike, seeking to negotiate lower taxes.

Merchants say higher levies will exacerbate inflation that is already crimping consumers' purchasing power. "We deal with people every day and know they are suffering," says one merchant in Tehran.

The government is also considering cutting food and fuel subsidies, which could bring greater pain. A household of four now typically receives nearly $4,000 a year in government gas, oil and electricity subsidies, according to the IMF. Mr. Ahmadinejad fought for legislation, passed in January after a year of wrangling, to gradually phase out those subsidies and save about $100 billion a year.
Cuts that were set to take effect Sept. 23 but have since been delayed are expected to boost prices of subsidized food items such as wheat, rice, oil, milk and sugar. On Thursday, the government said it would deploy a task force to talk to merchants and consumers about how to introduce the plan with minimal pain.

Iran says it has brought inflation from above 25% in 2008—a time of regionwide overheating due to soaring oil prices—to under 10% this year. The IMF, too, estimates inflation is now about 10%, but warns that the subsidy cuts could send the rate to 30%.
Some economists and analysts, including Mr. Vahidi, say inflation is already over 25%. The government rejects those numbers.

no impact to iran stability

Iran’s steadfastness make it resilient -- lolz
Qalandarian 9 - managing director of Quds Cultural Institution, (Gholam Reza, “CORRECTION: Iran paper sees ballistic missile sign of national self reliance”, 9/23/2009, Lexis, BBC Monitoring Middle East)

Therefore, by relying upon self-belief and national self-confidence, the Islamic Republic of Iran has managed to withstand the waves of threats and aggressions of the foreigners after the victory of the Islamic revolution by insisting upon her principles and values. What has guaranteed Iran's stability and steadfastness in the face of the unending attacks of world arrogance up to the present time has been the institutionalisation of the culture of resistance and steadfastness against the bullies. It has also been as the result of the wakefulness and self-confidence of the nation that the Islamic Republic of Iran has managed to register this latest winning card in its file. 

adventurism turn

High oil prices cause Iranian aggression – low oil prices sets up conditions for compromise

Levy et al. 8 - *Clifford Levy is a two time Pulitzer Prize winner in International reporting, **Michael Slackman is a Pulitzer prize winning reporter for the New York Times, ***Simon Romero is the Andean bureau chief for the New York Times based in Caracas Venezuela, ****Nazila Fathi covers Iran for the New York Times (“3 Oil-Rich Countries Face a Reckoning”, 10/20/2008, New York Times, http://www.nytimes.com/2008/10/21/world/21petro.html?pagewanted=1)

Now, plummeting oil prices are raising questions about whether the countries can sustain their spending — and their bids to challenge United States hegemony.

For all three nations, oil money was a means to an ideological end.

President Hugo Chávez of Venezuela used it to jump-start a socialist-inspired revolution in his country and to back a cadre of like-minded leaders in Latin America who were intent on eroding once-dominant American influence.

Iran extended its influence across the Middle East, promoted itself as the leader of the Islamic world and used its petrodollars to help defy the West’s efforts to block its nuclear program.

Russia, which suffered a humiliating economic collapse in the 1990s after the fall of communism, recaptured some of its former standing in the world. It began rebuilding its military, wrested control of oil and gas pipelines and pushed back against Western encroachment in the former Soviet empire.

But such ambitions are harder to finance when oil is at $74.25 a barrel, its closing price Monday in New York, than when it is at $147, its price as recently as three months ago.

That is not to say that any of the countries is facing immediate economic disaster or will abandon long-held political goals. And the price of oil, still double what was considered high just a few years ago, could always shoot back up.

Still, Russia, Iran and Venezuela have all based their spending on oil prices they thought were conservative but are now close to the market level. Significant further drops could tip the three countries into deficit spending or at least force them to choose among priorities. A worldwide recession, which many economists say is likely, would worsen matters, dampening energy demand and holding down prices.

It is not clear whether the new pressures could create opportunities for the United States to ease tensions, or whether the three countries’ leaders will rely more on angry words even if they cannot afford provocative actions. Mr. Chávez has continued his overtures to Russia. He, Prime Minister Vladimir V. Putin of Russia and President Mahmoud Ahmadinejad of Iran may now see the United States, hobbled by financial crisis, as even more vulnerable.

Daniel Yergin, chairman of Cambridge Energy Research Associates, a consulting firm in Cambridge, Mass., said oil states were facing something of a reckoning. Originally, he said, they saw the economic crisis as a problem mainly for the United States — but then oil prices went into free fall.

“Now, the producers are experiencing a reverse oil shock,” Mr. Yergin said. “As revenue went up, government spending went up and expectations of a continuing windfall led to greater and greater ambitions. Now they are finding how integrated they are into this globalized world.”

Venezuela

Mr. Chávez was emphatic last month when he announced that Venezuela would engage in naval exercises with the Russian Navy in the Caribbean. “Go ahead and squeal, Yanquis,” he said. “Russia’s naval fleet is welcome here.”

The moment, made possible in part by a flood of petrodollars used to buy Russian weaponry, must have been sweet for a man who has spent his presidency wagging his finger at the United States and railing against its capitalist model. Cozying up to Russia, whose leaders have been increasingly at odds with the United States, evoked cold war rivalries in the hemisphere.

Mr. Chávez has also used his oil money — in direct payments and through subsidized oil shipments — to win friends in the hemisphere and elsewhere, including President Evo Morales of Bolivia, who expelled the United States ambassador in La Paz last month, saying the envoy was involved in plotting a coup.

Domestic spending in Venezuela has also surged, through the creation of a wide array of social welfare programs that furthered Mr. Chávez’s goal of building a socialist-inspired state — and suppressed opposition. The 2009 budget, based on $60-a-barrel oil, includes a 23 percent increase in government spending, to $78.9 billion.

At $140 a barrel for oil, that was conservative. With prices now uncomfortably close to $60 a barrel, economists in Venezuela are expressing alarm over the government’s ability to pay its bills, including those for arms purchases.

Venezuelans are already struggling with an inflation rate of 36 percent, one of the highest in the world.

Mr. Chávez said on Saturday that the country could endure any oil price decline, citing its $40 billion in foreign currency reserves, though he then qualified his remarks by saying that oil prices at $80 to $90 a barrel would be sufficient for his plans.

Still, fears of an impending economic crisis in Venezuela are increasing because of a lack of transparency in public finances and because the economy has grown far more dependent on oil in the decade Mr. Chávez has been in power, with seizures of rural estates weakening agricultural output and nationalizations scaring away foreign investors.

“This country will be paralyzed because it is so dependent on petroleum,” said Oscar García Mendoza, president of Banco Venezolano de Credito, a private bank.

Anxiety over the economy already helped lead to a sell-off of Venezuelan government bonds, sharply limiting the country’s borrowing options.

 Last week, Venezuela’s embassy in Nicaragua said the Caracas government would postpone construction of a $4 billion oil refinery there. And the national oil company announced that it would tighten the terms for subsidizing oil exports to some Caribbean countries.

 “We’re in the same situation of people who have lost a limb but can still feel it,” said Ricardo Hausmann, a Venezuelan economist who teaches at Harvard. “I don’t know how long it will take for Chávez to realize he’s lost a limb.”

Iran

When President Ahmadinejad presented his budget to Parliament in 2007, the United Nations Security Council had already imposed economic sanctions on Iran because of its nuclear program. The president said it did not matter.

“Even if they issue 10 more such resolutions,” he said, “it will not affect Iran’s economy and politics.”

He was partly right. It hardly affected Iran’s politics. There was another resolution two months later, and another a year later — and still, Iran augmented its nuclear program, even as its economy was squeezed.

One of the main reasons it was able to endure the economic punishment was the price of oil. Iran has the second largest known conventional crude oil reserves in the world, and it has used them in the past four years as a political and economic weapon to defy and undermine the West while promoting its own agenda.

Oil money helped Iran spread its influence in Iraq. Oil money helped it challenge Arab political dominance in the Middle East. Oil money helped spread its influence in Lebanon, through Hezbollah, and in the Israeli-Palestinian conflict, through Hamas.

At home, oil money allowed Iran’s ideological hard-liners to preserve their monopoly on power, to buy political allegiances and to offset the fiscal damage of their economic policies. All that may now have to be recalibrated.

“The drop in oil prices will make the Iranian regime re-examine its calculations because its political immunity is less,” said Mustafa El-Labbad, director of the East Center for Regional and Strategic Studies, an independent research center in Cairo. “Their regional presence and role will shrink.”

Even before the global economic crisis undercut the price of oil, Iran was gripped by an economic crisis. Now, inflation is running at 30 percent, according to the Central Bank. And this month, bazaar merchants, who wield significant political power, went on strike after the government imposed a value-added tax.

Mr. Ahmadinejad’s way of dealing with the general economic distress has been to increase government spending, primarily through imports. But the International Monetary Fund said in August that Iran would face unsustainable deficits should prices for its oil fall to $75 a barrel.

It is not expected that economics will force Iran to change its underlying ideology or long-term goals. Still, if prices stay depressed for long, it could mean a greater willingness in Tehran to find a compromise on the nuclear issue and, perhaps, a political shift that left Mr. Ahmadinejad vulnerable in June’s presidential election, analysts said.

dutch disease
Iranian income from the oil sector causes Dutch disease and collapses the Iranian Economy – trades off with a better industrial sector that solves their impacts
Naghshineh-Pour 08 financial and business analyst. He works for an investment bank (10/15/08, Amir, Munich Personal RePEc Archive,“A Review and Analysis of Iran’s Current Economic Status”, 

http://mpra.ub.uni-muenchen.de/13313/1/MPRA_paper_13313.pdf SW)

“Dutch disease is an economic concept that tries to explain the apparent relationship between the exploitation of natural resources and a decline in the manufacturing sector combined with moral fallout. The theory is that an increase in revenues from natural resources will de- industrialize a nation’s economy by raising the exchange rate, which makes the manufacturing sector less competitive and public services entangled with business interests.”11 Injecting sudden foreign exchange revenues in the economic system forms the phenomenon of Dutch disease in a country. There are two main consequences for a country with Dutch disease: loss of price competitiveness in its production goods, and hence the exports of those goods; and an increase in imports.12 Both cases are clearly visible in Iran. The flow of capital into real property instead of manufacturing and service industries is one of the clear signs of this economic disease. Real estate as a non-tradable good has increased in value many fold because of limited supply and overvaluation of the toman (Iranian currency). This has also caused some real estate owners to convert their tomans into foreign currencies and take their profits out of Iran. Furthermore, overvaluation of the toman because of rising oil prices and hence rising government expenditures has resulted in massive imports of cheaper goods (compared to the ones produced in Iran) to keep up with high demands. Investments in various industrial and service sectors have become uneconomical. Many production units and factories produce only a fraction of their capacity, because their products cannot compete with similar foreign counterparts. Simply put, Dutch disease has led Iran’s economy to a real estate bubble and impeded industrial growth and competition in global markets. One of the main factors that plays an important role in creating this condition is foreign exchange policy. Since 1999, when oil prices began their ascent, the Iranian government has stubbornly and irrationally kept the exchange rate in a narrow range with the US dollar (T850 to T950), while domestic expenses have increased many times and the inflation rate has been above US and global inflation rates by at least 15% per year.8 Hence, as mentioned earlier, the Iranian currency is grossly overvalued thereby making Iranian products much more expensive than foreign products. Based on this fact, Iranian export products have lost their competitive power in global markets and by the same token they are unable to compete with similar imported goods. In these conditions, the government has resorted to imposing illogical and improper import tariffs to combat excessive imports and to increase domestic product competitiveness and in return has prevented both domestic and foreign investments. Currently, many of export products receive heavy subsidies from the government in order to compete with similar foreign products. By adopting correct and rational foreign exchange policy, for example, devaluation of the toman against foreign currencies based on the inflation rate and the GDP growth, exports of many production goods will become economical and as a result many foreign products will lose their competitiveness against similar Iranian products. This will certainly lead to an increase in the country’s revenue, domestic employment, foreign currency savings, and domestic and foreign investments (because domestic products will become economical) along with a decrease in real estate speculation, speculative price hikes, and capital flight to other countries. By current estimate, capital flight to other countries has been around $250 to $300 billion in the past few years.13
Oil bad for Iran’s economy- The revenue goes to ineffective subsidies that cause inflation

Naghshineh-Pour 08 financial and business analyst. He works for an investment bank (10/15/08, Amir, Munich Personal RePEc Archive,“A Review and Analysis of Iran’s Current Economic Status”, 

http://mpra.ub.uni-muenchen.de/13313/1/MPRA_paper_13313.pdf SW)

The government provides extensive public subsidies on gasoline, food, and housing. Energy subsidies alone represent about 12% of Iran’s GDP, while total subsidies are estimated to reach over 25% of GDP. This has resulted in a wasteful system.10 For instance, heavily subsidized gasoline has invited huge amounts of smuggling out of the country and domestic overconsumption. Furthermore, because of very low gasoline prices, automobile manufacturers have had little incentive to manufacture fuel efficient automobiles. The Ahmadinejad government has used oil export revenues to pay for social spending contrary to the fund’s original objective. Many economists and analysts have criticized the administration for using the OSF for cash aids and current spending rather than for future reserves or reinvesting in the aging oil and gas infrastructure. Billions of dollars are needed to keep the oil and gas industries in their current condition. In principle, the aforementioned policies have been a major contributor to budget deficits and are ineffective tools for combating inflation and unemployment. Subsidies and cash aids are considered to be un-targeted and ineffective at helping the poor. Some economists contend that Ahmadinejad’s efforts to lower the interest rate have led to excessive liquidity and inflation. Furthermore, critics express concern about the inflationary risks of uncurbed growth in the money supply. Considering Iran’s vast oil wealth and current government spending, Iran’s economy should be booming at the present time instead of average economic performance.

nuclearization turn

High oil prices allow Iran to ignore sanctions and kills political leverage against nuclearization

Ottolenghi, 6/7/11 Senior Fellow at the Foundation for Defense of Democracies and the author of Iran: the Looming Crisis (Emanuele, The Commentator, “A nuclear armed Iran could be the price of the Libya campaign”, http://www.thecommentator.com/article/211/a_nuclear_armed_iran_could_be_the_price_of_the_libya_campaign SW)

Yet, Iran’s nuclear program has not stalled because of mass protests in Cairo or F-16’s over Tripoli. As the latest International Atomic Energy Agency (IAEA) report shows, Iran has now accumulated over four tonnes of Low Enriched Uranium (enough for four small nuclear devices), it has successfully tested military components of nuclear weapons, and it continues to reduce the ability of IAEA inspectors to monitor its nuclear activities. Recently enacted sanctions were meant to slow down Iran’s nuclear clock because of the strain they would put on Iran’s economy and the added impediments to the country’s procurement efforts. Though the impediments remain, the Libya crisis has eased up economic pressure by making oil prices soar due to the removal of Libyan oil from the market and the attendant supply uncertainty. For Iran, this is a blessing – Iran’s budget is pegged to an $81.50 a barrel price tag. Anything above that benchmark is a bonus for Iran and a setback in the U.S. sanctions architecture since, quite simply, Tehran is able to dilute the financial damage caused by sanctions thanks to increased oil revenues. (At the time of writing Brent Crude was hovering around $114 a barrel.) The disruption of supply from Libya has had another unintended consequence: increased European oil dependence on Iranian crude and stronger Iranian-Turkish bilateral relations at a time when Turkey’s government is already hesitant to comply with the international sanctions’ regime. Several European consumers of Libyan oil are now buying more Iranian crude in order to offset sudden shortages caused by the Libya operation. So is Turkey – whose national oil company was hugely invested in Libya’s energy sector. More sales and higher prices, then, mean more revenue for Tehran, less political leverage for Iran’s customers and less bite for sanctions.

Oil prices kill leverage from sanctions and encourage Iranian nuclearization

Pomeroy 11 (1/22/11, Robin, Edmonton Journal, “Higher oil price empowers Iran, blunts sanctions”, Lexis SW)

Oil's ascent toward $100 a barrel, which OPEC blames on western financial speculators, has handed Iran a windfall to help contain domestic discontent and take the sting out of sanctions designed to squeeze its economy.

Tehran's financial room for manoeuvre is likely to expand, while oil prices are expected to stay firm following a rally that earlier this month took it to its highest level since October 2008. "A particular challenge for the United States is that rising oil prices undermine policy on Iran," said Simon Henderson, of the Gulf and Energy Policy Program at the Washington Institute think-tank. Washington has led the drive to isolate Iran and bring it to the negotiating table over its nuclear program and says the sanctions are working. Along with the other four permanent members of the United Nations Security Council and Germany, the United States and Iran are due to meet in Istanbul on Saturday and Sunday for talks it hopes will lead to an end to the nuclear standoff. Henderson cited U.S. Department of Energy figures, however, that put Iran's January-November 2010 revenues at $64 billion, $11 billion higher than for the whole of 2009. A populous nation with high social costs, Iran needs a stronger oil price than its wealthier Gulf neighbours to avoid racking up a deficit. Its budget reckons on oil at $65 -- below current prices of around $90 a barrel, although roughly in line with some analysts' calculations of the level Tehran needs to balance its books. IHS Global Insight, for instance, assumes export volumes of just over two million barrels per day (bpd) from Iran, which means it would need oil at only $60-$70 for a balanced budget. Ramin Emadi of Middle East consultancy BEDigest.compredicted an average price of $80 for the year that runs until March 20, giving it a surplus of at least $15 per barrel. As holder of the rotating presidency of the Organization of Petroleum Exporting Countries, Iran has done its best to talk up the price, saying the world can cope with oil at this level and there is no need for producers to increase output. "None of the OPEC members finds $100 concerning or irrational. Some of the OPEC members see no need for an emergency meeting even with prices at $110 or $120," Oil Minister Massoud Mirkazemi said on Sunday. Other OPEC ministers have also said there is no need for extra oil and that any exuberance in the market is the result of financial players. For Iran, some of the higher revenue will have to go toward meeting increased costs connected with the sanctions. India, Iran's second-biggest customer after China, has embarked on talks to seek a solution over how to pay Iran for its oil without breaching restrictions on dealing with Iranian banks.
Gasoline imports, which Iran needed following underinvestment in its refinery industry, have been virtually suspended, and it has adapted its petrochemical industry to produce fuel and achieve what it says is self-sufficiency.

There are attendant costs in terms of lost petrochemical revenues, which analysts say are very difficult to quantify, while the Iranian public is paying a lot more for its gasoline. Government-set prices rose sevenfold last month when state subsidies were finally cut. None of President Mahmoud Ahmadinejad's predecessors dared to drive through a cut in subsidies on the prices of fuel, food and other necessities that have cost roughly $100 billion a year -- a bill that rising commodities prices push higher. So far the Iranian public has accepted price rises without the unrest some analysts had predicted. Bill Farren-Price of Petroleum Policy Intelligence said the sanctions -- seen from Tehran as an attack led by its foreign enemies -- had provided a political excuse. "International sanctions are ... having the perverse result of allowing the government to push through austerity measures on fuel and food subsidies that were simply unthinkable in the last two decades," he said. While Ahmadinejad is empowered by costly oil, the international community, still smarting from economic crisis, is nervous about action that could drive oil prices higher. 

Iranian nuclearization causes proliferation and nuclear war
Wimbush 7 - senior fellow at Hudson Institute and director of its Center for Future Security Strategies (S. Enders, “The End of Deterrence: A nuclear Iran will change everything”, January 11th, http://www.weeklystandard.com/Content/Public/Articles/000/000/013/154auoqp.asp?pg=1)

Iran is fast building its position as the Middle East's political and military hegemon, a position that will be largely unchallengeable once it acquires nuclear weapons. A nuclear Iran will change all of the critical strategic dynamics of this volatile region in ways that threaten the interests of virtually everyone else. The outlines of some of these negative trends are already visible, as other actors adjust their strategies to accommodate what increasingly appears to be the emerging reality of an unpredictable, unstable nuclear power. Iran needn't test a device to shift these dangerous dynamics into high gear; that is already happening. By the time Iran tests, the landscape will have changed dramatically because everyone will have seen it coming.  

The opportunities nuclear weapons will afford   Iran far exceed the prospect of using them to win a military conflict. Nuclear weapons will empower strategies of coercion, intimidation, and denial that go far beyond purely military considerations. Acquiring the bomb as an icon of state power will enhance the legitimacy of Iran's mullahs and make it harder for disgruntled Iranians to oust them. With nuclear weapons, Iran will have gained the ability to deter any direct American threats, as well as the leverage to keep the United States at a distance and to discourage it from helping Iran's regional opponents. Would the United States be in Iraq if Saddam had had a few nuclear weapons and the ability to deliver them on target to much of Europe and all of Israel? Would it even have gone to war in 1991 to liberate Kuwait from Iraqi aggression? Unlikely. Yet Iran is rapidly acquiring just such a capability. If it succeeds, a relatively small nuclear outcast will be able to deter a mature nuclear power. Iran will become a billboard advertising nuclear weapons as the logical asymmetric weapon of choice for nations that wish to confront the United States.  

It should surprise no one that quiet discussions have already begun in Saudi Arabia, Egypt, Turkey, and elsewhere in the Middle East about the desirability of developing national nuclear capabilities to blunt Iran's anticipated advantage and to offset the perceived decline in America's protective power. This is just the beginning. We should anticipate that proliferation across Eurasia will be broad and swift, creating nightmarish challenges. The diffusion of nuclear know-how is on the verge of becoming impossible to impede. Advanced computation and simulation techniques will eventually make testing unnecessary for some actors, thereby expanding the possibilities for unwelcome surprises and rapid shifts in the security environment. Leakage of nuclear knowledge and technologies from weak states will become commonplace, and new covert supply networks will emerge to fill the gap left by the neutralization of Pakistani proliferator A. Q. Khan. Non-proliferation treaties, never effective in blocking the ambitions of rogues like Iran and North Korea, will be meaningless. Intentional proliferation to state and non-state actors is virtually certain, as newly capable states seek to empower their friends and sympathizers. Iran, with its well known support of Hezbollah, is a particularly good candidate to proliferate nuclear capabilities beyond the control of any state as a way to extend the coercive reach of its own nuclear politics.  

Arsenals will be small, which sounds reassuring, but in fact it heightens the dangers and risk. New players with just a few weapons, including Iran, will be especially dangerous. Cold War deterrence was based on the belief that an initial strike by an attacker could not destroy all an opponent's nuclear weapons, leaving the adversary with the capacity to strike back in a devastating retaliatory blow. Because it is likely to appear easier to destroy them in a single blow, small arsenals will increase the incentive to strike first in a crisis. Small, emerging nuclear forces could also raise the risk of preventive war, as leaders are tempted to attack before enemy arsenals grow bigger and more secure.  

Some of the new nuclear actors are less interested in deterrence than in using nuclear weapons to annihilate their enemies. Iran's leadership has spoken of its willingness--in their words--to "martyr" the entire Iranian nation, and it has even expressed the desirability of doing so as a way to accelerate an inevitable, apocalyptic collision between Islam and the West that will result in Islam's final worldwide triumph. Wiping Israel off the map--one of Iran's frequently expressed strategic objectives--even if it results in an Israeli nuclear strike on Iran, may be viewed as an acceptable trade-off. Ideological actors of this kind may be very different from today's nuclear powers who employ nuclear weapons as a deterrent to annihilation. Indeed, some of the new actors may seek to annihilate others and be annihilated, gloriously, in return.  

What constitutes deterrence in this world? Proponents of new non-proliferation treaties and many European strategists speak of "managing" a nuclear Iran, as if Iran and the new nuclear actors that will emerge in Iran's wake can be easily deterred by getting them to sign documents and by talking nicely to them. This is a lethal naiveté. We have no idea how to deter ideological actors who may even welcome their own annihilation. We do not know what they hold dear enough to be deterred by the threat of its destruction. Our own nuclear arsenal is robust, but it may have no deterrent effect on a nuclear-armed ideological adversary. 

This is the world Iran is dragging us into. Can they be talked out of it? Maybe. But it is getting very late to slow or reverse the momentum propelling us into this nuclear no-man's land. We should be under no illusion that talk alone--"engagement"--is a solution. Nuclear Iran will prompt the emergence of a world in which nuclear deterrence may evaporate, the likelihood of nuclear use will grow, and where deterrence, once broken, cannot be restored.
Iran nuclearization causes war – causes regional prolif

National Intelligence Council 8 (“Global Trends 2025: A Transformed World”, NIC, November 2008, http://image.guardian.co.uk/sys-files/Guardian/documents/2008/11/20/GlobalTrends2025_FINAL.pdf)

Although Iran’s acquisition of nuclear weapons is not inevitable, other countries’ worries about a nuclear-armed Iran could lead states in the region to develop new security arrangements with external powers, acquire additional weapons, and consider pursuing their own nuclear ambitions. It is not clear that the type of stable deterrent relationship that existed between the great powers for most of the Cold War would emerge naturally in the Middle East with a nuclear-weapons capable Iran. Episodes of low-intensity conflict taking place under a nuclear umbrella could lead to an unintended escalation and broader conflict if clear red lines between those states involved are not well established. 

Iranian proliferation causes regional prolif and nuclear war

Kurtz 6 - senior fellow at the Ethics and Public Policy Center (Stanley, “Our Fallout-Shelter Future”, National Review Online, 8/28, http://article.nationalreview.com/?q=OWU4MDMwNmU5MTI5NGYzN2FmODg5NmYyMWQ4YjM3OTU=)

Proliferation optimists, on the other hand, see reasons for hope in the record of nuclear peace during the Cold War. While granting the risks, proliferation optimists point out that the very horror of the nuclear option tends, in practice, to keep the peace. Without choosing between hawkish proliferation pessimists and dovish proliferation optimists, Rosen simply asks how we ought to act in a post-proliferation world.  

Rosen assumes (rightly I believe) that proliferation is unlikely to stop with Iran. Once Iran gets the bomb, Turkey and Saudi Arabia are likely to develop their own nuclear weapons, for self-protection, and so as not to allow Iran to take de facto cultural-political control of the Muslim world. (I think you’ve got to at least add Egypt to this list.) With three, four, or more nuclear states in the Muslim Middle East, what becomes of deterrence?  

A key to deterrence during the Cold War was our ability to know who had hit whom. With a small number of geographically separated nuclear states, and with the big opponents training satellites and specialized advance-guard radar emplacements on each other, it was relatively easy to know where a missile had come from. But what if a nuclear missile is launched at the United States from somewhere in a fully nuclearized Middle East, in the middle of a war in which, say, Saudi Arabia and Iran are already lobbing conventional missiles at one another? Would we know who had attacked us? Could we actually drop a retaliatory nuclear bomb on someone without being absolutely certain? And as Rosen asks, What if the nuclear blow was delivered against us by an airplane or a cruise missile? It might be almost impossible to trace the attack back to its source with certainty, especially in the midst of an ongoing conventional conflict.  

More Terror We’re familiar with the horror scenario of a Muslim state passing a nuclear bomb to terrorists for use against an American city. But imagine the same scenario in a multi-polar Muslim nuclear world. With several Muslim countries in possession of the bomb, it would be extremely difficult to trace the state source of a nuclear terror strike. In fact, this very difficulty would encourage states (or ill-controlled elements within nuclear states — like Pakistan’s intelligence services or Iran’s Revolutionary Guards) to pass nukes to terrorists. The tougher it is to trace the source of a weapon, the easier it is to give the weapon away. In short, nuclear proliferation to multiple Muslim states greatly increases the chances of a nuclear terror strike.

Right now, the Indians and Pakistanis “enjoy” an apparently stable nuclear stand-off. Both countries have established basic deterrence, channels of communication, and have also eschewed a potentially destabilizing nuclear arms race. Attacks by Kashmiri militants in 2001 may have pushed India and Pakistan close to the nuclear brink. Yet since then, precisely because of the danger, the two countries seem to have established a clear, deterrence-based understanding. The 2001 crisis gives fuel to proliferation pessimists, while the current stability encourages proliferation optimists. Rosen points out, however, that a multi-polar nuclear Middle East is unlikely to follow the South Asian model.  

Deep mutual suspicion between an expansionist, apocalyptic, Shiite Iran, secular Turkey, and the Sunni Saudis and Egyptians (not to mention Israel) is likely to fuel a dangerous multi-pronged nuclear arms race. Larger arsenals mean more chance of a weapon being slipped to terrorists. The collapse of the world’s non-proliferation regime also raises the chances that nuclearization will spread to Asian powers like Taiwan and Japan.  

And of course, possession of nuclear weapons is likely to embolden Iran, especially in the transitional period before the Saudis develop weapons of their own. Like Saddam, Iran may be tempted to take control of Kuwait’s oil wealth, on the assumption that the United States will not dare risk a nuclear confrontation by escalating the conflict. If the proliferation optimists are right, then once the Saudis get nukes, Iran would be far less likely to make a move on nearby Kuwait. On the other hand, to the extent that we do see conventional war in a nuclearized Middle East, the losers will be sorely tempted to cancel out their defeat with a nuclear strike. There may have been nuclear peace during the Cold War, but there were also many “hot” proxy wars. If conventional wars break out in a nuclearized Middle East, it may be very difficult to stop them from escalating into nuclear confrontations.
ext. sanctions key

High oil prices are the only reason sanctions are ineffective
Bakeer ’11 Ali Hussein “[Analysis] Turkish-Iranian Relations in the Shadow of the Arab Revolutions” July 5 http://www.turkishweekly.net/news/118277/-analysis-turkish-iranian-relations-in-the-shadow-of-the-arab-revolutions.html

The instability of the region has led to a rise in oil prices. Thus, the Arab revolutions have not only fed Tehran’s coffers with dollars, thus fuelling economic growth, but, more importantly, they have undermined international sanctions imposed on Iran. These sanctions have recently lost their substance, and Iran has been relieved of some economic pressure, while simultaneously undermining US-led collective action – which includes action from Russia, China and regional states – aimed at pressurising on Tehran.
Oil is what allows Iran to negotiate end-runs around sanctions

Vivoda 8 - Holds a Ph.D on the international political economy of oil at Flinders University, (Vlado, From book: “The Return of the Obsolescing Bargain and the Decline of Big Oil: A Study of Bargaining in the Contemporary Oil Industry”, Chapter 6: Iran, http://theses.flinders.edu.au/uploads/approved/adt-SFU20080305.150535/public/14chapter6.pdf)

Oil industry bargaining in Iran is highly influenced by issue linkage. Iran uses oil as a bargaining chip in its nuclear bargaining with the international stakeholders. Oil has played a big part in Iran’s newly found nuclear defiance. Tehran uses oil to threaten retaliation against its enemies and critics, while it rewards those countries that take its side, notably China. 51 In order to understand the importance of Iranian oil, and how it is used as a bargaining chip, I firstly examine Iran’s internal political structure in order to find the drivers behind Iran’s nuclear pursuit, and here I argue that regime stability is the primary goal of its current rulers. Secondly, I analyse the Iranian nuclear programme, and the U.S. response to it, which centres on the attempt to replace the current regime. Thirdly, I discuss the ineffectiveness of American efforts at regime change in Tehran, and argue that Iran’s oil has been the main culprit 
Oil allows Iran to cheat sanctions and to gain diplomatic leverage

Vivoda 8 - Holds a Ph.D on the international political economy of oil at Flinders University, (Vlado, From book: “The Return of the Obsolescing Bargain and the Decline of Big Oil: A Study of Bargaining in the Contemporary Oil Industry”, Chapter 6: Iran, http://theses.flinders.edu.au/uploads/approved/adt-SFU20080305.150535/public/14chapter6.pdf)

Bargaining in the Iranian oil industry is nested within Iran’s nuclear bargaining. In other words, Iran uses oil, tacitly and explicitly, to gain concessions in nuclear bargaining arena, and to maintain regime stability. Iran’s oil industry is subject to unilateral U.S. sanctions, originally imposed by President Clinton, with a clear political goal in mind, regime change in Tehran, by using economic means – less oil revenue. Iran aims to invalidate the American attempt to isolate it and change the current regime, by protecting regime stability from outside threats (the U.S.) through maintenance of healthy bilateral relations with other key powers, such as China and Russia. This may help Iran in its attempt to acquire nuclear capabilities in the long-run. Iran also aims to protect regime stability from inside threats by ensuring oil revenues remain at high levels, what is essential for safeguarding political stability. Since Iran uses oil as a bargaining tool in order to gain concessions from other countries, this nullifies the U.S. attempt to achieve regime change in Iran by internationally isolating the country.
High oil prices make sanctions ineffective

Vivoda 8 - Holds a Ph.D on the international political economy of oil at Flinders University, (Vlado, From book: “The Return of the Obsolescing Bargain and the Decline of Big Oil: A Study of Bargaining in the Contemporary Oil Industry”, Chapter 6: Iran, http://theses.flinders.edu.au/uploads/approved/adt-SFU20080305.150535/public/14chapter6.pdf)

As of early 2007, there is no end in sight for the Iranian nuclear saga, since Iran is neither close to acquiring nuclear weapons capability nor close to giving up its pursuit. Iran has long used oil as a tool for statecraft, 246 and in recent years, Iran has successfully used its oil connections with China and Europe, and various other connections with Russia, to pursue its nuclear program. Oil prices increase every time there is talk of sanctions or military action taken against Iran, due to the speculation associated with potential Iranian retaliation to sanctions or military action, which would involve oil. This shows how important Iranian oil is to the international oil market and it gives Iran a crucial bargaining chip in its pursuit of nuclear technology. Iranian leaders are pursuing nuclear technology in order to maintain regime stability from outside threats, particularly the U.S. and Israel. While they use oil to support their nuclear pursuit, oil also plays a crucial role in maintaining regime stability from inside threats, as oil export revenues are the lifeline of the economy. In order to maintain or increase its oil exports revenues, Iran needs to maintain or increase its oil export volumes, 247 and in order to do so its oil industry needs investment. While some of this investment is generated locally, the rest comes from abroad, as companies from China, Russia, France, and many more countries, continue investing in Iran’s oil exploration and production, despite the U.S. sanctions. Considering the surging demand for oil imports in China and India, and the lack of opportunities for oil companies in many other countries, it is highly likely that these funds will keep on coming. Currently, Iran, China, Russia, and European oil companies are clearly on the winning side of the bargain, and the U.S., its oil companies, Japan, and Israel are on the losing side. For others, the E.U.-3 and India, who are stuck between a rock (the U.S.) and a hard place (Iran) it is rather unclear. 

High oil prices make threats of any kind against Iran not credible – facilitates nuclearization
Vivoda 8 - Holds a Ph.D on the international political economy of oil at Flinders University, (Vlado, From book: “The Return of the Obsolescing Bargain and the Decline of Big Oil: A Study of Bargaining in the Contemporary Oil Industry”, Chapter 6: Iran, http://theses.flinders.edu.au/uploads/approved/adt-SFU20080305.150535/public/14chapter6.pdf)

Military options against Iran are not logistically feasible or politically prudent in the context of high oil prices, and are currently not credible and illegal. Therefore, for these reasons, Iranian regime appears secure from any outside threats. Some have argued that complete or substantial economic isolation, including severing trade relations and prohibition for Western companies to conduct business with Iran, as the U.S. has already tried in the oil industry, would almost bring the country to a halt. 255 The problem with this approach is that sanctions are generally ineffective, and they would almost certainly be ineffective in the Iranian case. 256 Further, Russia and China would vote against the imposition of any comprehensive sanctions. Finally, the American attempt at isolating Tehran has backfired, and instead, the U.S. government has been isolated in its Iran policy. High oil prices have greatly enhanced national revenue from oil exports and have allowed the Iranian government to keep popular disaffection manageable. 257 At the moment, hopes for a regime change within Iran do not seem realistic, and internal stability is ensured as long as revenues from oil exports are maintained at their current, high levels. The bottom-line is that Iran uses both its oil wealth and its attempt to acquire nuclear weapons in order to maintain and ensure the regime stability, which is threatened from domestic and international actors. During its nuclear pursuit, “it is the high price of oil that most bolsters a sense of immunity in Tehran,” and “while energy prices remain high, Iran’s leaders believe, and all Iranians hope, that the world will not dare boycott Iranian oil.” 258

Issue linkage is very influential in the process of Iranian nuclear bargaining, and may be crucial in determining the outcome. Main factors influencing nuclear bargaining come from Iranian domestic bargaining arena, Iranian oil industry bargaining, China’s domestic bargaining arena, and are influenced by high oil prices. Iran’s regime stability crucially influences nuclear bargaining. In order to ensure their regime’s stability, Iranian leaders use the ‘oil weapon’ to gain support in the international arena in order to block sanctions, continue their nuclear pursuit, and balance the U.S. attempt to isolate Iran and force regime change. Hence, Iran offers oil for support at the U.N. Security Council and for other international support, which it primarily receives from China. Thus, Iranian oil industry bargaining is the crucial reason why Iran receives Chinese support, and hence it has an important, albeit indirect impact on nuclear bargaining. Due to their desperate need for more oil in order to fuel their growing economy, the Chinese are more than willing to invest in Iran’s oil industry, despite American pressure against this. Chinese and other countries’ investment in Iran’s oil industry help Iran maintain its oil export revenues, which are essential to keep domestic discontent manageable. Finally, besides foreign investment, current high oil prices also help Iran in receiving large oil export revenues, essential for domestic political stability. High prices also make oil exploration and production very profitable, thus providing oil companies with a higher incentive to invest in Iranian oil 

ext. nuclearization impacts

Even the perception of Iranian nuclearization sparks regional prolif – actual nuclear capability is not necessary

Pedatzur 7 - a senior lecturer at the Strategic Studies Program at Tel Aviv University, holds a Ph.D from the Department of Political Science at Tel Aviv University, Director of the Galili Center for Strategy and National Security (Reuven, “Danger for the entire world,” Haaretz, 8/22/07, http://www.haaretz.com/hasen/spages/896178.html) 

The renewed focus on nuclear programs by countries in the Middle East stems from concerns that Iran will acquire nuclear arms. An Iranian nuclear weapon may result in an accelerated effort to develop nuclear arms in many of the countries in the region.

The most likely candidate for entering the race for nuclear arms is Turkey. Ankara considers a nuclear Iran a dangerous rival that might take advantage of its arsenal to claim a hegemonic role in the region at Turkey's expense.

Egypt, Saudi Arabia, the United Arab Emirates, Algeria, Morocco and maybe even Jordan might join the fray for nuclear arms. All have declared recently that they intend to develop nuclear weapons for peaceful purposes.

Of course, no one believes that the countries controlling enormous fossil fuel reserves have suddenly realized that nuclear technology - which has been around for six decades - can meet their energy needs.

The problem is that the Nuclear Non-Proliferation Treaty (NPT), in which all these countries are members, allows many of the steps necessary for the development of nuclear weapons to occur under the guise of civilian nuclear programs. For example, under the NPT's rules, uranium enrichment is possible, which is a critical component of making nuclear arms.

The more Iran progresses in its nuclear program, the more the countries in the region discuss their own nuclear plans. As early as 2004, official sources in Saudi Arabia announced that they are considering the possibility of purchasing, or leasing, nuclear weapons from Pakistan or China. Earlier, Egypt announced that it is developing a large nuclear installation for water desalination and said that it had received "sensitive technology" from Libya.

Syria also declared that it intends to enrich uranium, and Algeria is building a second nuclear reactor (for research), and also signed in January 2006 a cooperation agreement with Russia on nuclear technology. 

Nuclear Iran causes regional proliferation, nuclear terrorism, accidental use

Rosen 6 - Beton Michael Kaneb Professor of National Security and Military Affairs and Director of the John M. Olin Institute for Strategic Studies at Harvard University (Stephen Peter “After Proliferation” Foreign Affairs, Sep/Oct2006, Vol. 85 Issue 5, p9-14, http://web.clas.ufl.edu/users/zselden/Course%20Readings/Rosen.pdf) 

Actually, however, a postproliferation future is likely to be far more complex than either the pessimists or the optimists believe. In a multipolar nuclear world, international politics will continue but in an environment dominated by fear and uncertainty, with new dangers and new possibilities for miscommunication adding to and complicating familiar ones. As a result, many of the military plans, defense policies, and national security doctrines that officials in the United States and other countries now take for granted are likely to become obsolete and will need to be revised significantly. 

WILL DETERRENCE WORK? 

Assume, for the sake of argument, that within the next decade Iran manages to acquire a few crude nuclear weapons and that these can be delivered by ballistic missiles within the Middle East and by clandestine means to the United States and Europe. Assume also that Saudi Arabia and Turkey, out of fear or competitive emulation, also develop their own nuclear arsenals. How would strategic interactions in this new world play out? 

During the Cold War, the small number of nuclear states meant that the identity of any nuclear attacker would be obvious. Preparations could thus be made for retaliation, and this helped deter first strikes. In a multipolar nuclear Middle East, however, such logic might not hold. For deterrence to work in such an environment, there would have to be detection systems that could unambiguously determine whether a nuclear-armed ballistic missile was launched from, say, Iran, Turkey, or Saudi Arabia. In earlier decades, the United States spent an enormous amount of resources on over-the-horizon radars and satellites that could detect the origin of missile launches in the Soviet Union. But those systems were optimized to monitor the Soviet Union and may not be as effective at identifying launches conducted from other countries. It may be technically simple for the United States (or Israel or Saudi Arabia) to deploy such systems, but until they exist and their effectiveness is demonstrated, deterrence might well be weak; it would be difficult to retaliate against a bomb that has no clear return address. 

It gets worse. During the Cold War, most analysts considered it unlikely that nuclear weapons would be used during peacetime; they worried more about the possibility of a nuclear conflict somehow emerging out of a conventional war. That scenario would still be the most likely in a postproliferation future as well, but the frequency of conventional wars in the Middle East would make it a less comforting prospect. If a nuclear-armed ballistic missile were launched while conventional fighting involving non-nuclear-armed ballistic missiles was going on in the region, how confident would any government be that it could identify the party responsible? The difficulty would be greater still if an airplane or a cruise missile were used to deliver the nuclear weapon. 

One of the greatest fears about Iran's possible acquisition of nuclear weapons, moreover, is that Tehran might give them to a terrorist group, which would dramatically increase the likelihood of their being used. Some argue that the Iranian government would never condone such a transfer; others that it would. There is no way of knowing for sure. What can be said, however, is that the likelihood of a clandestine transfer to radical Islamist terrorists will increase if the number of Islamic nuclear powers grows, if only because it would get more difficult to identify the state responsible for the transfer so as to punish it. 
If an Islamist terrorist group acquired fissile material or a nuclear bomb today, it would be hard to determine with certainty which country had provided it. Attention would focus on Pakistan, the only Islamic state currently in possession of nuclear weapons. But uncertainty would grow if more Islamic states went nuclear, and retaliation would become all but impossible unless one were willing to strike back indiscriminately at all suspect states. 

RACE MATTERS During the Cold War, the United States and the Soviet Union engaged in an intense arms race and built up vast nuclear arsenals. Other binary nuclear competitions, however, such as that between India and Pakistan, have been free of such behavior. Those states' arsenals have remained fairly small and relatively unsophisticated. Nuclear-armed countries in the Middle East would be unlikely to display such restraint. Iran and Iraq would be much too suspicious of each other, as would Saudi Arabia and Iran, Turkey and Iraq, and so forth. And then there is Israel. Wariness would create the classic conditions for a multipolar arms race, with Israel arming against all possible enemies and the Islamic states arming against Israel and one another. 

Historical evidence suggests that arms races sometimes precipitate wars because governments come to see conflict as preferable to financial exhaustion or believe they can gain a temporary military advantage through war. Arguably, a nuclear war would be so destructive that its prospect might well dissuade states from escalating conflicts. But energetic arms races would still produce larger arsenals, making it harder to prevent the accidental or unauthorized use of nuclear weapons. 

Nuclear arms races might emerge in regions other than the Middle East as well. Asia features many countries with major territorial or political disputes, including five with nuclear weapons (China, India, North Korea, Pakistan, and Russia). Japan and Taiwan could join the list. Most of these countries would have the resources to increase the size and quality of their nuclear arsenals indefinitely if they so chose. They also seem to be nationalist in a way that western European countries no longer are: they are particularly mindful of their sovereignty, relatively uninterested in international organizations, sensitive to slights, and wary about changes in the regional balance of military power. Were the United States to stop serving as guarantor of the current order, Asia might well be, in the words of the Princeton political science professor Aaron Friedberg, "ripe for rivalry"--including nuclear rivalry. In that case, the region would raise problems similar to those that would be posed by a nuclear Middle East. 

The United States has not been strategically affected by the peacetime arms races of other countries since the global competition for naval power and the European bomber contests of the 1920s and 1930s. Were such rivalries to emerge now, it is unclear how Washington would, or should, respond. During the Cold War, U.S. and Soviet strategists worried not only about how to protect their own countries from nuclear attack but also about how to protect their allies. Questions about the credibility of such "extended deterrence" were never fully resolved, but their urgency was lessened, in the United States at least, by Washington's decision to bind itself tightly to its NATO partners (going so far as to station U.S. nuclear missiles in West Germany and Turkey). Similar questions will inevitably return if proliferation continues. In a future confrontation between Iran and Kuwait, for example, a nuclear-armed Tehran might well try to coerce its opponent while treating Washington's protests and threats as a bluff. Would heading off such challenges require the formation of a new set of tight alliances, explicit security guarantees, and integrated defense structures? 

Another Cold War concept, known as the stability-instability paradox, posits that actors take advantage of the very fear of nuclear war to pursue lesser sorts of conflict with impunity. This, too, might play out in the future. A nuclear Iran, for example, might support increased terrorism against U.S. forces in the region on the theory that Washington would be reluctant to escalate the conflict. 

TERMS OF USE 

Nuclear weapons have not been used since 1945, and any further use would come as a profound shock. Yet some future nuclear actors might think that resorting to these weapons would serve their interests. It is not inconceivable, for example, that some state or group might want to show the rest of the world that it is willing and able to violate the most hallowed norms of the international system. Nazi Germany deliberately targeted civilian refugees in Poland in 1939 and in the Netherlands and France in 1940 as part of its strategy of Schrecklichkeit (instilling terror). A quasiterrorist use of nuclear weapons, not by a small group but by a state that wanted to be recognized as fearsome, would be a contemporary analog. 

What kind of state might attempt such a thing? If history is any guide, a state that openly rejects the existing international order, considers its opponents to be less than fully human, and seeks to intimidate others. Alternatively, internal conflicts could create hatreds so powerful that actors might resort to using nuclear weapons; consider, for example, how Moscow might respond if another Chechen attack killed hundreds of Russian children. Some states might also be tempted to use nuclear weapons in other ways. For example, before it started to abandon its nuclear weapons program, South Africa had planned to use its bombs if it was ever approaching military defeat, as a last-ditch effort to draw the superpowers into the conflict. If it were to cross the nuclear threshold, Taiwan might embrace a similar strategy. 

By far, however, the most plausible use of nuclear weapons would involve a nuclear power that found itself on the losing side of a nonnuclear war. Such a state would be faced with a choice not between maintaining peace and initiating nuclear war but between accepting its impending defeat and gambling that escalation might suddenly end the fighting without defeat. Conflicts between Iran and Iraq or China and Taiwan are plausible candidates for such a nightmare 

a2: strikes da
Strikes inevitable – oil not key

Anderson ’11 Gary, Professor of International Affairs at George Washington University “ANDERSON: Should we help Israel strike Iran?” January 2

http://www.washingtontimes.com/news/2011/jan/2/should-we-help-israel-strike-iran/

It will be only a matter of time until Israel strikes Iran’s nuclear power program. Most rational international leaders know there are two things you can do separately but never together. You can have a nuclear power program capable of producing weapons, and you can threaten to incinerate the Jewish state, but you can’t do both. The Israelis have a 100 percent record in that regard. Some, although not all, of the Iranian leadership elite know that, but they are not calling the shots in Tehran.

Zero risk of a strike

Dreyfuss ‘8 Richard, correspondent for The Nation “Israel Won’t Attack Israel Without US Nod” 7/3

http://www.thenation.com/print/blog/israel-wont-attack-iran-without-us-nod

He also says (and it makes sense to me) that Israel isn't planning an attack anytime soon: "The recent leaks to the U.S. news media (New York Times and ABC News) have created a wrong impression and sent a false message that an Israeli attack on Iran is imminent. Far from the truth. No decision to attack Iran has been made in Israel. Certainly no date has been fixed. Israel will decide, if at all, to disrupt Iran's nuclear program only as a last resort after international diplomacy fails. More importantly, such a decision will be taken only after serious consultation with the American administration." There's a lot of alarmism about the United States, Israel and Iran floating around. I think it's time to calm down about this. Pay attention, people: barring some unforeseen, and highly unlikely, provocation by Iran, there isn't going to be any war with Iran. Listen to Admiral Mike Mullen, chairman of the Joint Chiefs of Staff, when he was asked yesterday about attacking Iran. Bogged down in Iraq and stretched to the breaking point in Afghanistan, the military doesn't want another war. Said Mullen: "Opening up a third front would be extremely stressful on us ... This is a very unstable part of the world, and I don't need it to be more unstable."

Israel doesn’t perceive it in their interests to attack

Israel Faxx in ‘6

(“US Diplomat: Israel Won’t Attack Iran”, 11-8, L/N)

On the day Israel announced the conclusion of the IDF's Autumn Clouds operation in Gaza and ahead of Prime Minister Ehud Olmert's scheduled trip to Washington next week, an American diplomat called on Israel to 'decrease its activity in Gaza to a minimum.' The senior official said that despite the fact that the US sympathizes with Israel's position regarding the incessant Kassam attacks and its efforts to bring about the release of kidnapped soldier Gilad Shalit, the country must apply a diplomatic strategy along with a military one. The diplomat called on Israel to release the detained Hamas ministers and parliamentarians it is holding, unless there is any evidence against them; "in this case, they should be put on trial," he said. As to the Palestinian Authority government the official said that while the US was disappointed with Hamas' rise to power, 'it's still preferable that the Authority be governed in a democratic fashion.' Turning his attention to the situation in the Middle East, the diplomat said the US supports the holding of a meeting between Olmert and Lebanese Prime Minister Fouad Siniora. The official said the Bush Administration understands Israel's need to conduct flyovers over Lebanese territory, but warned that the flyovers may serve as an excuse for Hizbullah to resume its attacks. The diplomat expressed doubts over Syrian President Bashar Assad's 'peace proposals,' saying Damascus must present 'concrete offers.' The US does not see the point in negotiations between Israel and Syria at present time, he said. The official further stated that he did not believe Israel would attack Iran's nuclear facilities, as 'Israel has repeatedly stated that this is an international problem and such an attack would make it an Israeli one.'

No Israeli strikes – realists will prevail

Madson ‘6

(Peter, Graduate Student @ Naval Postgraduate School, Masters Thesis, “THE SKY IS NOT FALLING: REGIONAL REACTION TO A NUCLEAR-ARMED IRAN”, STINET, p. 31)

It is unlikely that Israel will strike Iran, given the difficulties involved. Even if Israel does attack successfully, it will only buy time and reinforce the need for nuclear weapons in Iran. The larger question from this debate is over whether or not Israel needs to take action. Both nations are led by realists who will seek national security over irrational actions. The shared history and an understanding of the reasons Iran desires these weapons show that they understand the severity of this path and will probably not follow it.

***SAUDI ARABIA
1nc saudi arabia

High oil prices now key to the Saudi economy

Carey, 5/15 (Glen, writer and producer for Bloomberg Media/Financial Market, “Saudi Arabia’s Economy Will Expand 5.3% on Oil Prices, NCB Says,” on May 15, 2011 from http://www.bloomberg.com/news/2011-05-15/saudi-arabia-s-economy-will-expand-5-3-on-oil-prices-ncb-says.html)

Saudi Arabia’s economy will expand 5.3 percent this year, powered by higher oil prices and more government spending in the Arab world’s largest economy, National Commercial Bank said. The kingdom, which depends on oil for 86 percent of its revenue, announced increases in government spending in March as protests calling for more job opportunities and democracy engulfed the Middle East. The package included $67 billion on housing and funds for the military and religious groups that backed the government’s ban on domestic protests, and followed a $36 billion handout announced on Feb. 23. With higher oil prices, Saudi Arabia will record a budget surplus of 62.8 billion riyals ($16.8 billion), National Commercial said. Oil revenue this year is expected at 828.2 billion riyals, it said. The break-even oil price required to balance the budget this year will increase to $84 a barrels this year from $65 a barrel last year, the bank said. Oil prices have increased 8.8 percent this year. Crude oil for June delivery gained 68 cents to $99.65 a barrel on May 13 on the New York Mercantile Exchange. 

Decreased oil prices cause Iranian nuclearization and Saudi civil war

Arena Resources 07. (“Why Flooding the Worldwide Market Place with Oil Will Not Stop Iran from Achieving their Nuclear Ambitions,” on January 11, 2007 from http://doktorstocks.blogspot.com/2007/01/why-flooding-worldwide-market-place.html)

Iran vs. OPEC. OPEC would be badly damaged. Any price cuts would not only bring down the Iranian economy but also the economy of Saudi Arabia and all the rest of the OPEC countries. The OPEC countries are not willing to allow self inflicted wounds to their economies. Damage to the Saudi Economy would do more harm to their economy than Iran. A damaged Saudi economy could drive their citizens to 

revolt and a more dangerous radical regime could emerge to power in that country.

FSU and Lower Prices Sharply lower oil prices could create incentive for the FSU to sell some of their nuclear warheads on the black market. Iran would be a customer. In summary, lower oil prices will not stop Iran from building a nuclear arsenal. Investors should doubt any conspiracy theories that surround Saudi Arabia opening the wellheads to flood the worldwide marketplace with oil in order to drive down prices and bankrupt Iran. Such a move would increase instability within Saudi Arabia, threaten the very existence of the Saudi monarchy and would not stop Iran from becoming a nuclear power. The only way to prevent Iran from becoming a nuclear power is the use of military force.

A Saudi Civil War would crush the Global Economy
David 1999 (Steven R.; Professor of Political Science – Johns Hopkins) Foreign Affairs Jan/Feb l/n wbw

In a Saudi civil war, the oil fields will be a likely battle site, as belligerents seek the revenue and international recognition that come with control of petroleum. For either side to cripple oil production would not be difficult. The real risk lies not with the onshore oil wells themselves, which are spread over a 100-by-300 mile area, but in the country's dependence on only a few critical processing sites. Destruction of these facilities would paralyze production and take at least six months to repair. If unconventional weapons such as biological agents were used in the oil fields, production could be delayed for several more months until workers were convinced it was safe to return.   Stanching the flow of Saudi oil would devastate the United States and much of the world community. Global demand for oil (especially in Asia) will increase in the coming decades, while non-Persian Gulf supplies are expected to diminish. A crisis in the planet's largest oil producer, with reserves estimated at 25 percent of the world's total, would have a massive and protracted impact on the price and availability of oil worldwide. As the disruptions of 1973 and 1979 showed, the mere threat of diminished oil supply can cause panic buying, national hysteria, gas lines, and infighting. Prices for oil shot up 400 percent in 1973, 150 percent in 1979, and 50 percent (in just 15 days) in 1990. The oil shocks of the 1970s threw the United States into recession, causing spiraling inflation and a decline in savings rates that plagues the U.S. economy even now. Trillions of dollars were lost worldwide. And all this occurred at a time when the United States was less dependent on foreign petroleum than it is now. Cutting the Saudi pipeline today would cause a severe worldwide recession or depression. Short of physical attack, it is the gravest threat imaginable to American interests. 

Middle Eastern conflict goes global and nuclear 
Steinbach, 02 (John, Researcher for the Centre for Research on Globalisation, “Israeli Weapons of Mass Destruction: a Threat to Peace,” on March 3, 2002 from http://www.globalresearch.ca/articles/STE203A.html)
Meanwhile, the existence of an arsenal of mass destruction in such an unstable region in turn has serious implications for future arms control and disarmament negotiations, and even the threat of nuclear war. Seymour Hersh warns, "Should war break out in the Middle East again,... or should any Arab nation fire missiles against Israel, as the Iraqis did, a nuclear escalation, once unthinkable except as a last resort, would now be a strong probability."(41) and Ezar Weissman, Israel's current President said "The nuclear issue is gaining momentum(and the) next war will not be conventional."(42) Russia and before it the Soviet Union has long been a major(if not the major) target of Israeli nukes. It is widely reported that the principal purpose of Jonathan Pollard's spying for Israel was to furnish satellite images of Soviet targets and other super sensitive data relating to U.S. nuclear targeting strategy. (43) (Since launching its own satellite in 1988, Israel no longer needs U.S. spy secrets.) Israeli nukes aimed at the Russian heartland seriously complicate disarmament and arms control negotiations and, at the very least, the unilateral possession of nuclear weapons by Israel is enormously destabilizing, and dramatically lowers the threshold for their actual use, if not for all out nuclear war. In the words of Mark Gaffney, "... if the familar pattern(Israel refining its weapons of mass destruction with U.S. complicity) is not reversed soon- for whatever reason- the deepening Middle East conflict could trigger a world conflagration." (44)

2nc saudi prolif scenario

Saudi insecurity risks prolif

Hibbs 10 —  senior associate in Carnegie's Nuclear Policy Program (Mark, July 20, 2010, “Saudi Arabia's Nuclear Ambitions” http://carnegie-mec.org/publications/?fa=41243)

Is Saudi Arabia a nuclear proliferation risk? Indirectly yes. Iran’s ambitious and ambiguous nuclear drive has shown states in the Middle East, including Saudi Arabia, that having nuclear energy facilities—particularly fuel cycle facilities—gives a country a sense of prowess and strength. Setting up their own nuclear programs give states long-term hedging options, particularly in light of concerns that U.S. security guarantees to its allies will become weaker. Some Saudi diplomats complain that, since 2003, the United States has permitted Iran to gain in influence in the region at the expense of Saudi Arabia and other states with Sunni majorities.
Collapses the NPT – regional arms racing

McDowell ‘3 (Steven R.; Lieutenant – U.S. Navy) Naval Postgraduate Thesis “Is Saudi Arabia A Nuclear Threat?” November http://www.ccc.nps.navy.mil/research/theses/McDowell03.pdf wbw

Saudi Arabia may become one of the next states to acquire nuclear weapons. The Saudis have the challenge of securing a large border area with a relatively small populace against several regional adversaries. The 1979 Iranian Revolution and subsequent overthrow of the Shah, a U.S. ally, sent shockwaves across the Gulf states and prompted the Saudis to increase defense spending and purchase the longest-range ballistic missile in the Gulf region: the Chinese CSS-2. These missiles have since reached the end of their lifecycle and the Saudi regime has since considered their replacement. This thesis examines the potential for the Saudis to replace their aging missile force with a nuclear-tipped inventory. The United States has provided for the external security of the oil Kingdom through informal security agreements, but a deterioration in U.S.-Saudi relations may compel the Saudis to acquire nuclear weapons in order to deter the ballistic missile and WMD capabilities of its regional adversaries. Saudi Arabia has been a key pillar of the U.S. strategy in the Persian Gulf, however, a nuclear Saudi Arabia would undermine the efforts of the NPT and could potentially destabilize the Persian Gulf by initiating a new arms race in the region. 

Proliferation will lead to global nuclear wars

Utgoff ‘2 (Victor A.; Deputy Director – Strategy, Forces, and Resources Division – Institute for Defense Analysis “Proliferation, Missile Defence and American Ambitions” Summer Survival WBW

In sum, widespread proliferation is likely to lead to an occasional shoot-out with nuclear weapons, and that such shoot-outs will have a substantial probability of escalating to the maximum destruction possible with the weapons at hand. Unless nuclear proliferation is stopped, we are headed toward a world that will mirror the American Wild West of the late 1800s. With most, if not all, nations wearing nuclear ‘six-shooters’ on their hips, the world may even be a more polite place than it is today, but every once in a while we will all gather on a hill to bury the bodies of dead cities or even whole nations. This kind of world is in no nation’s interest.

ext. saudi prolif
Regional arms racing – draws in China
Hibbs 10 —  senior associate in Carnegie's Nuclear Policy Program (Mark, July 20, 2010, “Saudi Arabia's Nuclear Ambitions” http://carnegie-mec.org/publications/?fa=41243)

If Iran obtains nuclear weapons, some regional analysts and Western government officials assert that Saudi Arabia will react by entering into a nuclear defense pact with Pakistan, which tested nuclear weapons in 1998 and is now expanding its atomic arsenal. U.S. and European officials say privately that they are concerned about how Saudi Arabia would respond to a nuclear-armed Iran, given a lack of transparency in Saudi government decision making and the country’s precarious security situation. The Saudi government has denied recurring rumors of murky nuclear relations with Pakistan and allegations of non-peaceful intentions. But as recently as this month, officials from the United States and Europe raised concerns that Pakistan’s nuclear weapons program may have received financing from Saudi Arabian sources. Making a closer relationship between Pakistan and Saudi Arabia more troubling are fears that China would take the opportunity to project its strategic interest in the Middle East through its close relationship with Pakistan.

Causes prolif – Pakistani loose nukes
Bahgat 06 — director of the Center for Middle Eastern Studies at Indiana University of Pennsylvania,  has taught political science and international relations in several universities, author of six books and about 200 scholarly articles,  frequent contributor to media outlets including Voice of America and Wall Street Journal, Ph.D., Political Science, Florida State University M.A., Middle Eastern Studies, American University in Cairo B.A., Political Science, Cairo University (Gawdat, Summer 2006, “Nuclear Proliferation: The Case of Saudi Arabia” The Middle East Journal. Vol. 60, Iss. 3; pg. 421, 23 pgs JSTOR)


Analysts of Saudi Arabia's security policy must consider four issues related to potential Saudi nuclear ambition. First, if Riyadh were to consider a nuclear option, it arguably would be likely to "buy" a nuclear device, not build one. David Albright argued that the Saudis "would be the first of the world's eight or nine nuclear powers to have bought rather than built the bomb."61 This scenario is based on the fact that unlike North Korea, Saudi Arabia has the financial resources to purchase a nuclear bomb. Furthermore, buying instead of building would save the Kingdom from potential preemptive strikes on its nuclear facilities. Pakistan is often mentioned as the most likely seller since it created a so-called "Islamic-bomb" and has close ties to Saudi Arabia. This article rejects the notion of an "Islamic bomb." There are no "Christian" or "Jewish" bombs. Pakistan made the bomb to counter its archenemy, India, and is not likely to "sell" it to any other country. Simply stated, since the dawn of the nuclear age in 1945, experience has shown that nuclear weapons are not for sale.

2nc unique internals
Oil revenues key to Saudi growth

Mitchell and Schmidt 2008 (John, Associate Research fellow at the Royal Institute for International Affairs, and Daniela, November 2008, “Resource Depletion, Dependence, and Development: Saudi Arabia, Chatham House, http://www.chathamhouse.org.uk/files/13185_1108rddd_saudiarabia.pdf)
A strong boost in oil prices has been a basis for exceptional growth advances in many oil-exporting economies. Saudi Arabia’s economy has experienced annual growth rates1 averaging 15 percent 2003 - 2007. Total government revenue more than doubled between 2003 and 2007. Oil revenues accounted for 95% of the increase, since non-oil revenues increased by only 19%. This increase occurred almost entirely in 2006-7. Over the same period since 2003, expenditure increased by 80%2 so that “dependence” of expenditure on oil revenues increased from 42% in 2003 to 50% in 2007. Government expenditure, increased in response to the increase in revenues: higher salaries for the government employees and high capital expenditure. Table 1 shows the breakdown. Despite the strong rise in spending, the robust revenue increase has initially largely been saved, leading to an improvement in Saudi Arabia’s fiscal balance. The fiscal surplus increased from 5% of GDP in 2003 to 21% in 2006, but a fall in revenue (due to lower oil output) and rising expenditure reduced this to12% in 2007. Fiscal surpluses have been used to reduce debt: public sector debt was reduced by over 60% from 2003 to 2007, falling from 88% of GDP to 19%. A target of zero debt has been suspended to allow the Monetary Authority to use short-term notes and bonds as a means of controlling money supply. All of Saudi debt is and has been domestic. The remaining fiscal surpluses have been invested by the Government either through the main development agencies or through the Public Investment Fund (PIF), about which little information is publicly available. Early this year the PIF announced that it would set up a wealth fund, probably following the Norwegian model, to invest surpluses for long-term income. Foreign exchange surpluses have been managed by the Saudi Arabian Monetary Agency ((SAMA). The oil revenues also determine the external accounts of Saudi Arabia. In 2007 the country ran a current account surplus of 25 percent of GDP, up from 13% in 2003 and from deficits through most of the 1990s. Over 90% of the current account surpluses are in official capital and reserves. As in the fiscal sector, so in the external sector, imports to the non-oil economy are paid for mainly by oil exports. In 2007, non-oil exports paid for only 22% of imports of goods and services, including the repatriation of income from expatriate workers. This is up from 18% in 2003, but there was no increase since 2005. Similarly, on the external side of the non-oil economy, rising oil export revenues cover an increasing non-oil current account deficit. From 2003 to 2007, imports increased by almost two and a half times, while non-oil exports doubled. The non-oil deficit grew from 50 to 46% of the non-oil GDP Only 23% of non-oil current account requirements were covered by non-oil exports, as Table 2 shows:

Oil revenue causes government investment – main driver of economy
Mitchell and Schmidt 2008 (John, Associate Research fellow at the Royal Institute for International Affairs, and Daniela, November 2008, “Resource Depletion, Dependence, and Development: Saudi Arabia, Chatham House, http://www.chathamhouse.org.uk/files/13185_1108rddd_saudiarabia.pdf)
Government Expenditure As well as paying down debt (see above), the growing oil revenues since 2003 have been used to increase government expenditure, which rose from 55% of GDP to 60% in 2007. In 2005 the salaries of most government and military employees were increased by15%, to compensate for recent years when salaries had been frozen. This accounted in part for the increase in the proportion of budgeted expenditure3 for defence as a proportion of the budget total (which does not include all expenditure) from33% to 35% The increase was however mainly driven by capital expenditure, as Table 4 shows: Table 4: Government expenditure 2003-07 Government investment was the main driver of capital formation in the economy as a whole Expenditure in the oil sector more than doubled. And government expenditure outside the oil sector increased more than fourfold, reaching 19% of the non-oil GDP in 2007, compared to 5% in 2003. The increase partly reflected a comparatively low level of spending in 2003, following periods of low oil revenues. Private sector investment grew much more slowly 35% from 2003 to2007, equal to 25% of the non-oil GDP, so that total capital formation (excluding the oil sector) reached 44% of non-oil GDP in 2007.as Table 5 shows:

Rise in oil prices stimulates Saudi Arabian economy
Joseph Mann 2008 (Joseph Mann, lecturer in the department of Middle Eastern Studies at Bar-Ilan University, focusing on the commodities and renewable energy industries in EU countries, especially with issues related to oil and gas industries in the Middle East, Rivka Shpak Lissak, No Date Given, http://rslissak.com/content/saudi-arabias-economic-needs-and-price-oil-joseph-mann)

Since the late 1990s, Saudi Arabia has faced increasing economic challenges. In order to address these problems and to improve the conditions of its citizens, the Saudi regime has gradually increased oil price targets. This article analyzes the factors that have influenced Saudi Arabia's considerations in setting a preferred oil price target. It also examines the option of diversification of the Arab economy and the creation of new industries as a means of reducing oil prices. INTRODUCTION Between 2003 and 2008, the West Texas Intermediate (WTI) crude oil spot price increased by 300 percent. However, the economic crisis that befell the world and reached its peak in December 2008 sent prices back to below the 2004 average. In reference to the crisis, the Saudi Arabian monarchy stated that the drop in the price of a barrel of oil to below $50 to $55 was damaging to its economy and that a continuing drop in prices would be detrimental to the growth the country had been undergoing since 2001. About five months after the crisis had reached its peak, evidence surfaced of a strong correlation between the price of oil and the Saudi government’s economic aspirations; the price of oil surpassed the $50 mark in May 2009 and reached over $60 in the second half of 2009.

Price of oil stimulates economy
Joseph Mann 2008 (Joseph Mann, lecturer in the department of Middle Eastern Studies at Bar-Ilan University, focusing on the commodities and renewable energy industries in EU countries, especially with issues related to oil and gas industries in the Middle East, Rivka Shpak Lissak, No Date Given, http://rslissak.com/content/saudi-arabias-economic-needs-and-price-oil-joseph-mann)

In 1998, Crown Prince Abdallah announced that the days of overspending were over. However, between 1998 and 2000, total government expenditure was still higher than its total revenue, which caused a serious budget deficit. For example, in 1999, a year after the Asian economic crisis, overall spending reached almost $160 billion while total revenue was estimated at $120 billion. In addition, from the 1990s, social and economic developments--including rapid population growth, a 25 percent unemployment rate in 2003, high defense expenditures, and the need to invest more in education, health, and infrastructure--led to a change in government policies. Crown Prince Abdallah thus adopted the approach that Saudi domestic interests should be the main consideration in OPEC’s oil policy. Indeed, oil constituted 90 percent of government income and 40 percent of the Saudi GNP, causing the Saudis to impose--via OPEC--an oil target price that would meet their needs and would cover the country’s accumulated expenditures.[8] While the gradual rise of oil prices since 2001 reflected the Saudi royal household’s new objective, it did not have an immediate effect on the budget deficit. Until 2004, government expenditure continued to exceed its revenues. For example, between 2001 and 2003, the state experienced an 18 percent increase in state expenditure due to security problems such as the war in Iraq and the wave of terrorism that hit the country. As a result, 29 percent of the 2003 budget was allocated to defense. In addition to security expenditures, a large part of the 2004 revenue was used to cover the country’s debts. On the other hand, a government attempt to increase its income via privatization and the introduction of foreign companies into the energy market met with little success after a number of companies that had operated in the Rub al-Khali area in 2004 reported failure in gas exploration.[9] Saudi Arabia’s fortune changed in 2005 as a result of a sharp increase in oil prices. In December 2004, the price of WTI crude oil on the spot market was $33.05; a year later it shot up to $58.12, thereby creating a surplus budget balance. Nonetheless, Saudi Arabia’s economic objectives and its desire for significant structural reforms caused the government to demand a higher target price. Indeed, in 2006, Saudi Arabia announced a new target of $55, which resulted in oil prices that fluctuated between $53.53 and $66.85 per barrel.[10]
High oil prices key to Saudi economy
RGE, 04/01 (Roubini Global Economics, “Critical Issues : Second Stimulus Boosts Saudi Reliance on High Oil Prices,” on April 1, 2o11 from http://www.roubini.com.proxy.lib.umich.edu/critical-issues/93212.php)
Overview: In the face of the regime's most significant challenge, King Abdullah announced a series of stimulus measures in February and March 2011. These measures, costing as much as US$90 billion—focused on health and education spending—come in the midst of political turmoil across much of the Middle East, including protests in Bahrain. Saudi Arabia continues to implement its multi-year development plan, but these measures are designed to boost growth further. Having provided the largest stimulus package in the MENA region in 2009, resulting in its first budget deficit in almost eight years, Saudi Arabia spent a record amount in 2010 to prop up economic activity and is on track to sharply increase spending in 2011. High oil prices will facilitate spending but increase vulnerability. RGE View (Mar 29, 2011): The new fiscal packages are in line with RGE’s previous assumption that Saudi Arabia would reach into its pockets to dampen dissent. RGE estimates suggest that Saudi Arabia now requires an oil price of US$85-90 per barrel to balance its budget. Moreover, unlike consensus views, the recent measures are not temporary, but will become a standing part of the Saudi budget,  increasing its reliance on high oil prices as source of growth and revenue. Infrastructure investment will continue to lose out to social spending, especially as the government worries about adding to supply bottlenecks that emerged in 2010. Although Saudi Arabia can step up spending easily for now, its oil price comfort zone is now well above US$80 per barrel, implying it will be slow to raise oil production and additions to its sovereign wealth fund will be much lower than in 2008. Moreover, it will likely draw on SAMA's liquid assets if needed to make up any temporary shortfalls. Analysis RGE Rachel Ziemba Mar 29, 2011 Saudi Arabia: Any Means Necessary? Analysis RGE Rachel Ziemba and Ayah El Said Mar 17, 2011 Saudi Arabia Outlook: A Tougher Neighborhood 
The Official 2011 Budget Was Less Supportive Than in 2010 and 2009 

Morgan Stanley: "High oil prices combined with an expansion in petrochemical production should allow the Saudi government to continue its expansionary fiscal policy in 2011, though to a lesser extent than in recent years. With a breakeven price of US$72 per barrel, the budget should remain in a comfortable surplus, which Morgan Stanley estimates at “US$35 billion, or 7.3% of GDP in 2011, compared to US$29 billion, or 6.6% of GDP, in 2010”. Analysis Morgan Stanley Mohamed Jaber Jan 18, 2011 Saudi Arabia: Light Headwinds but Steady Growth 
In 2009, in the face of a slump in oil prices, Saudi Arabia ran its first deficit in a decade of 3.3% of GDP.  Samba: The 2009 deficit was caused by "a steep decline in revenue, allied to a sharp surge in spending...Oil revenue fell by 56% much larger fall than the 42% decline in oil export earnings—reflecting the fact that Saudi Aramco withheld a larger share of oil export earnings for its own investment needs, as it completed a multi-year programme to raise oil production capacity to 12 million barrels/day. Thus, government oil revenue fell to just 71% percent of oil export revenue, down from 93% in 2008 and the lowest ratio since 2002" Spending rose  14.4%, almost triple the first estimate of 5.8%. This increase is consistent with the "number and scope of public sector projects that were rolled out in 2009. Government spending reached 42.3% of GDP in 2009—a significant surge over the 10-year average, and the highest level since 1991, a fiscal year that was distorted by the costs associated with the first Gulf war." Analysis SAMBA September 2010 SAMBA Economic Monitor-September 2010 
In 2009 Saudi Arabia announced that it plans to spend US$400 billion on infrastructure over a five year period to prop up the economy. This amount constitutes “the largest stimulus package in the Group of 20 nations,” according to the IMF. 
High oil prices key to investor confidence
Kawach, 01/16 (Nadim, writer for Emirates Business, “High oil prices boost Saudi business mood,” on January 16, 2011 from http://www.emirates247.com/business/economy-finance/high-oil-prices-boost-saudi-business-mood-2011-01-16-1.342676)
Strong oil prices and expectations they will remain high through 2011 have lifted Saudi Arabia’s general business mood while banks could be encouraged to end nearly two years of curbs on lending, according to a Saudi bank.

BSF said its business confidence index rose to 101.3 points in the first quarter of 2011 from 100.2 points in the fourth quarter of 2010, adding that it is far higher than the 99.4 points it scored in the first quarter of last year.

“Expectations that oil prices will hold their strength in the first half of the year have encouraged a good improvement in business confidence among Saudi Arabia’s business leaders, who expect follow-on benefits in consumption patterns, revenues and stock market performance,” BSF said.

In a study sent to Emirates 24/7, BSF said the survey showed firm oil prices would spur greater lending by the kingdom’s banks, which were extremely reluctant to extend credit last year despite having ample liquidity.

 “Confidence in equity market investments improved markedly among businesspeople, with almost 75 per cent of respondents expecting positive performance in shares in the first half of this year, up from 34.5 per cent in the fourth quarter of 2010…..petrochemical and banking shares are most likely to gain from the ripple effects of robust oil prices.”

According to the study, high oil prices have enabled Saudi Arabia to replenish its foreign assets to pre-financial crisis levels of above SR1.6 trillion, giving it plenty of room to manoeuvre a budget including record expenditure projections of SR580 billion this year.

More evidence – high oil prices is key to Saudi Arabian economy

Joseph Mann 2008 (Joseph Mann, lecturer in the department of Middle Eastern Studies at Bar-Ilan University, focusing on the commodities and renewable energy industries in EU countries, especially with issues related to oil and gas industries in the Middle East, Rivka Shpak Lissak, No Date Given, http://rslissak.com/content/saudi-arabias-economic-needs-and-price-oil-joseph-mann)

The world economic crisis that reached its peak in late 2008 put an end to Saudi Arabia’s economic boom. The price of oil reached a nadir of $35.99 in December 2008, but it was precisely that economic collapse that proved, yet again, the link between the Saudi budget target and oil prices. The Saudis claimed that the drop in oil prices below the $50 mark was detrimental to their economy. Thus, despite the global economic crisis, oil prices rose above the $50 mark in May 2009. Furthermore, in December 2008, King Abdallah stated that Saudi Arabia’s economic needs would make it necessary for oil prices to surpass the $75 mark in the years to come many Saudis expressed great satisfaction when WTI crude oil spot price reached $76.49 per barrel in late October 2009.[11]

Even if we will shift in the future –a sudden transition causes collapse of the economy

Joseph Mann 2008 (Joseph Mann, lecturer in the department of Middle Eastern Studies at Bar-Ilan University, focusing on the commodities and renewable energy industries in EU countries, especially with issues related to oil and gas industries in the Middle East, Rivka Shpak Lissak, No Date Given, http://rslissak.com/content/saudi-arabias-economic-needs-and-price-oil-joseph-mann)

In recent decades, there has been a clear correlation between Saudi Arabia’s economic needs and the price of oil. From the late 1970s, Saudi Arabia’s mounting needs led to a gradual increase in oil target prices, thereby reflecting the economic challenges the country was facing as well as the government’s desire to improve its citizens’ standard of living. Nonetheless, Saudi Arabia understands its limitations and the dangers of its high dependence on oil for its economic security. It has therefore begun to develop other sectors in order to reduce the oil ratio in its GNP. There are, however, several factors, such as the country’s conservatism, its dependence on foreign workers, and its lack of educated manpower, that have made it difficult for the government to achieve its goals. Thus, Saudi Arabia, like most OPEC states, will have to continue raising the minimum oil target price in the years to come.

Saudi Arabian economy is absolutely dependent on the price of oil
CBS News, 2009 (CBS News, 2/11/2009, “Saudi Arabia Bullish On Oil’s Future,” http://www.cbsnews.com/stories/2008/12/05/60minutes/main4650223_page6.shtml?tag=contentMain;contentBody)

(CBS) Saudi Arabia reportedly needs to sell oil for at least $55 dollars a barrel to cover the cost of running the country. Fossil fuels finance 75 percent of the country's entire domestic spending budget, but oil is selling for below that breakeven price. Asked if this drop in price worries him, Al-Naimi said, "Oh, I am not a worrier. I get concerned. But I don't worry." "The concern is this: any price must be good for the producer, for the consumer, for the investor, the oil companies," he told Stahl. "So, you're saying if the price goes too low then production will fall. And in the end, we'll be squeezed. We won't have enough oil…to run our country," Stahl remarked.


No alternatives – oil is key

CBS News, 2009 (CBS News, 2/11/2009, “Saudi Arabia Bullish On Oil’s Future,” http://www.cbsnews.com/stories/2008/12/05/60minutes/main4650223_page6.shtml?tag=contentMain;contentBody)

(CBS) "Let me be blunt, okay? And ask you to be candid: is it Aramco's hope to prevent a switch away from oil? Somebody said, 'The country is the oil business.' You absolutely need to do this for your own survival," Stahl remarked. But Jum'ah asked what was wrong with that. "I didn't say anything's wrong with it. But it's a fact. You'd admit it's a fact," Stahl asked. "Yeah, we admit a fact that yes, we depend on the oil industry. We want it to help us, you know, to develop our economy and develop the economy of the world. So what is good for the wellbeing of Saudi Arabia should be good for the wellbeing of the world, too. So there's nothing wrong with that," he said. "So what do you say to people out there, like Al Gore and now Mr. Obama, that say we have to devote ourselves, devote ourselves, to reducing our dependence on oil?" Stahl asked. "My answer to this is we have to be realistic. We don't have the alternatives today," Jum'ah said. 

growth key to stability
High oil prices key to quell political unrest, a stable government and a balanced budget 

Daltorio, 04/07 (Tony Daltorio has an MBA in the financial field at the University of Pittsburgh, writes investment articles for Oxford's Club InvestmentU website which is a subsidiary for the largest investment newsletter publisher in the world, “Why OPEC needs higher oil prices,” on April 7, 2011 from http://seekingalpha.com/article/262465-why-opec-needs-higher-oil-prices)

Its heady situation once again emphasizes oil’s importance in the global economy. And its significance will only grow as developing nations – from China to India to Brazil – demand more energy. But there are plenty of other factors at play that will keep oil prices high going forward.

Why OPEC Needs Higher Oil Prices
Also affecting prices, certain oil-heavy governments are turning toward populist policies to quell political unrest. Take Saudi Arabia’s King Abdullah, who is boosting public spending and handouts. That includes one-off bonuses for public sector workers and building half a million homes at affordable prices. Together, those actions cost $129 billion, equal to over half the country’s oil revenues last year.

Many veteran oil watchers expect the extra spending to lift Saudi oil revenue needs to a percentage basis closer to Venezuela or Iran’s. Both countries are well-known oil price hawks, always pressing for much higher prices. In Saudi Arabia’s case, it will likely pay for its spending spree by tapping its $450 billion in reserves. But even then, prices will have to average $83 a barrel this year for it to balance its budget. Just a decade ago, it only needed $20 a barrel to achieve that same goal.

Higher Oil Prices Are Here to Stay
Unfortunately for consumers, higher oil prices are here to stay. The Institute of International Finance notes that Saudi Arabia will only be able to balance its budget if oil prices are at $115 a barrel in the future. And it isn’t the only one that needs prices to climb further; other members of the six-nation Gulf Cooperation Council are announcing similar spending plans. Kuwait, for one, will issue a $4,000 one-off bonus per citizen and free food staples for more than a year.

Such social spending will press oil prices higher still. It will also reduce available funds for state-owned oil companies to invest into adding future production capacity. And as governments in the region continue to feel under threat from social unrest, they are less and less likely to cut into public energy subsidies. Those policies have made fuel cheaper than water in many of those countries.
AFF – SAUDI ARABIA

instability now and inevitable

The Middle East has been unstable forever – it has never escalated and the only times the US have been drawn in were wars of choice
Middle East unstable now- access to Suez Canal and Bahrain
Rivlin, 03/16 (Paul Rivlin has a PhD from the University of London and is a Senior Research Fellow at the Moshe Dayan Center for Middle Eastern and African studies, specializing in the Middle East economy and its historical development, “High Oil Prices and the Middle East Strategic Balance,” on March 16,2011 from http://www.dayan.org/pdfim/TA_Notes_RIVLIN_Oil_MAR16_11.pdf)
The reasons for the rise in oil prices are different from those that prevailed in 2008. Between 2007 and 2008, due to rising international demand against a background of supply constraints the OPEC basket price rose by 37 percent. OPEC had little extra capacity to meet strong demand and so prices increased. Demand was mainly fed by the booming Chinese economy. The price rises that are now occurring are the result not only of strong demand again led by China - but also by worries about the stability of Middle East supplies and even about the accessibility of the Suez Canal. The flow of Libyan oil has been interrupted and there are anxieties about the stability of Algeria and Saudi Arabia. The instability in Bahrain has the potential to threaten supplies of oil from the Persian Gulf as a whole. Although Bahrain produces little oil, its strategic importance derives from its location in the Gulf, where 18 percent of the world’s oil is transported to the Far East as well as to Europe. Bahrain is also the base for the US 5th Fleet, which polices the Gulf. Some Arab countries are oil importers, including Egypt, which also produces a relatively small quantity of oil. These states are now paying much higher bills that will affect inflation rates and the balance of payments. They are not well positioned to cope with the extra strain. Egypt has suffered massive losses as a result of the uprising: revenues from tourism have plummeted and production throughout the economy has been hit by strikes and demonstrations. Jordan's economy is always delicately placed: unemployment and inflation have already resulted in demonstrations. Tunisia and Morocco are negligible oil producers and the political situation in both countries will be affected by rising fuel costs that worsen socio-economic conditions. All countries in the Middle East will suffer from any worsening of the global economy that results from the rise of oil prices and this will eventually act as a restraint on the price of oil. It is, however, a very costly mechanism.
Bahrain conflict makes the impact to the DA either non-unique, empirically denied or both
Bloomberg, 02/20 (Henry Meyer, reporter for Bloomberg news, “Saudi Arabia Risks Shiite Unrest in Wake of Bahrain Turmoil,” on Feb 20, 2011 from http://www.bloomberg.com/news/2011-02-17/saudi-arabia-risks-contagion-from-shiite-protests-roiling-neighbor-bahrain.html)
Violent protests in Bahrain provoked by discontent among majority Shiite Muslims risk spilling over to their co-religionists in neighboring Saudi Arabia, the world’s biggest oil exporter, analysts said. 

Bahrain, a close Saudi ally ruled by the Sunni Muslim Al Khalifa family, has been rocked by unrest since Feb. 14 that has led to calls for the government’s dismissal and the creation of a constitutional monarchy after at least five people were killed as security forces opened fire on demonstrators. 

A member of the Saudi royal family, Prince Talal Bin Abdul Aziz, warned in an interview with BBC Arabic TV that unless King Abdullah introduces more political participation and human rights, Saudi Arabia may also see protests. 

“Unless problems facing Saudi Arabia are solved, what happened and is still happening in some Arab countries, including Bahrain, could spread to Saudi Arabia, even worse,” Prince Talal told the London-based TV broadcaster in an interview aired late Feb. 17. 

Credit-default swaps on Saudi Arabia surged on Feb. 18 on concern political unrest in Bahrain will spread to the kingdom. 

 “There is tension right now and now you have the added situation in Bahrain that may ignite the spark,” said Christoph Wilcke, an expert on the country at New York-based Human Rights Watch, by phone from Munich. “This anger has the potential to spill over.” 

Unrest in Bahrain, which is linked to Saudi Arabia by a 26- kilometer (16-mile) causeway and whose capital, Manama, is only a four-hour-drive from its Saudi counterpart, Riyadh, has in the past spread across the border. In 1995, the Saudi government arrested a large number of Shiites in its Eastern Province on suspicion of involvement in protests taking place in Bahrain, according to Human Rights Watch. 

Saudi Foreign Minister Prince Saud al-Faisal and counterparts from other members of the six-nation Gulf Cooperation Council pledged to Bahrain they will stand “united in the face of challenges” and wished it “continued progress, security and stability” at an emergency meeting on Feb. 17 in Manama, the official Saudi Press Agency said. The potential for protests in Bahrain to oust the kingdom’s Sunni rulers is a major strategic threat to Saudi Arabia, said Ayham Kamel, an analyst at the Eurasia Group in Washington, which monitors political risk. 

Religious tensions are an alternate causality

Bloomberg, 02/20 (Henry Meyer, reporter for Bloomberg news, “Saudi Arabia Risks Shiite Unrest in Wake of Bahrain Turmoil,” on Feb 20, 2011 from http://www.bloomberg.com/news/2011-02-17/saudi-arabia-risks-contagion-from-shiite-protests-roiling-neighbor-bahrain.html)
“The events in Bahrain are being followed very closely by both the government and the citizens of Saudi Arabia,” Ibrahim AlMugaiteeb, president of the Human Rights First Society, in the Saudi city of al-Khobar, said by e-mail. “The Saudi government has to treat the Shiites the same way Sunnis are treated in the kingdom if they want long-term stability.” Saudi Arabia’s royal family maintains a strict version of Sunni Islam. It prohibits the public observance of other religions and limits the practice of other branches of Islam. ‘Significant Discrimination’ The U.S. State Department noted in a human rights report on Saudi Arabia published in 2009 that Shiites in the kingdom face “significant political, economic, legal, social and religious discrimination condoned by the government.” While Saudi King Abdullah has taken some steps by promoting dialogue between the different strands of Islam, he hasn’t taken any concrete action to combat discrimination and harassment of the Shiites, said Wilcke. Now that the 86-year-old monarch is out of the country, recuperating after medical treatment in the U.S., Interior Minister Prince Nayef bin Abdulaziz, who is effectively in charge in his absence, could take a harder line, he said. “Inspired by their counterparts in Bahrain, Shias will seek greater social, economic, and religious equality,” he said. “Regionally, Saudi Arabia’s stability is at risk if the Shia opposition succeeds in toppling the Al Khalifa regime.”
a2: saudi prolif

No Saudi prolif ever—US commitment is solid, no incentive

Bahgat 06 — director of the Center for Middle Eastern Studies at Indiana University of Pennsylvania,  has taught political science and international relations in several universities, author of six books and about 200 scholarly articles,  frequent contributor to media outlets including Voice of America and Wall Street Journal, Ph.D., Political Science, Florida State University M.A., Middle Eastern Studies, American University in Cairo B.A., Political Science, Cairo University (Gawdat, Summer 2006, “Nuclear Proliferation: The Case of Saudi Arabia” The Middle East Journal. Vol. 60, Iss. 3; pg. 421, 23 pgs JSTOR)


Fourth, US commitments to defend Saudi Arabia against external threats are solid and are not likely to weaken in the foreseeable future. The American-Saudi unofficial alliance is built on shared interests, not common values. Saudi oil is crucial to the prosperity of the American and world economies, and oil is projected to remain the main source of energy in the next few decades. To sum up, despite growing security uncertainties in the Middle East since the beginning of this decade, Saudi Arabia should not be considered a serious nuclear proliferation threat. In the foreseeable future Saudi leaders are highly unlikely to consider a nuclear option.

US security cooperation solves

Bahgat 06 — director of the Center for Middle Eastern Studies at Indiana University of Pennsylvania,  has taught political science and international relations in several universities, author of six books and about 200 scholarly articles,  frequent contributor to media outlets including Voice of America and Wall Street Journal, Ph.D., Political Science, Florida State University M.A., Middle Eastern Studies, American University in Cairo B.A., Political Science, Cairo University (Gawdat, Summer 2006, “Nuclear Proliferation: The Case of Saudi Arabia” The Middle East Journal. Vol. 60, Iss. 3; pg. 421, 23 pgs JSTOR)


Very little attention has been given to nuclear proliferation in the third regional power in the Persian Gulf - Saudi Arabia. Does Saudi Arabia seek nuclear weapons capability? This question has not been adequately addressed. Most policymakers and analysts agree that the Kingdom does not have a nuclear weapons program.1 Saudi officials' strong condemnations of nuclear weapons and assertions that their country has no desire to acquire them have further reinforced this consensus. Furthermore, Saudi Arabia, like other Arab countries and Iran, has called for making the entire Middle East a nuclear weapons free zone.2 Despite the fact that no evidence points to Saudi acquisition of weapons of mass destruction, some analysts argue that the Kingdom has both the strategic incentive and the financial capability to pursue a nuclear option.3 Saudi Arabia is an important player in the volatile Persian Gulf and the broader Middle East and powerful neighbors have the capability to threaten Saudi national security. In short, Saudi Arabia is rich and vulnerable. Under these circumstances, nuclear weapons would deter aggression and provide Riyadh with a retaliatory capability if this aggression ultimately materializes. Many analysts have sought to explain why some nations choose to go nuclear, but it is also important to examine why certain nations choose not to.4 Above all, it is easier to explain why something happened than why it did not happen. This article will discuss the different allegations that Saudi Arabia has sought to acquire nuclear weapons capability. The following section will focus on the security environment, particularly the perceived threats from Israel, Iran, Iraq, and Yemen. Then, the decades-long unofficial alliance between Saudi Arabia and the United States will be analyzed. Finally, the potential impact of domestic economic and political reforms on the Kingdom's strategic posture will be examined. This article's analysis of Saudi Arabia's security environment is twofold. First, political and military developments in Iraq since the Gulf War (1991) and particularly in the aftermath of the fall of Saddam Husayn's regime (2003), have abolished the traditional security paradigm (i.e., playing Iran and Iraq against each other). The emerging security parameters since the beginning of this decade seem more threatening to Saudi Arabia and the other Gulf monarchies. Second, close security cooperation with the United States left Saudi Arabia with little incentive to acquire nuclear weapons. Strong US commitment to the survival of the Saudi regime and the country's territorial integrity will continue to be the best guarantee that the Kingdom will not seek nuclear weapons.
Saudi-US relations resilient—mutual need, elites only

Bahgat 06 — director of the Center for Middle Eastern Studies at Indiana University of Pennsylvania,  has taught political science and international relations in several universities, author of six books and about 200 scholarly articles,  frequent contributor to media outlets including Voice of America and Wall Street Journal, Ph.D., Political Science, Florida State University M.A., Middle Eastern Studies, American University in Cairo B.A., Political Science, Cairo University (Gawdat, Summer 2006, “Nuclear Proliferation: The Case of Saudi Arabia” The Middle East Journal. Vol. 60, Iss. 3; pg. 421, 23 pgs JSTOR)


Recognizing the need to further consolidate their cooperation, Saudi Arabia and the United States inaugurated a new "strategic dialogue" in November 2005. This dialogue focuses on counterterrorism, military affairs, energy, business, education and human development, and consular affairs.45 The goal is to institutionalize joint efforts to address these issues instead of relying on personal relationships and ad hoc contacts. Three conclusions regarding Saudi-American relations need to be highlighted. First, despite some serious crises and conflicting perceptions, the unofficial alliance between Riyadh and Washington is likely to endure. The two countries need each other. As David Long stresses, the relationship is "like a marriage from which there is no divorce."46 Massive Saudi oil supplies are essential to maintaining stability in global energy markets and prosperity in the international economy. Meanwhile, the United States has repeatedly proven itself a reliable security partner to the Kingdom against its external enemies. Second, allying with the United States has served Saudi security concerns tremendously, but has also exposed the Saudi regime to domestic criticism and regional condemnation for the American military presence in the Kingdom and the close relations between the royal family and the United States. Since the mid-1990s, there have been several attacks on military and civilian American personnel in Saudi Arabia. Most noticeable was the 1995 attack in Riyadh, where five Americans were killed, and the 1996 attack in Dhahran. These attacks were responsible, at least in part, for causing the bulk of American troops to be withdrawn from the Kingdom and repositioned in neighboring Qatar in 2003. In other words, the decision to leave Saudi Arabia was made in part to help relieve internal political pressure on the royal family. But neither the US nor Saudi Arabia has any interest in terminating close military relations. Third, despite the extensive military and economic ties between Riyadh and Washington, "there is no strong or vocal pro-Saudi constituency in the United States."47 The close cooperation between the two countries seems to be based only on ties between the elites on both sides. As one analyst suggests, "the Saudi-American relationship has never relied on broad-based public support, on either side of the partnership."48

US security commitment key to check Saudi prolif—other internal factors will step in too

Bahgat 06 — director of the Center for Middle Eastern Studies at Indiana University of Pennsylvania,  has taught political science and international relations in several universities, author of six books and about 200 scholarly articles,  frequent contributor to media outlets including Voice of America and Wall Street Journal, Ph.D., Political Science, Florida State University M.A., Middle Eastern Studies, American University in Cairo B.A., Political Science, Cairo University (Gawdat, Summer 2006, “Nuclear Proliferation: The Case of Saudi Arabia” The Middle East Journal. Vol. 60, Iss. 3; pg. 421, 23 pgs JSTOR)


The United States' strong commitment to defend Saudi Arabia against external enemies has been a crucial factor in eliminating any consideration by the Saudis of a nuclear option. This policy has worked for the last several decades and there is no reason to doubt its effectiveness in the future. Evolving domestic economic and political reform in Saudi Arabia is likely to further validate this proposition.

Saudi Arabia won’t acquire it’s own nukes—Israel is different

Bahgat 06 — director of the Center for Middle Eastern Studies at Indiana University of Pennsylvania,  has taught political science and international relations in several universities, author of six books and about 200 scholarly articles,  frequent contributor to media outlets including Voice of America and Wall Street Journal, Ph.D., Political Science, Florida State University M.A., Middle Eastern Studies, American University in Cairo B.A., Political Science, Cairo University (Gawdat, Summer 2006, “Nuclear Proliferation: The Case of Saudi Arabia” The Middle East Journal. Vol. 60, Iss. 3; pg. 421, 23 pgs JSTOR)


Second, the Israeli approach to acquiring nuclear weapons capability has been mentioned as a potential model for the Saudis to follow. Despite Israel's close ties to the US, it decided to create nuclear weapons. There are many differences, however, between the Israeli case and the Saudi. A fundamental one is the existential threat the Israeli leaders perceived to their country. As the analysis in this article indicates, Saudi Arabia does not face such a threat.

***MEXICO
1nc mexico

High oil prices key to the Mexican economy 
Agren 2k11 (6/01/11, David Agren,  covers politics and national affairs for The News, Mexico City's English-language daily, The Globe and Mail, “Oil: The Mexican Cartel’s other deadly business”, http://www.theglobeandmail.com/news/world/americas/oil-the-mexican-cartels-other-deadly-business/article1845378/page1/)
 The Mexican government depends on oil revenue for approximately 40 per cent of its budget. Politicians have preferred to depend heavily on Pemex revenue instead of raising other taxes, leaving the company indebted and lacking adequate funds in past years for exploration and maintenance. Non-oil tax revenue amounts to approximately 10 per cent of GDP, one of the lowest rates in Latin America. 
Mexican economic decline causes total US withdrawal from the international system

Westhawk ‘8  private investor. Formerly, the global research director and portfolio manager for a large, private, U.S.-based investment firm. Former U.S. Marine Corps officer: infantry company commander, artillery battalion staff officer

December 21,  2008, "Now that would change everything," http://westhawk.blogspot.com/2008/12/now-that-would-change-everything.html)

Yes, the “rapid collapse” of Mexico would change everything with respect to the global security environment. Such a collapse would have enormous humanitarian, constitutional, economic, cultural, and security implications for the U.S. It would seem the U.S. federal government, indeed American society at large, would have little ability to focus serious attention on much else in the world. The hypothetical collapse of Pakistan is a scenario that has already been well discussed. In the worst case, the U.S. would be able to isolate itself from most effects emanating from south Asia. However, there would be no running from a Mexican collapse.

2nc unique internals

Oil Key to the Mexican economy

Martin et al. 11 (3/15/11, HSBC, “Economies and Strategy Latin America – Mexico”, http://www.research.hsbc.com/midas/Res/RDV?p=pdf&key=LCeVYFLmBt&n=293460.PDF)
Oil price hikes are mostly beneficial to Mexico, but only up to a point. Being a net oil exporter, higher oil revenues help the Mexican economy. However, Mexico can also be affected by a “risk-off” factor generated by events in the Middle East, as it introduces uncertainty in the global economy and, in particular, the US economy. We mostly believe that higher oil revenues have a positive effect on economic and financial variables in Mexico. Higher revenues support economic growth, help to maintain low inflation, support a strong MXN, offer room to keep the monetary policy rate on hold, strengthen government coffers, and tend to reduce the external current 
account deficit. 

mexican economy key 

Mexican collapse collapses the US and global economy.

Rangel 95 (Enrique Rangel, Monterrey Bureau, 11/28/1995, The Dallas Morning News, “Pressure on the Peso”)

All year long, thousands of foreign investors have nervously watched Mexico’s volatile financial markets as the Clinton administration and congressional leaders debated the pros and cons of bailing out a battered currency. With the exception of 1982 - when Mexico defaulted on its foreign debt and a handful of giant New York banks worried they would lose billions of dollars in loans - few people abroad ever cared about a weak peso. But now it’s different, experts say. This time, the world is keeping a close eye on Mexico’s unfolding financial crisis for one simple reason: Mexico is a major international player. If its economy were to collapse, it would drag down a few other countries and thousands of foreign investors. If recovery is prolonged, the world economy will feel the slowdown. “It took a peso devaluation so that other countries could notice the key role that Mexico plays in today’s global economy,” said economist Victor Lpez Villafane of the Monterrey Institute of Technology. “I hate to say it, but if Mexico were to default on its debts, that would trigger an international financial collapse” not seen since the Great Depression, said Dr. Lpez, who has conducted comparative studies of the Mexican economy and the economies of some Asian and Latin American countries. “That’s why it’s in the best interests of the United States and the industrialized world to help Mexico weather its economic crisis,” he said. The crisis began last December when the Mexican government devalued the currency. Last March, after weeks of debate, President Clinton, the International Monetary Fund and a handful of other countries and international agencies put together a $ 53 billion rescue package for Mexico. But despite the help - $ 20 billion in guarantee loans from the United States - Mexico’s financial markets have been volatile for most of the year. The peso is now trading at about 7.70 to the dollar, after falling to an all-time low of 8.30 to the dollar Nov. 9. The road has been bumpy, and that has made many - particularly U.S. investors - nervous. No country understands better the importance of Mexico to the global economy than the United States, said Jorge Gonzlez Dvila, an economist at Trinity University in San Antonio. “Despite the rhetoric that you hear in Washington, I think that most people agree - even those who oppose any aid to Mexico - that when Mexico sneezes, everybody catches a cold,” Mr. Gonzlez said. “That’s why nowadays any talk of aid to Mexico or trade with Mexico gets a lot of attention,” he said. Most economists, analysts and business leaders on both sides of the border agree that the biggest impact abroad of a prolonged Mexican fiscal crisis may be on the U.S. economy, especially in Texas and in cities bordering Mexico.

Mexico key to energy markets

Donnelly ‘10 (Robert, is a program associate with the Mexico Institute at the Woodrow Wilson Center, 28 6, “U.S.-Mexico Cooperation on Renewable Energy: Building a Green Agenda”, http://newsecuritybeat.blogspot.com/2010/06/us-mexico-cooperation-on-renewable_28.html)

Mexico has large untapped areas of geothermal, wind, and solar potential, according to Duncan Wood, author of the Wilson Center report and chair of the Department of International Relations at the Instituto Tecnologico Autonomo de Mexico (ITAM). Already, the country is the world’s third-largest producer of geothermal energy, and has large geothermal deposits in Baja California near major U.S. markets, such as San Diego and Los Angeles. Mexico also offers great promise in wind power, with an estimated potential output of 1,800 to 2,400 megawatts for Baja California and 5,000 megawatts for southern Oaxaca state. Though Oaxaca is far from the U.S. border, it will soon be able to export electricity to U.S. markets, once Mexico’s mainland electrical grid is connected to the United States. Wood also pointed out that Mexico is rich in solar energy, which could be marketed to the United States—particularly from the Baja California peninsula, which is the only part of the Mexican grid currently connected the United States. In biomass, he added, little investment has been made so far.

mexican economy growing
Mexican econ will grow

Martin et al. 11 (3/15/11, HSBC, “Economies and Strategy Latin America – Mexico”, http://www.research.hsbc.com/midas/Res/RDV?p=pdf&key=LCeVYFLmBt&n=293460.PDF)
Although the recent spike in international oil prices has prompted the HSBC US economists to revise down GDP figures for 2011 to 3.2% from 3.4%, which could affect the Mexican economic growth (See: US Monthly Economic Update, 28 February 2011), we maintain our GDP forecast at 4.1% for 2011. We do so because we think that any negative impact on the Mexican economy might be offset by higher-than-expected dynamics seen in the Mexican real GDP results in 4Q10 (see Mexico Economics: Economic growth is not all, 3 March 2011). However, if an oil price spike goes towards, say, USD150/bbl, the negative impact on the US economy would likely be severe enough to have a net negative effect on the Mexican economy. 

timeframe
Mexican collapse will be rapid and without warning

El Paso Times 2k9, 1/14/09“Joint Forces Report Warns Mexico Could Destabilize,” 1/14/2009, http://www.elpasotimes.com/ci_11447730?source=most_emailed)

Mexico is one of two countries that "bear consideration for a rapid and sudden collapse," according to a report by the U.S. Joint Forces Command on worldwide security threats.

The command's "Joint Operating Environment (JOE 2008)" report, which contains projections of global threats and potential next wars, puts Pakistan on the same level as Mexico. "In terms of worse-case scenarios for the Joint Force and indeed the world, two large and important states bear consideration for a rapid and sudden collapse: Pakistan and Mexico 

a2: mexico peaking

Oil Exports will remain high

 Martin et al. 11 (3/15/11, HSBC, “Economies and Strategy Latin America – Mexico”, http://www.research.hsbc.com/midas/Res/RDV?p=pdf&key=LCeVYFLmBt&n=293460.PDF)
For Mexico’s economy oil price hikes should be mostly beneficial. As a net oil exporter, higher prices mean higher revenues. We now project the Mexican oil mix to average USD 97/bbl compared to our previous forecast of USD85.4/bbl. Based on this, oil exports will increase to 4.6% from 4.0% of GDP, while oil imports will rise to 2.6% from 2.4% of GDP. In the fiscal sector gains would be greater because the Congress planned the budget revenues, and consequently expenditure, with a more conservative oil price at USD65/bbl, which is USD32/bbl below our new projection of USD97/bbl. From a budget perspective, this amounts to a net gain of 0.7% of GDP in the fiscal balance Some of these gains would be likely used for contingency funds, some to increase the gasoline subsidy and others to infrastructure investment. 
a2: high oil hurts mexican growth

High oil prices don’t hurt consumer prices – subsidies check negative externalities

Martin et al. 11 (3/15/11, HSBC, “Economies and Strategy Latin America – Mexico”, http://www.research.hsbc.com/midas/Res/RDV?p=pdf&key=LCeVYFLmBt&n=293460.PDF)
The increase in oil prices should not negatively affect consumer prices in Mexico because gasoline and other oil derivatives are under a scheme of agreed prices with a monthly slippage to converge eventually to international prices. For example, regular gasoline has an increase of 8 MXN cents per month and the price has increased 15.5% since this slippage was reintroduced in December 2009. In 2011, the average increase will be 8.6% double the estimated average inflation of 4.1%, but much lower than the assumed average oil increase of 32%. Therefore, the oil derivatives price impact on consumer prices is diluted on a monthly basis and would not all be translated this year. Obviously, this procedure involves a fiscal cost that we will comment on in the fiscal section below. 

a2: mexico unstable now

Oil revenues translate into investments that are stabilizing the country now

Martin et al. 11 (3/15/11, HSBC, “Economies and Strategy Latin America – Mexico”, http://www.research.hsbc.com/midas/Res/RDV?p=pdf&key=LCeVYFLmBt&n=293460.PDF)
 Oil exports are important for the Mexican economy since they represented 4.0% of GDP in 2010. However, more important than for the economy as a whole, oil exports are crucial for public sector finances. The revenues associated with both domestic and foreign oil income represented one third of total revenues in 2010. This percentage may increase to 37% in 2011 because of higher oil prices. The fiscal budget assumes an average oil price of USD 65.4/bbl. If the Mexican oil mix price reaches USD97/bbl our estimates indicate that the excess oil revenues would be USD17.3bn, which is 1.4% of GDP. Nonetheless, these oil revenues are gross in the sense that Mexico also imports oil derivatives. For example, 40% of total gasoline consumption is imported. As a result, the net oil revenues are approximately half of the gross revenues. For instance, oil exports reached USD41.7bn while imports were USD21.4bn in 2010. Therefore, when the government grants a gasoline subsidy to consumers, the subsidy increases when international oil prices rise. Our subsidy estimate before the oil price increases was 0.4% of GDP (see Mexico Economics: Catching up with international gasoline prices, 20 January 2011). An update of such calculation tells us that the total subsidy will likely increase to 0.5%, that is, 0.1% higher. All in all, the government will receive higher revenues of about 1.4% of GDP than expected because the budgeted oil price at USD65/bbl was a conservative assumption. The Fiscal Responsibility Law (FRL) establishes that such excess should be distributed as follows: First, 25% to the stabilization fund for counties and federal states (FEIEF). Second, 25% to the stabilization fund for investment in infrastructure in Pemex (FEIIPM). Third, 40% to the stabilization fund of oil income (FEIP); this fund is to finance public expenditure when the budget tax revenues are lower and/or the oil price assumption is higher than the observed figure, as happened during the crisis in 2009. Fourth, 10% goes to investment in infrastructure projects in federal states (FEIEF). 
AFF - MEXICO
oil not key to mexican economy

Oil not key to the economy – Mexico has switched to a manufacturing industry 

Scoffield 99 (Heather Scoffield, 4/12/1999,  Heather Scoffield covered fiscal and monetary policy for The Globe and Mail's Ottawa Bureau before becoming the newspaper's economics reporter ,She has written extensively about how public policy affects business and the economy. The Globe and Mail : INTERNATIONAL; Pg. B1 , “Confronting the Crisis” http://www.theglobeandmail.com/news/opinions/heather-scoffield-took-questions-on-the-dollar/article823814/singlepage/)

The cards seem stacked against Mexico's economy: Oil prices are low, emerging markets are in turmoil, international investors are cranky. And the country is heading into a national election next year, traditionally a time of political and economic upheaval. But Mexico has avoided -- so far, at least -- the financial crisis that sucked in much of Asia, Russia, and more recently Brazil and parts of South America. Mexico's central bank governor, Guillermo Ortiz, is confident that his country's economic fundamentals are strong enough to withstand not only the election campaign, but also any further downturns in emerging markets and persistently low commodity prices. "With all this turmoil, and the aggravation of the Asian situation and the Russian default, the [Mexican] economy performed actually pretty well," he said in an interview. Real gross domestic product growth in Mexico in 1998 was 4.8 per cent, higher than Canada's 2.9 per cent and the United States' 3.9 per cent. Inflation, however, was 18.6 per cent, much higher than Mr. Ortiz's target of 12 per cent. The peso depreciated about 22 per cent last year. And Mr. Ortiz admits that the country's banking sector is too weak, and the national deficit too high. Still, he said, the Mexican economy is well under control, given that the country was shocked several times during 1998 -- by falling oil prices, by severe federal budget cuts, by bad weather that hurt agriculture, and by continuing trouble in its financial sector. High interest rates are now falling, indicators point to a lower rate of inflation, and oil prices are gradually strengthening. "The picture is looking better," said a confident Mr. Ortiz, leaning back casually with his feet up on a coffee table in front of him. There is one predominant theory as to why: the North American free-trade agreement. NAFTA has radically changed the structure of Mexico's export economy, weaning it off oil sales and turning it on to manufacturing. After five years of NAFTA, Mexico has doubled its exports and tripled the amount of foreign direct investment in Mexico, said Mexican Trade Minister Herminio Blanco. "Our country has gone through a fundamental change," he said in an interview last week. "We were able to confront the crisis in a satisfactory manner." Mexican integration into NAFTA, the argument goes, has meant that Mexico's economic fortunes are more tied to the United States and Canada than to fragile economies in Asia and South America. Investors realized that, and did not pull their money out of Mexico like they did from Brazil, for example. "Mexico is starting not to be considered [part of] Latin America, from a capital account and credit point of view," said Pablo Breard, a Latin America specialist at Bank of Nova Scotia. Company Dossier "It's a North American high-yield story." But some economists said that crediting NAFTA for Mexico's escape from crisis is too simplistic. NAFTA did indeed precipitate Mexico's turn toward manufacturing and away from its dependence on oil, said economist Rogelio Ramirez De la O. But he argued it was mainly the peso crisis of 1994 that forced the restructuring of Mexico's economy and made it crisis-proof this time around. The crash of the Mexican currency in late 1994 forced President Ernesto Zedillo to allow the peso to float freely. The crisis also chased out most of the hot money that was invested in Mexican securities. Now, most foreign money invested in Mexico is in the form of direct investment, and can't be removed quickly, Mr. Ramirez said. While that doesn't make the country immune to currency shocks, the fluctuating peso can absorb some of the pain, he argued. Bank of Canada Governor Gordon Thiessen has said the same about the Canadian dollar -- that a floating exchange rate spread out the effect of low commodity prices last year so that the shock did not whack individual sectors. Not that the Asian and Brazilian flu didn't touch Mexico. But when oil prices were heading down, Mr. Ramirez said, the Mexican government acted decisively when it realized that the energy industry -- which provides 40 per cent of federal revenues -- was under threat Mr. Zedillo implemented four major budget cuts in the space of a year, keeping federal spending under control despite falling revenues. Those budget cuts, of course, brought their own pain. "There are two Mexicos. One is of the states, one is the real Mexico," said Andres Penaloza Mendez, a researcher for the Mexican Network Against Free Trade. The 1994 peso crisis hurt Mexicans badly, and while NAFTA has helped some businesses prosper, the Mexican people have never fully recovered from the upheaval. Wages are still lower than pre-1994, unemployment is high and the economy is not growing fast enough to absorb an expanding work force, he said, adding that the stock market has not regained the capitalization lost since the Asian crisis began in mid-1997. Per capita income in Mexico was only $4,304 (U.S.) in 1998. "We are very vulnerable," Mr. Penaloza said. Economist Mr. Ramirez agrees that the Mexican economy is still at risk, mainly because of the federal elections scheduled for July, 2000. "The economic model is not safe," he said. Mr. Ramirez figures the Mexican economy can absorb some loosening of the federal purse strings during the election campaign, but if Mr. Zedillo gets carried away, or if economic growth in Mexico or the United States slows down drastically, Mexico could tumble. "The danger is that you will basically be running not only a higher fiscal deficit through the election, but you will also be creating a problem for the government accounts, post-election," he said, adding that financial market players would abandon Mexico in that case. 

High Oil Prices Kill the Global Economy / US key to the Mexican Economy
MBW 11 (2/03/11,Mexican Business web, “High oil prices affect economy”, http://www.mexicanbusinessweb.com/english/noticias/analisis.phtml?id=4092)
The rise in international oil prices, which reached levels of up to $120 dollars per barrel due to the conflict in the Middle East, may represent an obstacle to the recovery of the global economy. According to IMF estimations, if oil prices remain at a level above $110 dollars a barrel, the global economy could lose up to one point of growth estimated for this year. In the first instance the most affected are net oil importer countries, which include USA, Germany, Britain, Japan and the major industrial economies. However, oil-producing countries such as Mexico may also be affected because economic recovery is tied to the U.S. and if its northern neighbor is growing less, there will be an adverse impact in our country. Up to date, Mexican export mix, resulting from a combination of heavy and lighter crude, averages $95 dollars per barrel, a level almost $20 dollars above what was budgeted for this year. If the level of oil export prices is maintain, Mexico would have surpluses in its revenue estimated in more than $200 billion dollars, but still these are not entirely good news. The reason is that from such extraordinary income, more than half will be devoted to gasoline imports, which have an increased level in their prices in international markets and greatly affect the energy balance in Mexico. This has led that Mexican government consider raising the level of slip (fortnightly increase) in gasoline prices, since prices in Mexico are each day increasingly away from the prevailing in the international market. The clearly benefitted if Mexican oil prices are maintained at high levels, would be state governments, as the law provides that 30% of the excess revenues would be channeled to the states for carrying out infrastructure works, while a 40% would be assigned to the so-called oil stabilization fund. These are scenarios that could occur globally and in Mexico as a result of rising oil prices, which could continue to the extent that instability in the Middle East continue and consume the removal of production in countries such as Libya, whose government seems to have its days numbered
economy turn

High Oil Prices kill US recovery – killing Mexican economy

Martin et al. 11 (3/15/11, HSBC, “Economies and Strategy Latin America – Mexico”, http://www.research.hsbc.com/midas/Res/RDV?p=pdf&key=LCeVYFLmBt&n=293460.PDF)
Also, if oil prices continue to increase, the benefits may start to give way to a negative impact through a weaker US economy. Therefore, should oil prices rise to the point that they crimp the nascent US economic recovery, this will likely have a net negative effect on Mexico’s economy. Higher oil international prices abroad will not necessarily be reflected locally. Thus, we see that a front-loading tightening in Mexico is unlikely. While receiving in the 1y to 3y sectors of the TIIE curve appears attractive, these trades have been very sensitive to changes in commodity prices and technical factors. We preferdefensive plays that could hedge against inflation volatility. Thus, we recommend investors pay 2y break even inflation (Trade #58) with target at 4.1% and stop at 3.4% 

us economy key to mexican economy
US economy Key to Mexican economy

Brice 2k9, (Arthur Brice-  degrees in political science and mass communications with minors in Latin American history and Spanish and French. Work on master’s degree in Spanish literature , 8/22/2009, http://articles.cnn.com/2009-08-22/world/mexico.economy_1_cantarell-oil-production-mexican-economy?_s=PM:WORLD)
Analysts say the main cause of Mexico's nosedive is that the nation's economy is tied strongly to that of the United States, which is mired in the deepest economic downturn since the 1930s. About 80 percent of Mexican exports go to the United States, said Allyson Benton, an analyst with the Eurasia Group consulting firm. "If the United States isn't importing, Mexico isn't exporting," Benton said. Susan Kaufman Purcell, director of the Center for Hemispheric Policy at the University of Miami, said Mexico can take some measures but "until the U.S. economy really starts recovering, Mexico is going to have a hard time moving up." Other factors dragging the Mexican economy down include a tourism decline caused by the H1N1 flu outbreak and fears over continuing violence, declining oil and tax revenues, and fewer Mexicans abroad sending money back home. "They're getting a blow from almost every corner," Purcell said. Oil revenues, long Mexico's main source of money, are being hurt by lower global prices and declining production. Purcell and other analysts point to the rapid decline of the Cantarell oil field, at one time the world's second-largest. Production at Cantarell peaked in 2004 and has been falling by more than 10 percent every year since then. "Oil production has been in decline since 2004 but it has declined significantly over the past couple of years," Benton said. Mexico, which relies on oil revenues for roughly 40 percent of its budget, also is hurt by falling prices for crude oil. According to some estimates, Mexico needs oil to be at $70 a barrel to sustain revenue levels. Prices on Friday hovered around $70, but earlier this year they had dipped to close to $30 a barrel. Remittances from Mexicans working abroad, most of them in the United States, also have fallen victim to the economic downturn. Fewer jobs in the United States means fewer opportunities for Mexicans to find work and send money home. Remittances rank after oil in terms of revenue for the country. 

Mexican recovery is tied to US recovery 

Gomez 2k4 (Javier  PhD, UCLA Professor, Universitat Pompeu Fabra Barcelona GSE Affiliated Professor 8/24/2006, BBC,  “Mexican economy doing well but vulnerable to US nerves, experts warn” http://thehill.com/index2.php?option=com_content&task=view

Text of report by Javier Rodriguez Gomez: "CEESP calls for strengthening domestic market" published by Mexican newspaper El Financiero web site on 24 August The economy's growth in the second quarter, which exceeded the expectations of experts, is a sign of the strengthening of a "virtuous circle" for the country in the second half of the year, according to the Private Sector Centre for Economic Studies (CEESP). It warns, however, that given that the rebound in the Mexican economy is the result of the strengthening of the US economy, we must pay attention to the effect that high international oil prices could have on that nation. The constant rise in crude oil prices in recent weeks has already led to greater caution among consumers in the powerful neighbouring nation, who have reduced their spending as they await signs of recovery without higher prices because of the cost of energy. On this matter, the CEESP mentions the advisability of accelerating the internal strengthening of the Mexican economy in order to prevent negative effects from an external shock. And in this respect the conclusions of the National Finance Convention CNH were a good sign. Although the CNH does not include greater progress in the fiscal area, it implied that there is concern about some key aspects of the stability of the budget. The CEESP, a branch of the Business Coordinating Council, did not let the chance go by in its analysis of the economic recovery to criticize the stance of "some labour unions" who would seem to be thinking only of strengthening union leaders, it says. Just when there is talk of a drop in competitiveness, "it is counterproductive to demand excessive wage reviews in addition to an already onerous collective bargaining contract", it adds. The economy's good performance from April to June occurred in practically all of the variables, but with the greatest dynamism in the services sector and, within that sector, in the areas of transport, storage and communications. Another sector which had a good performance was the industrial sector and, within that, the area of manufacturing, thanks to the growth of the US economy and its greater demand for Mexican products. As a result of the improvement in the economy, an employment recovery is occurring. And at the end of the month of July, the CEESP says, the number of members of the Mexican Social Security Institute (excluding temporary workers in the fields) totalled 12,471,730. And 56,916 new jobs were created in the month of July. In the first six months of this year, the analysis establishes, 280,938 jobs were created, a figure very close to the number of jobs lost from the year 2000 to 2003. A little more than half of the new jobs created in July fit into the category of permanent jobs and the rest, 46.8 per cent, are temporary jobs. 
mexico has peaked

Mexico has already reached Peak Oil

Konrad 2009 (12/13/2009, Alternative Energy Stocks, “Shorting mexico’s peak oil economy”  http://www.altenergystocks.com/archives/2009/12/experts2.html
 The next Tequila Crisis will be a peak oil crisis. Mexico's government is dependant on revenues from declining oil fields. The prospects for replacing these revenues look slim. Shorting Mexico Country ETFs looks like a good way to hedge market exposure. In Green Energy Investing For Experts, Part I, I discussed why it makes sense to use companies and sectors that may be hurt by peak oil or climate change as a hedge against the market exposure in a green portfolio. In Mexico, peak oil is already a reality. Production has already declined , but, because most investors do not understand the irreversible nature of declines in oil output, the Mexican stock market had not yet discounted the damage that peaking oil production is likely to do to the Mexican economy. The first two are closed-end funds with limited liquidity. The iShares ETF, however, is widely traded and liquid. It also has a good number of exchange traded options with decent liquidity, including long term LEAPS with maturities of over a year. In terms of the hedging strategies I discussed in Part I, I prefer buying puts when I am anticipating a not-very-likely but potentially drastic event to affect the security. As I discussed above, in Mexico's case we are dealing with a harmful event (declining oil revenues) that is already underway, and is likely to have harmful, if not disastrous effects. Because the effects of declining oil production could be disastrous for Mexican stocks, I would prefer to short EWW, rather than selling an in-the-money call. An in-the-money call will cease producing gains once EWW has declined to its strike price; a short can be used to take advantage of declines all the way to zero. To protect against unforeseen positive events, I usually combine such a short with a long dated out-of-the-money call, or with an in-the-money short call. In addition to liquidity, the availability of EWW LEAPS makes the ETF particularly attractive for this sort of hedging. Unfortunately, as with many specialty ETFs, I found that shares of EWW were not available for shorting. Because of this lack, I chose to use a short call spread instead of a short position combined with a long call. This means that I will only be able to take advantage of large drops in the ETF by selling new with lower strike prices when the EWW share price falls below the strike price of my short call, which increase.
***VENEZUELA 
1nc venezuela

Sustainable growth of Venezuela’s economy is solely dependent on high oil prices
Gupta ’11 Girish, “High Oil Prices Boost Venezuela's Economy, but Growth Isn't Sustainable”, http://www.minyanville.com/businessmarkets/articles/venezuela-ecoomy-hugo-chavez-imf-oil/5/20/2011/id/34668, May 20, 20, Miyanville

The Venezuelan economy has grown 4.5% in the first quarter, compared to the same period last year, following two years of recession. This was significantly higher than the expected figure of 1.7%. The IMF predicted 1.4% annual growth for the next five years. The positive news is thought to be the result of a simple balancing of statistics following two years of recession, with the first quarter of last year registering a 4.8% decline thanks in part to an electricity crisis. This, coupled with a 10.4% rise in expenditure, has helped private consumption to recover, according to a briefing note sent out by Barclays Capital. According to central bank president Nelson Merentes, the public sector grew 3.3% while the private sector grew 4.6%. Imports rose 22% during the period. Despite the 1.8% decline in oil production, Venezuela’s primary money-spinner, revenues from oil exports increased 25.7%, or $4 billion, thanks to high international prices. Alejandro Grisanti of Barclays Capital believes that it is oil prices that Venezuela has to thank for the news. “The result suggests the continuity of an unsustainable growth model that depends on increasing oil prices to propel domestic demand,” he says. “In the short run, we expect the government to continue to stimulate the economy by increasing expenditures, which could put the public sector in a more vulnerable position over the long term and may require significant reform after the 2012 presidential election.” However, the Financial Times was quick to point out that the strongest growth (8% plus) experienced by Venezuela came in 2006 and 2007, when oil prices were around $60 a barrel. “It seems that oil prices now need to be much higher to support similar levels of growth, thanks to the government’s unorthodox economic policies,” says Benedict Mander. “[These] have failed to stop continued high inflation and left the private sector’s productive apparatus much diminished after ongoing expropriations and nationalisations.” President Hugo Chávez, as per usual, ignored the more nuanced analyses, keen to celebrate, tweeting: ““Well, steady growth once again started within our economy! Let’s push on everyone! Workers in the vanguard! We shall overcome!” Financial minister Jorge Giordani added: “Venezuela is turning the page and is in recovery,” Giordani said. “Growth will contribute to President Chavez’s leadership in the 2012 elections.” News was not all good in Venezuela, however. Inflation was up 1.4% in April from March, which is 22.9% up from April 2010. “Nothing exemplifies the mismanagement of Venezuela more than the electricity crisis,” says Miguel Octavio writing on his infamous Devil’s Excrement blog. The crisis has been apparent for years and even hit the capital city Caracas recently. Rather than simply blame the lack of investment, Octavio puts pressure on the lack of planning and “capable people”. The government has said, however, that it expects Venezuela’s power supply to be “reliable” in 2012, after installation of new thermal power units and the revamping of old equipment later this year. The power faults are hitting oil production too. One hit Venezuela’s main refinery at Amuay, halting the 310,000 barrel-per-day Cardon facility there last week. Oil production appears to be down according to the International Energy Agency (IEA). Venezuelan production came in at 2.25m barrels a day in April, lower than the 2.26m produced in March. The IEA blames the problems on power supply. Chávez has been looking to focus on gold production to perhaps reduce the monopoly oil has on his success. He recently said that he wanted to make the precious metal, “a highly strategic resource for the country.” The means of doing this would be a state-run entity such as Petroleos de Venezuela, the much criticized oil company. CVG Minerven, the country’s state-run gold miner, has asked for $70m to boost production. The mining industry in the country is weak, hit by low investment, strikes and illegal smuggling which allows up to 11 tons of gold to slip through the country’s fingers. Chávez was pleased this week to announce his gift of a signed red guitar from Shakira. "I was practicing last night, looking for the plugs. It's electric, a very modern guitar and I'm not used to it," he said. "I was singing some songs, old ones, a Mexican one." 

Economic turbulence empowers Chavez – forces him to radicalize his population – becomes a hemispheric threat
Manwaring ‘5 Max, MAX G. MANWARING holds the General Douglas MacArthur Chair and is Professor of Military Strategy at the U.S. Army War College “VENEZUELA’S HUGO CHÁVEZ, BOLIVARIAN SOCIALISM, AND ASYMMETRIC WARFARE” http://www.strategicstudiesinstitute.army.mil/pdffiles/PUB628.pdf

The political turmoil that has been generated in Venezuela and other parts of Latin America by recent political and economic transition that challenges comfortable “status quos,” or does not satisfy the expectations of the people, opens the way to serious stability problems. In these conditions—and given an authoritarian Latin American political tradition—ambitious political leaders find it easy to exploit popular grievances to catapult themselves into power—and stay there. The success of these leaders stems from solemn promises made directly to the masses to solve national and individual problems without regard to slow, obstructive, and corrupted democratic processes. Thus, through mass mobilization, supporting demonstrations, and subtle and not-so-subtle coercion, demagogic populist leaders are in a position to claim a mandate to place themselves above elections, political parties, legislatures, and courts—and govern as they see fit.16 This becomes a national and hemispheric security issue—and possible threat—when a population becomes radicalized by a leader who uses direct violence and indirect coercion to achieve his political objectives.17
2nc hemispheric threat impact

A Venezuelan failed state poses a laundry-list of impacts
Manwaring ‘5 Max, MAX G. MANWARING holds the General Douglas MacArthur Chair and is Professor of Military Strategy at the U.S. Army War College “VENEZUELA’S HUGO CHÁVEZ, BOLIVARIAN SOCIALISM, AND ASYMMETRIC WARFARE” http://www.strategicstudiesinstitute.army.mil/pdffiles/PUB628.pdf

President Chávez also understands that the process leading to state failure is the most dangerous long-term security challenge facing the global community today. The argument in general is that failing and failed state status is the breeding ground for instability, criminality, insurgency, regional conflict, and terrorism. These conditions breed massive humanitarian disasters and major refugee flows. They can host “evil” networks of all kinds, whether they involve criminal business enterprise, narco-trafficking, or some form of ideological crusade such as Bolivarianismo. More specifically, these conditions spawn all kinds of things people in general do not like such as murder, kidnapping, corruption, intimidation, and destruction of infrastructure. These means of coercion and persuasion can spawn further human rights violations, torture, poverty, starvation, disease, the recruitment and use of child soldiers, trafficking in women and body parts, trafficking and proliferation of conventional weapons systems and WMD, genocide, ethnic cleansing, warlordism, and criminal anarchy. At the same time, these actions are usually unconfined and spill over into regional syndromes of poverty, destabilization, and conflict.62

2nc unique internals
High oil prices key to Venezuela’s economy.

Taipei Times ’11 Reuters News, January 17, “High Oil Prices are No Threat: Venezuela”, http://www.taipeitimes.com/News/biz/archives/2011/01/17/2003493685/1
Rising oil prices do not threaten the global economic recovery and there is no need for an emergency OPEC meeting to consider increasing supply, Venezuela’s Energy Minister Rafael Ramirez said on Saturday. Brent crude prices rallied last week to around US$98 a barrel while US oil futures were at about US$91, well above the US$70 to US$80 range that OPEC’s top exporter Saudi Arabia says is comfortable for both producers and consumers. Venezuela often calls for higher prices to maximize its revenue from a sector that is the linchpin of an economy that has diversified little from reliance on oil in the last century and has been battling recession for the last two years. “The price is approaching the fair value of US$100 per barrel,” Ramirez said, reiterating the stance of two other OPEC members, Libya and Ecuador, which say prices need to be higher to help producing nations maintain output. Analysts are divided between those who see fundamental strength as the world economy recovers, driving up fuel consumption, and those who focus on differences between today’s relatively well-supplied market and that of 2008, when oil prices raced to an all-time high of nearly US$150 a barrel. OPEC often says it will act to address any supply shortages, but not to tackle price rises that it says are caused by speculators. OPEC Secretary-General Abdullah al-Badri repeated that position on Saturday. The group has held its supply target steady since a decision in December 2008 to implement a record cut in production levels of 4.2 million barrels per day (bpd) to bolster prices after the global financial crisis. Ramirez said Venezuela, South America’s biggest crude producer, was not concerned by the current situation. “We don’t think it [the price rise] impedes the recovery of the global economy,” he said. “Venezuela does not consider that an extraordinary or emergency OPEC meeting is necessary.” Ramirez said the differential between Brent crude prices and US oil futures showed the need for a measurement based on a basket of currencies instead of just the US dollar. “We have contracts that are linked to the Brent price. A currency basket for oil transactions is necessary for stability,” Ramirez said. “The spread shows the weakness of the dollar, which is a structural problem of the US economy.” The spread between the two grades widened to as much as US$7.66 last week, the widest premium the London grade has held to the US’ West Texas Intermediate prices since February 2009. Strength in price, trading volumes and the market structure of Brent crude has helped lure some big investment money that typically favored US oil futures — a trend that analysts say is likely to gather momentum. Asked about US appeals that Venezuela stop doing business with Iran, Ramirez said no action would be taken as a result. “We are sovereign,” the minister said. “They cannot dictate to us in this manner.” Venezuelan President Hugo Chavez’s socialist government has actively sought to promote ties with fellow OPEC member Iran, with which it shares a distaste for US global power. Venezuela had said it was sending 20,000bpd of gasoline to Iran, but that it had stopped in recent months because Tehran no longer needed the shipments. Meanwhile, Iran’s oil minister said yesterday that US$100 for a barrel of crude was appropriate and there was no need to hold an emergency OPEC meeting to discuss the price. “The price of US$100 for oil per barrel is real ... OPEC does not need to hold an emergency meeting over the price issue,” Massoud Mirkazemi told a news conference. “None of the OPEC members find US$100 concerning,” Mirkazemi said, adding that some members of the producers’ group would still not see any need for an emergency meeting if the price rose to US$110 or US$120. Iran holds the rotating OPEC presidency. The next scheduled OPEC meeting is on June 2. “None of the members have asked for an emergency meeting and I think for a long time there would be no such request,” Mirkazemi said. 

Oil is key

San Francisco Chronicle ‘8 “Tough choices for Venezuela as oil prices fall” 10/22

http://articles.sfgate.com/2008-10-22/news/17137457_1_venezuela-exports-oil-prices-oil-imports

PFC Energy said in a report that oil must be at least $94 a barrel to ensure Venezuela's macroeconomic stability this year and generate enough money to pay for imports. Although Chavez frequently touts his country's independence from Washington, Venezuela is more reliant than ever on the food, auto parts, medicine, construction materials and other products it imports from the United States and Colombia, a close U.S. ally.

Venezuela’s economy is stable now – decrease in oil prices would ensure collapse

BBC News ’11 James Painter, “Is Venezuela’s Oil Boom Set to Burst?”, http://news.bbc.co.uk/2/hi/americas/7694757.stm
The dizzying collapse in oil prices has started a heated debate in Venezuela about the possible effect on its oil-dependent economy - and the political future of left-wing President Hugo Chavez. Venezuela is particularly vulnerable to oil prices. It is the Western hemisphere's largest oil exporter. More than 90% of its export revenue and more than half of the government's annual expenditure comes from oil. President Chavez's right-wing opponents are hoping a sustained drop in the oil price could curb his heavy spending on social programmes and undercut his support. "Some Venezuelans - the wannabe Yankees - are praying for a continued drop in oil prices," Mr Chavez said recently. "But a price range of US$70 to US$90 a barrel will give us more than enough room." Foreign reserves The Venezuelan economy is set to grow for the fourth year running this year on the back of strong oil prices. Last July the price reached more than US$147, but has slumped at one point recently to below US$60. Oil analysts Goldman Sachs say it could drop to US$50 in the event of a world recession. The former head of the Venezuelan central bank, Domingo Maza Zavala, thinks that anything less than US$70 a barrel would mean current levels of economic activity could not be sustained. "We are on the edge of a precipice and we should prepare for contingencies," says Mr Maza Zavala. "The government is presenting a different panorama to Venezuelans, which is dangerous because the best way of confronting dangers and risks is the truth." Analysts point out that the key factor is the average price of Venezuelan oil over several months and not the price on any particular day. "There is no chance of an economic collapse this year," Jose Manuel Puente, from the Public Policy Centre in Caracas, told the BBC. "Even if the price stays low for the rest of the year, the average price for 2008 will still be around US$95 a barrel". Government officials are also quick to point out that Venezuela has large foreign exchange reserves of nearly US$40bn. That figure rises to well over US$50bn when a special discretionary development fund (Fonden) is included which President Chavez has used to spend mostly on foreign policy initiatives. 'Illusion of harmony' However, even if the short-term outlook may be solid, next year may be another matter if the oil price is consistently below US$60 a barrel, analysts say. Mr Puente says his main concern is the sustainability of current economic policies. He points to three key weaknesses in the Venezuelan economy, which would be exacerbated by a low oil price - a burgeoning fiscal deficit, high inflation, and balance of payments problems. The Chavez government has been running an expansionary fiscal policy in order to pay for many of the social programmes for the poor known as "missions". This is one of the reasons why Mr Chavez remains popular, but the fiscal deficit has mushroomed in the first half of 2008. Inflation is running at 36% in the last 12 months, the highest in Latin America. And the balance of payments is heavily in deficit despite an estimated US$85bn in oil revenues this year. This is because a record amount of imports, nearly half from the US, has been sucked in to fuel a mini-consumption boom. "Everything is linked to the oil boom," says Mr Puente. "If oil prices continue to fall, the country simply will be unable to continue importing to meet rising demand, maintain the exchange rate and the expansionary fiscal policy, and keep this illusion of harmony." Ticking time bomb Critics say President Chavez's aggressive nationalisation policy has put off foreign investors, with the result that most investment now comes from the state, and not private companies. According to figures from the UN Conference on Trade and Development, total foreign investment in Latin America last year was worth about US$126bn. Of this, only US$600m was invested in Venezuela, compared to more than US$8bn in neighbouring Colombia, and US$15bn in Chile. Another structural problem is that despite the high oil prices, Venezuela's oil output has actually been falling, from more than 3m barrels per day in 1997 to about 2.4m bpd now. The problem, according to analysts Oxford Analytica, has been the absence of capital investment and of skilled management personnel in the state oil company, PDVSA. Not all analysts paint a bleak picture. They point out that there are plenty of non-essential activities which the Chavez government could cut both at home and abroad. President Chavez himself has spoken of the need to make revisions and to be more efficient in spending. Few doubt that Mr Chavez will face tighter funding next year - but how much is hard to quantify as the oil price is so volatile. Mr Puente is convinced that the "warning lights on the dashboard" are serious. "In the medium term", he says, "sooner or later the bomb will explode." 

a2: dutch disease
Money will go towards social programs, health care, education, housing, agriculture, and infrastructure.

Sanchez ’11 Fabiola, Huffington Post, April 26, “Venezuela imposes tax on windfall oil prices” http://www.huffingtonpost.com/huff-wires/20110426/lt-venezuela-oil-tax/
CARACAS, Venezuela — Venezuela is imposing a windfall profits tax on royalties from oil projects when crude prices are above $40 a barrel, seeking to squeeze as much as $16 billion mostly out of foreign oil companies, the government said Tuesday. Energy Minister Rafael Ramirez said the tax, which was decreed by President Hugo Chavez last week, will allow the government to collect between $9 billion and $16.3 billion this year. A 20 percent tax will be in effect when the price of a barrel of Venezuelan oil is between $40 and $70 a barrel, Ramirez said. When the price is between $70 and $90, the tax rises to 80 percent. Between $90 and $100, the tax reaches 90 percent, and if the price tops $100 a barrel, a 95 percent tax will be imposed. The price of Venezuela's heavy, sulfur-laden crude reached $94.60 a barrel Tuesday, Ramirez said. The tax will be imposed on Venezuela's state-run oil company as well as foreign oil firms operating in Venezuela's crude-rich Orinoco Belt, Ramirez said. If Venezuelan crude remains above $90 throughout 2011, an estimated $9 billion will be funneled into a development fund, Ramirez said. If Venezuela's oil prices top $110, an estimated $16.3 billion could be collected. Ramirez said revenue from the tax will not used for investment in the oil industry, but rather will be funneled into the government's social programs and projects aimed at improving health care, education, housing, agriculture and infrastructure. "It's a powerful tool the state has designed to acquire windfall income," Ramirez said. He denied the fund would exclude projects launched by state governors and mayors as some government critics have alleged. Ramirez told journalists that the tax won't be imposed on "the development of new oil fields," projects aimed at boosting oil production and agreements such as Petrocaribe program, which provides oil and natural gas to some Latin American and Caribbean nations at preferential prices. It also will not apply to a deal signed last year between Venezuela and China, under which Venezuela ships oil to the Asian giant in exchange for goods and services, Ramirez said. Under that agreement, China lent $20 billion to Venezuela in exchange for shipments of 100,000 barrels a day over a 10-year period. Ramirez, who is also president of Venezuela's state-run oil company, known as PDVSA, said the company has a $4 billion debt owed to contractors. PDVSA is negotiating with the owners of 74 oil service firms for compensation after the government expropriated the companies in 2009. Ramirez said negotiations have been slow because authorities believe some of the companies failed to pay taxes. If talks break down, the disputes will be settled in Venezuelan courts, he said. PDVSA is awaiting a ruling from the World Bank's International Center for Settlement of Investment Disputes in a dispute with Exxon Mobil Corp. The case was brought by the Irving, Texas-based company in 2007 over the government's nationalization of the Cerro Negro heavy oil project. Exxon Mobil has also sought to recoup increased royalties and taxes imposed by the government starting in 2004. Exxon Mobil's oil project was one of four taken over by Chavez's government in May 2007 as he brought the oil industry under majority state control. 

2nc us economy scenario
High Venezuelan oil prices key to the US economy and relations
Chen & Jaffe ’11 Matthew E (policy assistant to James A. Baker III Institute, previous research associate w/ Energy Forum) & Amy Myers ( Wallace S. Wilson Fellow in Energy Studies and director of the Energy Forum at the Baker Institute) http://www.bakerinstitute.org/publications/02-ChenJaffe-WhiteheadJournal.pdf, Journal of Diplomacy, The Baker Insitutte
The recent developments in Venezuela highlight how crucial energy security has become to US foreign policy. In this case, the traditional US response—a more cautious, calculating approach to Chavez—is probably the right one at this juncture, but this does not hold true for US energy policy as a whole. Because Caracas has failed to identify any serious alternative, commercially profitable, customers, the vast majority of Venezuelan oil is still coming to the United States. Moreover, the US still holds many cards because the Venezuelan government owns substantial collateral assets in the US, including Citgo Petroleum, the Venezuelan government-owned refining and marketing company, based in Houston.
AFF – VENEZUELA

oil not key

Chavez ahead in election polls now – oil is not key

Lemus ’11 Jonathan, Harvard Political Review “Not on Oil Alone” 5/28

http://hpronline.org/world/not-on-oil-alone/

The political events in the Middle East have had consequences around the world. Yet, surprisingly, their ripple effects have the power to shape the future of countries like Venezuela. Although politically speaking, these events might only serve to fuel Chavez’s rhetoric, the international community seems to take Chavez’s remarks less seriously every time. Economically, the increase in oil prices brought about by the tensions in the Middle East could have some impact in Chavez’s performance leading to the 2012 elections. However, regardless of whether the money provided by oil has a positive or negative effect, it seems apparent that Chavez’s strength has stopped depending on one single factor. Chavez may, and likely will, win reelection in 2012, or at least re-inauguration. Nonetheless, the president’s victory, if it comes, will be not on oil alone.
economy down inevitably

The Venezuelan oil industry is terminally screwed because of decaying tech and underinvestment

Fleischer ‘3 Lowell, The author is a retired career diplomat with long experience in Latin America. “Economic and Political Troubles Plague Venezuela” http://www.unc.edu/depts/diplomat/archives_roll/2003_04-06/fleischer_venezuela/fleischer_venezuela.html

Both PDVSA and the Venezuelan government have befitted from recent high oil prices. The average price for Venezuelan crude in 2003 has been over $29 a barrel. It was $22 in 2002, $20 in 2001, and about $25 in 2000. Every $1 drop in the average price of oil reduces revenue by about $1 billion a year and vice versa. In 1974 oil contributed $1540 per person to the government and represented more than 80 percent of total government revenues. Twenty years later it contributed just $200 per person and accounted for less than 40 percent of total fiscal revenues. Oil accounts for about a third of the country’s gross domestic product. Venezuela now accounts for just three percent of global production, down from ten percent in the 1970s. Before Chávez’s election, PDVSA was embarked on an ambitious expansion program, but with repeated cutbacks, the company’s production capacity has declined to the point that it needs foreign investment more than ever. However, because of the political and economic uncertainty, as well as the new hydrocarbons law that took effect on January 1, 2002, potential investors are likely to take their money elsewhere, especially if a freed Iraq is also competing for investment. The Venezuela American Chamber of Commerce (VenAmCham) recently cited the hydrocarbons law introduced in 2001, as one of the pieces of legislation that could threaten private property. This law “provides no explicit guarantee of respect for property rights, contractual obligations on existing contracts and conditions in the petroleum industry,” the business association said in a letter to President Chávez. Energy analysts say that due to investment declines PDVSA has lost nearly one million barrels per day of capacity since 1999. Venezuela has the largest oil reserves outside the Middle East and so has the potential to recover. Recovery of that lost capacity, however, is likely to take three or four years and billions of dollars. According to industry estimates, bringing back 100,000 barrels of capacity requires $1 billion – money the company does not have. A pickup in the fortunes of the company is not likely as long as Chávez is president.
Socialism is the massivest alt cause – oil money is irrelevant

Rahn ‘7 Richard W. director general of the Center for Global Economic Growth, The Washington Times 1/27 http://www.washingtontimes.com/news/2007/jan/21/20070121-102603-4793r/

The Venezuelan economy will collapse, despite massive oil revenues because we know socialist economies perform poorly. While the rest of the world has been moving away from socialism for the last quarter-century for good reason, Venezuela is becoming socialist. We know governmental use of central banks to basically print money to cover expenditures results in rising inflation and eventually monetary meltdown. Venezuela no longer has an independent central bank, and inflation is already up to 17 percent and rapidly rising. We know countries thrive with economic freedom but decline without it, and Venezuela is now down to 126 out of 130 nations in the 2006 Economic Freedom of the World the most rapid decline ever (in 1995 it was No. 75). And, finally, we know that when a state becomes totally corrupt an economic collapse always follows. Mr. Chavez and his cronies had already been spending far more than they were taking in before the recent drop in oil prices. Without a big jump back up to $70 a barrel or more for oil, the Venezuelans will be increasingly squeezed, and you can bet the blood from the innocent Venezuelan people will be drained long before those on the take from Mr. Chavez agree to have their looting stopped.

Chavez doesn’t need to resort to radicalization – he controls the army and all branches of government

Lemus ’11 Jonathan, Harvard Political Review “Not on Oil Alone” 5/28

http://hpronline.org/world/not-on-oil-alone/

Nonetheless, the sum of Venezuela’s challenges may not necessarily equate to the end of Chavez’s twenty-first century socialism. After over a decade in power, Chavez enjoys more than a few tricks up his sleeve. First, the president’s rhetorical gifts and natural charisma may yet help him maintain local support. Carlos Blanco, professor at Universidad Central de Venezuela, told the HPR, “If Chavez and his government are able to convey the idea that falling oil prices and the deteriorating economic situation are due to the forces of capitalism, he can partially avoid the erosion of his popularity.” Most important, even if popular support does not back him, Chavez may already enjoy enough control of state institutions to maintain his grip in power and manipulate the outcome of elections, whatever the people vote. For example, by changing the electoral laws, the United Socialist Party managed to secure a near-supermajority of the seats in the 2010 parliamentary elections, even the party won slightly under half of the votes. Further, as Professor Corrales and Michael Penfold point out in their book Dragon in the Tropics, Chavez now enjoys control over important branches of government, greater influence in the economy, more power over the private media, complete obsequiousness of the courts, the electoral council, and his own party. Neither the voters, nor even a unified opposition, have the strength to fight against such institutions, should they side with their benefactor.

dutch disease turn
Venezuela’s got the dutch disease real bad – oil revenue doesn’t translate into growth

Green World Investor ’10 “Venezuela becomes a classic case of “Resource Curse” with President Chavez declaring “Economic War” against Capitalism” 6/15

http://greenworldinvestor.com/2010/06/15/venezuela-becomes-a-classic-case-of-resource-curse-with-socialist-chavez-declaring-economic-war-against-capitalism/

Venezuela has fabulous oil deposits with estimates of Oil Reserves being 78 Billion Barrels which at the current rates translates into more than $5 trillion of wealth. But despite such huge wealth,paranoid leadership has transformed the country  into the worst run South American economy.Deluded by the oil wealth,Huge Chavez squandered away the oil revenues by spending lavishly on the Military ,providing aid to sympathetic countries and pleasing his voter base. In a classic case of “Resource Curse” ,Venezuela with much greater natural resources is vastly under-performing its much less endowed neighbors. Venezuela has historically suffered from bad leadership with both right wing and left wing ideologies failing to bring prosperity.With the country going down the road where no recovery is possible,foreign countries are fishing in these troubled waters to win over valuable resource rights.
***UNIQUENESS
oil prices high

Oil prices highest ever – multiple warrants

Hawkes 2011 (Alex Hawkes, 4/4/11, http://www.guardian.co.uk/business/2011/apr/04/oil-price-two-half-year-high , “Oil price hits two and a half year high”)
The oil price has hit its highest level since the financial crisis, amid continuing supply fears over the conflict in Libya and renewed optimism about global economic growth. The cost of a barrel of Brent crude, sourced from the North Sea, hit $119.95 on Monday, its highest level since August 2008. US crude rose to $108.74 on Monday morning, its highest level since September 2008. Brent had reached its previous post-Lehman Brothers collapse high on 24 February when the revolt against Libyan leader Muammar Gaddafi was gathering pace. The oil price has been driven higher in recent weeks by the repeated refusal of Iran, which currently chairs the Opec group of oil-producing nations, to support an increase in production. Last Friday, Iranian oil minister Massoud Mirkazemi said there was "no need" for an emergency meeting, where an output hike could be agreed. Kuwait, though, appears more concerned. Faruq al-Zanki, the chief executive of national conglomerate Kuwait Petroleum, said that he would rather see the oil price at between $90 and $100 a barrel. "Although we are enjoying high prices, we would like to see lower prices ... We would like to see a normal oil price," al-Zanki told journalists in Kuwait City on Monday. Oil also rose on the back of a rally in Asian stock markets where shares rose to their highest in nearly three years, reacting in part to strong US jobs figures put out on Friday. The MSCI Asia Pacific Index, excluding Japan, rose 0.88%, hitting its highest level since May of 2008. The Nikkei also rose, dropping back before the close to finish just 0.1% up. The rising oil price came as there were suggestions BP could return to its controversial deep-water drilling in the Gulf of Mexico. US regulators have given the company approval to start work on 10 wells in the Gulf which were halted by a moratorium on drilling imposed after the spill from the Deepwater Horizon rig, according to the Sunday Times. America's interior secretary, Ken Salazar, said on Monday that the US had not reached any deal with BP - and that the company would have to go through the same approval process as any other company before it would be allowed to drill in the area. The oil group itself has declined to comment on the story, but it did say on Monday that it had agreed to sell Arco Aluminium, a supplier of rolled aluminium sheets used in producing drinks cans, to a Japanese consortium for $680m (£420m) in cash. Falklands explorer Rockhopper also put out an update on its Sea Lion discovery on Monday, raising its low case estimate of oil reserves found there. It believes there are 155m barrels of recoverable oil in place at Sea Lion. 
Global prices will rise- demand is rising 

Gholz and Press, 10 * Associate professor at the LBJ School of Public Affairs at the University of Texas at Austin, AND ** Associate professor of government at Dartmouth College and coordinator of War and Peace Studies at the John Sloan Dickey Center for International Understanding (Eugene and Daryl G., Security Studies, “Protecting “The Prize”: Oil and the U.S. National Interest”, 19: 3,  453 — 485 http://www.luiss.it/mes/wp content/uploads/2010/02/SecurityStudies_ProtectingThePrizeOilandtheUSNationalInterest.pdf SW) 

Note: Tables removed

To be clear, the United States has other serious energy concerns that this article does not address. For example, global energy consumption has soared in the past decades and will probably do so again when the global economy recovers from the 2008 financial crisis. As a result, oil prices may reach or exceed the heights seen in the summer of 2008. And if “peak oil” theorists are correct and the world is nearing the point of maximum oil production, future prices will be higher still.6 Furthermore, continuing use of fossil fuels may threaten serious consequences from climate change in the coming decades, resulting in possible changes to the preferred American energy policy.
Oil high prices high now— Libyan production drop
Flakus 11 (Greg, March 09, 2011, “Oil Conference Discusses Price, Higher Demand”, http://www.voanews.com/english/news/economy-and-business/Oil-Conference-Discusses-Price-Higher-Demand-117677563.html, ZBurdette)

Volatile world oil prices jumped again on Thursday, with financial analysts saying that even bigger increases could soon follow if political unrest continues to spread in the Middle East.
The price for Brent crude oil on the London market reached a 30-month high of nearly $120 a barrel on Thursday. But the price retreated somewhat after Saudi Arabia, the world's biggest oil exporter, offered assurances that it would increase production to account for any cutback in Libya. The price of oil on the New York market topped $100 a barrel and then fell below that level.
Libya normally produces at least 1.6 million barrels of oil a day, but now at least a quarter and possibly much more of that output has been halted. As turmoil engulfed the country, several international firms sharply curtailed or shut their Libyan operations. China says one of its oil facilities was attacked.
Analysts at several major financial services companies said if there is more disruption of Middle East oil production, prices would likely jump substantially more than they already have. 
Market indicators go neg – oil is booming

Bloomberg 7/5 (“ Crude Oil Advances to Two-Week High on Signs of Growth in U.S. and China” http://www.bloomberg.com/news/2011-07-05/crude-oil-advances-to-two-week-high-on-greek-bailout-surge-in-commodities.html kdej)

Crude oil climbed to the highest price in more than two weeks on signs of economic growth in the U.S. and China, the world’s two biggest oil consumers. Oil rose as much as 2.2 percent as data showed orders placed with U.S. factories increased in May, indicating manufacturing may rebound from a slowdown. China’s services industries expanded at the second-fastest pace this year as new orders and employment climbed. “As long as we can see the economy growing, we are going to see more strength in oil,” said Carl Larry, director of energy derivatives and research with Blue Ocean Brokerage LLC in New York. “If we settle above $96, it could be a strong sign for bulls, and oil may rise to $100 this month.” Crude for August delivery gained $2.03, or 2.1 percent, to $96.97 a barrel at 12:36 p.m. on the New York Mercantile Exchange. Prices reached $97.04, the highest intraday level since June 15. Floor trading was closed yesterday for the U.S. Independence Day holiday and electronic trades will be booked with today’s transactions for settlement purposes. Futures have risen 34 percent in the past year. Brent oil for August settlement advanced $2.17, or 1.9 percent, to $113.56 a barrel on the ICE Futures Europe exchange. Commodity Surge Oil also advanced as the Standard & Poor’s GSCI Index of 24 raw materials increased for the first time in three days. The S&P GSCI Index jumped 1.4 percent to 673.33, led by silver, wheat and corn. “The commodity indexes are strong, so it seems like we’re following them,” said Kyle Cooper, director of research for IAF Advisors in Houston. Bookings for manufacturers’ goods in the U.S. rose 0.8 percent, less than forecast, after a revised 0.9 percent decline in April that was smaller than previously estimated, figures from the Commerce Department showed today in Washington. Demand for durable goods that are meant to last at least three years increased 2.1 percent, while unfilled orders climbed the most since September, department data showed. A purchasing managers index in China was 54.1 in June compared with 54.3 in May, HSBC Holdings Plc and Markit Economics said in a statement today. A reading above 50 indicates expansion. Barclays Boosts Estimates Barclays Plc increased its 2012 estimates for North Sea Brent and U.S. benchmark West Texas Intermediate crude grades. The bank raised its Brent forecast to $115 a barrel, up $10 from its previous estimate on March 24, Barclays analysts led by Paul Horsnell in London said in a report today. The bank increased its 2012 outlook for WTI by $4 to $110. “Demand forecasts show a continuation of robust emerging market demand,” Horsnell wrote. “China remains the strongest individual component of global oil demand.” Global oil demand will increase by 1.38 million barrels a day next year to average 90.6 million, Barclays analysts said. “We do not think China will sacrifice its growth to contain inflation,” said Harry Tchilinguirian, London-based head of commodity-markets strategy at BNP Paribas SA. Saudi Arabian Oil Co., the world’s largest crude exporter, cut official selling prices for August shipments of light crude grades to customers in Asia. The state-owned producer, known as Saudi Aramco, reduced the price for Arab Extra Light crude to Asia by 50 cents a barrel to $2.95 above the benchmark, the company said today in an e-mailed statement. “It seems particularly bullish when we consider that Saudi Aramco is cutting prices and we still see” higher prices in oil futures, Larry said. European finance ministers approved an 8.7 billion-euro ($12.6 billion) aid payment to Greece on July 2. “The economic outlook looks better and the Greek situation looks significantly improved and is no longer a major concern for people,” said Michael Lynch, president of Strategic Energy & Economic Research in Winchester, Massachusetts. “That’s giving people a lot of optimism about the economy in Europe and the U.S.” 

Oil Prices will stay high and stable all year -- Middle East instability and Chinese demand
Travel Trade Gazette, 6/2/11 (U.K. and Ireland, “CITY & FINANCE: High oil prices to last all year”, U.K. and Ireland, Lexis SW)

Note: Dr Brian Clark  is a senior economists at Barclays

Oil prices are expected to stay high for the rest of 2011, according to Barclays. And Travel Forum delegates voted this year's rise in oil prices as their number one concern - ahead of other worries such as exchange rates and consumers having less money to spend. Dr Brian Clark, the bank's senior economist, said: "Oil has come down from the highs of earlier this year. We think it's going to be at current levels, which are fairly high, for the remainder of the year. "Events in the Middle East helped drive it up and longer-term growth is being led by Asian economies, particularly China." Clark predicted that UK interest rates would creep up in the next year but did not expect them to hit 5% in the next three to five years. "We are looking at rates rising to 3.5%-4% in this period," he added. Clark said the pound could pick up against the euro if there was a further eurozone sovereign debt crisis, and would "pick up steadily against the dollar in the next year".

Oil prices will be slowly climb for the next few years- companies won’t stop spending and demand will remain high – studies
Tse 6/28/11 (Andrea, The Street, “Safe Energy Investments for 2011: Analysts”, http://www.thestreet.com/story/11166942/1/safe-energy-investments-for-2011-analysts.html?utm_source=feedburner&utm_medium=feed&utm_campaign=Feed%3A+tsc%2Ffeeds%2Frss%2FAndreaTse+(TheStreet%3A+Andrea+Tse SW)


NEW YORK (TheStreet) -- Oil prices may be falling, but the industry is gearing up for longer-term growth, offering investors a potentially prime opportunity to profit from the energy sector.  A study of capital budget expectations of more than 400 oil and gas companies published by the Barclays Capital commodities research team showed that global exploration and production spending in the industry will surpass a half a trillion dollars in 2011. Spending should rise 16% to $529 billion this year compared with $458 billion last year. This is a positive sign for oil prices. The report attributes the robust year-over-year increase to large spending increases in both North America, up 16.2%, and outside North America, up 15.5%. In December, Barclays forecast a smaller increase of 11% globally, 7% in North America and 12% outside North America. The bigger budgets alongside higher oil prices and the expectation of rising oil prices are consistent with historical trends, the authors of the report said. "The correlation between exploration and production spending and inflation-adjusted oil prices is significant and we expect a high oil price environment to persist over the next several years driven by ... continued difficulty finding and developing large reserves, increased demand especially in emerging markets and tight spare capacity." "This is setting the stage for further growth in spending in 2012 and beyond, and 2011 is likely to mark the first year of the restarting of multi-year, double-digit growth in global exploration and production spending." Oil and gas companies collectively are basing their 2011 capital spending budgets on an average price of $87 a barrel of West Texas Intermediate (WTI) oil. In early December, their average oil price expectation was $77 a barrel. The Barclays commodities team meanwhile predicts that WTI oil prices will average $106 a barrel for the year, $137 for 2015 and $185 for 2020. Its Brent forecast is $112 for the year, $135 for 2015 and $184 for 2020. Roughly 23% of the companies Barclays spoke with suggest that if oil prices were to average $90 to $100 a barrel this year, they would increase spending, while only 3% said they would decrease spending. About 74% of the respondents said they would not adjust their spending plans for 2011. The vast majority of those surveyed say they expect to increase spending in 2012, with nearly half forecasting expenditure increases of 10% or more, the Barclays analysts said.

Oil prices on the rise all year -- shortages raise the price and consumption will remain high 
Smith 11 (5/14/11, Grant, The Calgary Herald ,“Oil prices to jump in next year”, Lexis SW)

NOTE: Jeffrey Currie is the head of commodity research at Goldman Sachs Group. 

The oil market is "structurally bullish" and prices are likely to be higher in 12 months, according to a senior analyst at Goldman Sachs Group Inc. The market will get into "critical shortages" in 2012, Jeffrey Currie, head of commodity research at the bank, said Friday. "Long-term and medium-term we're still structurally bullish." Brent crude has risen 21 per cent this year and West Texas Intermediate oil, the U.S. benchmark, is up 10 per cent amid concern that unrest in North Africa and the Middle East will disrupt supplies as the global economy recovers. Crude last week had its biggest weekly decline in more than two years as U.S. economic indicators and a strengthening dollar triggered a five-day rout in commodity prices. Volatility in oil prices will begin to stabilize next month as the market gets clearer signs on U.S. growth and the pace of monetary policy tightening in China, Currie said. The commodities market is currently going through "a rough patch" on weakness in macroeconomic data, he said. "Once these fears exhibit some signs of stability you'll be in a clearer position," he said. Oil demand will continue to expand even if the U.S. ends bond-buying efforts to support the economy, known as quantitative easing, or QE, Currie said. "If there is real sustainable growth that was generated off the back of this QE, when you take it away, you may see a slowing in the growth rate, but growth should still be underlying intact," he said Friday at the Platts Crude Oil Markets conference in London. The International Energy Agency Thursday trimmed its 2011 global oil demand forecast for the first time as this year's price rally begins to weigh on consumers. Consumption will expand 1.5 per cent worldwide this year, the agency said in its monthly report. Goldman's Currie said inflation pressures on policymakers in emerging economies will ease in the second half of the year, creating "a more positive environment for risky assets."
Oil Prices will grow- Long term trends
Tse 7/6/11, Former nonferrous metals reporter at American Metal Market (Andrea, The Street, “Oil Prices Headed for $100: Analysts”, http://www.thestreet.com/story/11176131/1/oil-prices-headed-for-100-analysts.html SW)

NEW YORK (TheStreet) -- Oil prices will likely reside at around $100 per barrel in the longer term, dictated by the European sovereign debt situation and demand from the major developing nations, say analysts. "It's going to be a delicate dance between bad economic news out of Europe and how governments will fix those countries, and what demand will look like in major consuming countries like China and India," says Kim M. Pacanovsky, Ph.D., Equity Research Analyst at MLV & Co. The markets will be watching Greece and Portugal very closely, Pacanovsky says. Edward Jones' senior energy and utilities analyst Brian Youngberg believes that oil will continue to receive support from a weak U.S. dollar as the greenback's safe-haven status has been weakened by the questions arising from the debt ceiling situation and the possibility of a credit ratings downgrade. A weaker dollar encourages investors to buy oil, which is largely a U.S. dollar-based commodity. "We're in a low interest rate environment in the U.S. and other parts of the world are likely to raise rates faster," he says. China lifted a key interest rate for a third time in 2011 earlier Wednesday. Youngberg estimates that oil prices could rise above $100 a barrel for later this year. Oil prices slumped on Wednesday amid concerns about slowing economic growth in China, a significant strengthening of the dollar on eurozone fears and ongoing conversations about the impact of the International Energy Agency's decision to release 60 million barrels in strategic reserves. West Texas Intermediate (WTI) light sweet crude oil for August delivery is currently trading at around $96 per barrel. MLV's Pacanovsky ignores speculative swings in oil and instead focuses on longer-term trends in evaluating oil stocks. Right now, she likes Kodiak Oil & Gas(KOG_) because of its big leverage to oil and sizeable position in the Bakken shale, and Magnum Hunter Resources(MHR_), which has a presence in three of the "hottest" shale basins in the United States: the Bakken, Eagle Ford and Marcellus. Youngberg of Edward Jones likes Chevron (CVX_) and Royal Dutch Shell (RDS.A_) for their strong growth outlook and attractive dividend yields of 3% and 4.7%, respectively. He also thinks that Hess Corp.(HES_) is undervalued and operational improvements should help its share price relative to peers. "I'd like to point out that most energy stocks are reflective of oil prices at the $80 range. And so the 2longer-term pay-in at around $100 or higher provides good upside for energy stocks," says Youngberg.

Oil Prices will stay high – the perception of future output is uncertain

The Energy Policy Research Foundation, 11 (3/17/11, “Oil supplies, Gasoline prices, and Jobs in the Gulf of Mexico”, Hearing before Subcommittee on the Energy and Power U.S. House of Representatives Committee on Energy and Commerce, http://www.eprinc.org/pdf/EPRINC-Testimony-March-17-2011.pdf SW)

Ultimately, prices in the world oil market are set by the fundamentals of supply and demand. However, crude oil prices at any given moment reflect a wide range of considerations that go well beyond immediate conditions in the market. Important among these considerations are expectations about future events including world demand, technological advances, availability of skilled workers, availability of supplies, replacement cost of new supplies, technical and political risk, war, terrorism, and government policies. In many cases, the immediate loss in output from any number of unexpected events has much less effect on the world market than the resulting shift in expectations about the ability to expand output over the next 5-10 years.
Low supplies will ensure high prices
Mufson, 7/1/11 (Steven, Washington Post, “The unpredictable forces behind oil prices”, http://www.washingtonpost.com/opinions/the-unpredictable-forces-behind-oil-prices/2011/06/30/AG3e27tH_story.html SW) 

Still, supplies could remain tight because of fast consumption growth in China, where every year it’s increasing by more than half a million barrels a day, and in India. The world has about 3 million to 4 million barrels a day of spare capacity right now, but prices edge up when that cushion shrinks.
Oil Prices will be high- Chinese demand is high and supply can’t keep up

Leonard, 11 (6/9/11, Andrew, Salon,  “Blame China, not Obama, for high gas prices”, http://www.salon.com/news/env/energy/?story=/tech/htww/2011/06/09/blame_china_not_obama_for_high_gas_prices SW)

Bottom line: World oil consumption hit an all-time record high of 87.4 million barrels a day in 2010, driven by a surge in demand from emerging nations, but primarily led by China. China has now overtaken the U.S. as the world's largest energy consumer, with demand for all kinds of energy growing 11.2 percent in 2010. In 2010, Chinese oil consumption grew by 860,000 barrels a day. Since 2000, China's oil consumption has grown an incredible 90 percent. Supply, globally, is not keeping up with demand growth. And barring a major global economic meltdown, that dynamic is not going to change. The rest of the world is going to continue to consume more oil, and finding and developing new sources of oil is going to continue to get more expensive. And Obama can't do a damn thing about it, except to put in place policies that encourage U.S. consumers to consume as little oil as possible.

OPEC production quotas means prices will remain high
Chazan, 6/10/11 (Guy, Wall Street Journal Online,  “OPEC Rift Gives Rise to Doubts, Price Fears”, Proquest SW)

With the next meeting of the group scheduled for December, some analysts fear there is now nothing to prevent a run-up in prices similar to the surge that took crude to $147 a barrel in the summer of 2008--especially, they say, as oil demand is expected to rise sharply in the second half of this year. "There ain't no sheriff in this town, or at least there will not be for at least another six months," said Barclays Capital analyst Paul Horsnell. "OPEC has for the moment been removed as a force for moderating prices on the upside." OPEC has traditionally sought to stabilize markets by adding barrels of production when prices are too high and subtracting them when prices fall. Some analysts said Wednesday's meeting showed the group was failing in this task, undermining its claim to be a guarantor of market stability. "They've showed they are only interested in defending the downside," said David Wech, head of research at JBC Energy in Vienna. Part of OPEC's credibility problem is the fault-line that has opened up between Iran and Saudi Arabia. OPEC historians say the recovery in the group's effectiveness in managing markets in the aftermath of the oil price crash of the late 1990s was largely due to a rapprochement between Riyadh and Tehran. That relationship has now been damaged by the Arab Spring. Gulf countries have accused Iran of stirring unrest in Bahrain and other countries in the region. Iran was in turn angered when Bahrain's Sunni rulers invited a Saudi-led force to support the suppression of protests by the Gulf state's Shiite population. The political upheavals in the Middle East over the past few months were reflected in the makeup of Wednesday's meeting, where the delegation heads of Iran, Iraq, Kuwait, Qatar and Libya were attending their very first OPEC conclave. The new ministers, some under pressure from their political paymasters back home, lacked the experience and negotiating skill of veterans like Mr. Naimi.

prices high – libya warrant
Destruction of Libyan oil output increased prices

Cala, 11 (2/23/11, Andres, The Christian Science Monitor, “Europe rethinks dependence on Libyan oil”, Infotrac Newsstand SW)

Unrest in Libya continues to wreak havoc on world oil markets, with prices soaring and European nations weighing how to offset disruptions in gas and crude imports from the North African country. As much as a quarter of Libya's oil production is now offline, along with all gas exports, according to reports. Most analysts expect interruptions to increase, especially with Muammar Qaddafi's threat to blow up energy pipelines. While analysts agree that global oil and gas supplies are hardly at risk, as Libya accounts for only 2 percent of world oil output, countries like Italy, France, and Spain relied on Libya in 2010 for as much as 22 percent, 16 percent, and 13 percent of total crude consumption, respectively - a supply not easily replaced on short notice. Europe receives over 85 percent of Libya's crude exports.
Oil prices will steadily rise in the next years- the effects of Libya will be prolonged

Das, 11 (3/24/11, Soma, Reuters, “Barclays raises 2011 oil price forecasts”, ed by Lisa Shumaker, http://www.reuters.com/article/2011/03/24/us-oil-forecast-barclays-idUSTRE72N7LT20110324 SW)

Note: This cites Barclays forecasts 

(Reuters) - Barclays Capital BARCBC.UL raised its 2011 oil price forecasts on Thursday to reflect the cumulative effect of the fundamental and geopolitical developments in 2011 and importance of events over the past 10 days in particular, the company said in a note to clients. The investment banking arm of Barclays (BARC.L), raised its 2011 average oil price forecasts to $112 for Brent and to $106 for WTI, both up from $91. "We expect a sharp compression in the WTI-Brent spread as the year progresses, with the spread remaining prone to dislocation but normally tending toward a small WTI premium," Barclays said. "We believe that the impact of the Libyan situation for the oil market is likely to become prolonged, regardless of the military outcome." it added. The 2012 forecasts were unchanged at $105 for both WTI and Brent as they already contained an allowance for an injection of a large degree of geopolitical movements, particularly in Iraq and Iran. The 2015 forecasts of $137 WTI and $135 Brent also remained unchanged. The brokerage also introduced a 2020 forecast of $185 for WTI and $184 for Brent.

a2: increasing output
OPEC can’t substantially increase oil output and even if they do it backfires

Krauss, 6/7/11 national business correspondent for New York Times (Clifford, The International Herald Tribune, “More oil may not lower prices;  OPEC can open spigots, but demand is rising as revolts hurt production”, Lexis, SW)

But OPEC's ability to meet the growing demand appears to be limited. Libya's 1.3 million barrels of daily oil exports appear to be lost for as long as the civil war grinds on. Production in Venezuela has been diminishing for years. And the United Arab Emirates and Kuwait have already increased production so much that they have limited spare capacity left. That leaves Saudi Arabia's estimated spare capacity of 2.5 million to 3 million barrels a day as the sole significant source for increased OPEC production. Much of that oil, however, would be less-desirable heavy crude that many refineries cannot easily handle. ''OPEC has limited options,'' said David L. Goldwyn, until recently the U.S. State Department's coordinator for international energy affairs. ''The more Saudi Arabia increases production, the less reserved spare capacity exists. Less available spare capacity also makes markets nervous and can defeat the benefits of a production increase.'' Oil prices have eased in recent weeks amid more signs of global economic weakness and relative calm in Saudi Arabia, Algeria and other important producers. But the region is far from stable. Unrest in the Gulf kingdom of Bahrain has sharpened sectarian divisions in Iraq, and Iraqi oil installations have experienced attacks in recent months. Syria's 150,000 barrels a day of oil exports are in jeopardy because of spreading violence. Yemen's 260,000 barrels a day of production has been virtually halted because of strikes and pipeline bombings. A complete breakdown of order will make it more likely that the country could serve as a base for terrorist attacks on oil facilities in neighboring Saudi Arabia or on the nearby Bab el Mandeb shipping lane, through which an estimated 3.7 million barrels a day of oil passes, according to Middle East experts. 'Yemen is a wild card,'' said Helima L. Croft, senior geopolitical strategist at Barclays Capital. ''It could be the failed state in the middle of the Gulf, and it threatens the stability of the largest oil producer, Saudi Arabia.''

Oil price increase was blocked by other OPEC members- There is a fundament rift that prevents agreement

Chazan, 6/10/11 (Guy, Wall Street Journal Online,  “OPEC Rift Gives Rise to Doubts, Price Fears”, Proquest SW)

OPEC faces mounting questions about its credibility and relevance after Wednesday's group meeting broke up in disarray with no decision on raising production--despite widespread fears that higher crude prices were endangering the world economy. The meeting, the first since the start of the Middle East pro-democracy movements known as the Arab Spring, exposed deep divisions between members of the Organization of Petroleum Exporting Countries that some say can't now be healed. All eyes are on Saudi Arabia, which has said it would move unilaterally to increase output. That statement--from the only OPEC member able to add significant barrels of production--only underscored doubts about the cartel's relevance. Perhaps the only thing that could force the 12 cartel members to overcome their differences and act would be a new big oil-price shock. "Maybe we need to see oil at either $50 or $150 a barrel for them to figure out that they've got to get to grips with the situation," said Adam Sieminski, chief energy economist at Deutsche Bank. "There's a saying about OPEC, that it's like a tea bag--it only works in hot water." The conclave in Vienna, described by Saudi Arabian oil minister Ali Naimi as "one of the worst meetings we've ever had," was the first since war in Libya knocked out most of that country's oil production. Largely as a result of the Libyan shortfall, OPEC basket prices have averaged $106 a barrel this year, $29 more than the 2010 average, and consumer concerns about high gasoline prices are growing. Many were hoping OPEC would seek to calm markets by replacing the lost Libyan output. But Gulf states led by Saudi Arabia, which had been pushing a 1.5 million barrels-a-day production increase, were blocked by Iran, Venezuela and others who feared that would lead to a collapse in oil prices.
Saudi Arabia reconsidered increasing output – we have recent evidence 

Clanton, 6/25/11 (Brett, The Houston Chronicle,  “Oil holds its ground in U.S.; But prices slip overseas in wake of announcement on crude release; CRUDE: A backdoor tax cut?;” Lexis SW)

But lower prices are likely to be temporary, especially if tensions continue to rise in the Middle East, experts said. "After a month, once we've released all this oil, we're back to square one if things aren't squaring out in Libya, Syria and Yemen," said Ken Medlock, a fellow in energy studies at Rice University's Baker Institute. In the U.S. Friday, West Texas Intermediate crude rose 14 cents to settle at $91.16 a barrel, after dropping almost 5 percent the day before to hit a four-month low. London-traded Brent crude, after sliding 6.1 percent to $107.26 a barrel on Thursday, dropped another $2.14 Friday to settle at $105.12. On Thursday the International Energy Agency, a coalition of oil-importing nations, announced plans to release 60 million barrels of crude from emergency stockpiles over the next month, half of which will come from the U.S. Strategic Petroleum Reserve. The Obama administration insisted the move was necessary to cover 1.5 million barrels per day of oil production losses in war-torn Libya and to help stabilize energy prices as the global economy struggles to recover. Even some critics of the plan acknowledged Friday that it will achieve the goal of cutting prices, if only briefly. "It's going to have a short-term impact, but ultimately the market will absorb it, and we'll go back to the equilibrium established by the global marketplace," said Jack Gerard, president of the American Petroleum Institute, an industry trade group in Washington that argues for more domestic drilling as the long-range key to price stability. The institute projected Friday that the U.S. has lost 57.9 million barrels of oil production in the year since the deadly Gulf of Mexico oil spill prompted a slowdown in government permitting of Gulf exploration. Analysts with Barclays Capital predicted that oil supplies could tighten again by late this year, arguing that the influx of government oil will lead Saudi Arabia to reduce output it had pledged to cover the Libyan shortfalls. That could send crude prices higher into next year, they said. Administration officials declined to say specifically whether Saudi Arabia had committed not to drop its production to offset the 60-million-barrel injection from IEA countries. But they signaled that the issue had come up. "We have been coordinating very closely for several months now," a senior administration official said. "That has been part of the dialogue we've had with them." Questions abound Meanwhile, others continued to question the motives of President Barack Obama's administration in authorizing the emergency draw on the Strategic Petroleum Reserve. Oil prices were already falling and Libyan oil production has been off line for four months. Deutsche Bank analysts called it an "aggressive move by the White House on gasoline prices in an election year." Daniel Yergin, head of IHS-Cambridge Energy Research Associates, and colleague James Burkhard, said the move amounted to a backdoor attempt to boost the economy by providing a "tax cut" for consumers, in the form of lower energy prices. "This confluence - the ongoing Libyan disruption and economic worries - were the key drivers behind the unprecedented use of strategic reserves as an economic stimulus," Yergin and Burkhard said in a report Friday. Says it does the job But Rice's Medlock disagreed with that conclusion, saying the government oil supplies will serve an important function. "In the grand scheme of things, it's not a massive amount of oil. But it is enough to offset what we're seeing in terms of lost production from Libya, Syria and Yemen," he said. The U.S. has authorized withdrawals from the Strategic Petroleum Reserve in response to supply disruptions just two other times, at the onset of the first Gulf War in 1990 and 15 years later, after Hurricane Katrina forced most oil production to a halt in the Gulf of Mexico. In both cases, following the draws, oil prices were down at the one-week, one-month and three-month markers, analysts with Houston investment bank Tudor, Pickering, Holt & Co. said in a morning note to investors Friday. But they noted that prices could respond differently this time, since those draws happened immediately after the events and Libyan production has been offline for several months.
a2: decreased demand
Oil demand increasing REGARDLESS of prices- developing economies, decline in US supplies
Herron 11 (5/11/11, James, FWN Financial News, “DJ UPDATE: OPEC: Balance In Oil Supply, Demand To Stabilize Prices”, General OneFile SW) 

A good balance between oil supply and demand backed up by adequate inventories and spare production capacity show that last week's big drop in oil prices was "inevitable" and "in line with short-term market fundamentals," the Organization of Petroleum Exporting Countries said Wednesday in its monthly report. Although benchmark oil price Brent crude remains above $115 a barrel, the exporters' group stepped back from suggestions made last month that high oil prices were hurting global demand. Stronger demand growth in emerging economies may now offset any reduction caused elsewhere by higher prices, it said. The report appears to validate March's surprise cut in production from OPEC's key member, Saudi Arabia, and recent statements from other member-country officials that a production increase won't be discussed at their June meeting. It also contains pointed criticism of the U.S. Energy Information Administration over the accuracy of its oil demand data. Late last month the EIA made a sharp downward revision in U.S. oil demand for February, slashing its estimate of demand growth by 600,000 barrels a day. "This exaggeration in the oil demand assessment puts extensive pressure on producers, leading to an unstable market," OPEC said. OPEC increased its forecast for 2011 demand growth by 20,000 barrels a day to 1.41 million barrels a day. It said the continuing negative effects of the Japanese earthquake and uncertainty about the strength of the U.S. economic recovery threaten demand, but, "China's economy is roaring ahead of all expectations," so risks are broadly balanced. OPEC said the current balance between supply and demand, "should be sufficient to support market stability." However, data in the report also pointed to the need for future action from the group as seasonal factors are seen pushing demand much higher than its current level from July. The world's need for OPEC crude will rise by 2 million barrels a day in the third quarter, compared with the second, to 30.87 million barrels a day, the report said. U.S. commercial oil inventories also continued their three-month decline, falling by 1.3 million barrels a day in April mainly due to a fall in stocks of refined oil products, the report said. They remain 1% above their five-year average. OPEC reiterated that it stands ready to meet the world's future crude oil needs.
a2: high prices decrease demand

Demand for oil won’t decrease with high prices in the short-term
Gholz and Press, 07 * Associate professor at the LBJ School of Public Affairs at the University of Texas at Austin, AND ** Associate professor of government at Dartmouth College and coordinator of War and Peace Studies at the John Sloan Dickey Center for International Understanding  (Eugene and Daryl G., CATO Policy Analysis, “Energy Alarmism The Myths That Make Americans Worry about Oil”, No. 589,  http://www.cato.org/pubs/pas/pa-589.pdf SW)

Note: Tables removed
Oil prices do not merely affect oil supply; they also play a key role in determining global demand. In the short term, demand does not change much in response to price fluctuations. People need to drive to work and heat their houses even if oil prices soar, so they tend to cut expenses elsewhere rather than go without oil. But higher prices still reduce long-term demand: as prices increase, companies spend money on more efficient equipment and production processes, and individuals buy more efficient cars and improve the insulation in their houses. Finally, high prices spur invest- ment in equipment that uses nonpetroleum energy sources, reducing the demand for oil. Although rising prices generally dampen demand, in the short term climbing prices may actually spark additional demand. If the factors pushing up prices seem likely to continue, then consumers, brokers, and producers may decide to fill their inventories so that they can profit from the even higher price they expect in the future. Such speculation is the principal mechanism at work when fears of war or political instability drive up oil prices.5 But this dynamic occurs only in the short term: eventually inventories become full or the price rises sufficiently that specu- lators start to sell their inventories. Demand returns to a level commensurate with actual consumption, and the price is temporarily depressed because the market draws supply both from ongoing extraction and from the excess inventory. Day-to-day prices may bounce around quite a bit as consumption, extraction, and inventory strategies adjust, but that volatility is centered on a price level determined by “real” supply and demand.6

a2: oil shale

US Domestic Oil Shale is 6 years off, and producing a million barrels is 20 years off

RAND, no date (“Gauging the Prospects of a U. S. Oil Shale Industry”, http://www.rand.org/pubs/research_briefs/RB9143/index1.html SW) 

A design base for a full-scale commercial surface retorting plant or an in-situ operation is at least six years away. Assuming the private sector decides to invest in oil shale development and production, we expect that an oil shale industry capable of producing more than a million barrels per day is at least 20 years off.

a2: tar sands

Tar sands are a drop in the bucket- prices will stay high

Hahn and Passell, 11 *founder of the AEI Center for Regulatory and Market Studies  AND ** editor of The Milken Institute Review, the Institute's economic quarterly (6/9/11, Robert and Peter, Forbes Blog, “Extract Baby, Extract! There’s No Stopping Canadian Tar Sands Oil”, http://blogs.forbes.com/econmatters/2011/06/09/extract-baby-extract-theres-no-stopping-canadian-tar-sands-oil/ SW)

We do have a direct stake in one aspect of the controversy, though: the impact of tar sands development on U.S. energy security or, more precisely, its impact on the global oil market. Extracting an extra million barrels of oil from Canadian tar sands wouldn’t reduce the volatility of oil prices very much in a world that now consumes 90 million barrels a day. But unlike the Persian Gulf, Nigeria, Venezuela or even Mexico, Canada is plainly a very reliable supplier of fuel. So increasing Canada’s share of global output modestly would (equally modestly) increase the stability of the global market for liquid fuels.

Tar Sands can’t reduce oil prices- Production is minimal and can’t compete with OPEC 
Stockman, 10 coordinator of the Remember Saro-Wiwa campaign (5/6/2010, Lorne, Corporate Ethics International,  “Tar Sands Oil Means High Gas Prices”, http://switchboard.nrdc.org/blogs/sclefkowitz/media/Report_Tar%20Sands%20Means%20Higher%20Oil%20Prices%20050610.pdf SW) 
Some argue that with other oil sources declining tar sands production may have a cooling effect on oil prices. The reality is the effect on prices is negligible. The ability to control oil prices is in the hands of those who have spare production capacity or the ability to add spare capacity relatively quickly. Neither exists in the Canadian tar sands industry. Nor is it ever likely to. During 2003-2008, which were considered boom years for the tar sands industry, tar sands companies invested $50 billion to bring on a mere 350,000 b/d of production capacity.xv In roughly the same period global oil demand rose by 8 million b/d, while on average oil prices tripled. Canada’s ability to maintain any spare capacity is restricted by the high capital intensity of tar sands production, the long lead-in time to bring on new capacity and the fact that the industry is run by the private sector. No independent oil company is going to idle capacity given the level of investment required to create it. In March 2010, OPEC reported over 6 million b/d of spare production capacity among its members, around 4mb/d of which is in Saudi Arabia.xvi Depending on your point of view, it is the withholding of this production capacity that is maintaining oil prices at today’s high levels or its existence as spare capacity that is preventing prices spiraling out of control. Whichever way you perceive it the existence of tar sands production merely assists OPEC in maintaining its position. Canada produces more and OPEC produces less in order to maintain prices. In fact the IEA has predicted that whether tar sands production grows or not, OPEC’s domination of global oil production and exports will grow. In its 2009 Reference Scenario, OPEC’s market share is estimated to rise from 44% in 2008 to 52% in 2030. This is despite tar sands production potentially reaching 3.9mb/d as non-OPEC conventional oil production is in terminal decline. Even with this aggressive growth scenario for tar sands, this represents 18% growth in OPEC’s share of the global oil market.xvii So OPEC’s ability to control oil prices is unlikely to diminish whether tar sands production grows or not. Conclusion The Keystone XL pipeline will not help to lower gasoline prices in the USA because the tar sands oil it will deliver relies on a high oil price to be brought into production. Tar sands producers require oil prices that will translate into $4 gasoline in order to fill the Keystone XL pipeline. The excess pipeline capacity created by XL will raise the cost of tar sands production further. Tar sands oil does not exert significant downward pressure on global oil prices and if anything enables OPEC to maintain its grip on the market. Tar sands production is a symptom of high oil prices and not a basis for lower prices.

Tar sands too expensive- Can’t raise output

Stockman, 10 coordinator of the Remember Saro-Wiwa campaign (5/6/2010, Lorne, Corporate Ethics International,  “Tar Sands Oil Means High Gas Prices”, http://switchboard.nrdc.org/blogs/sclefkowitz/media/Report_Tar%20Sands%20Means%20Higher%20Oil%20Prices%20050610.pdf SW) 

Tar sands oil production is the most expensive oil production in the world today and has been labeled the ‘marginal barrel’ by the International Energy Agency. i In April 2010 Marvin Odum, Shell’s head of tar sands, announced that the company would not go ahead with any new tar sands projects in the next five years and perhaps longer because of the expense of doing so. He said that, ‘the oil sands have become one of the most costly places on earth to pursue oil projects’.ii Referring to the company’s recent $14 billion expansion of its tar sands mining project he said that it represented, ‘some of the most expensive production that we have.’iii He stated that the 100,000 barrel a day (b/d) project will require minimum oil prices of $70-75 to turn a profit. Further, construction costs in Alberta are only going up. The rush to develop tar sands projects and the huge requirements for labor, cement, steel, engineering equipment and other resources mean that everything from rigs to housing are at a premium in the tar sands regions. A recent decline in costs spurred by the recession is already being reversed.iv In November 2009, one of Canada’s respected energy think tanks, the Canadian Energy Research Institute (CERI) produced its 2009 to 2043 forecast for the tar sands industry.v In this 35 year timeline it expects oil prices to rise to around $200/bbl stimulating growth in tar sands production of between 5 and 6 million b/d by the 2030s to 2040s. It calculates that the oil price required to facilitate this level of production ranges from $119 to $134/bbl. The last time oil prices were at this level, in mid-2008, U.S. gasoline prices averaged $3.96 per gallon.vi The tar sands industry is clearly betting on high oil prices in order produce much of the as yet undeveloped resource. However, there is a raft of economic analysis including that from the IEAvii and othersviii that shows that high oil prices hinder economic growth and are therefore unsustainable. CERI and the tar sands industry are counting on a situation that would be devastating for the U.S. economy. If oil prices ever did reach $200/bbl, gasoline prices would probably be above $7 per gallon. Tar sands production is expensive primarily because it is bitumen, a solid or semi-solid form of degraded oil. Extracting and processing it requires more complex procedures than most conventional oil production. These processes require extensive specialized infrastructure leading to huge capital investment costs and high operating costs. Compare for example the estimated cost of developing a heavy oil field in Saudi Arabia with Shell’s recent tar sands mining expansion. The Manifa Field in Saudi Arabia is estimated to cost $15.75 billion to develop and as such is one of the most expensive developments in the country. It is slated to produce 900,000 b/d of oil as well as significant quantities of natural gas and condensate.ix In contrast, Shell’s Athabasca Oil Sands Project (AOSP) expansion cost $14 billion but only added 100,000 b/d of crude oil capacity.

Keystone XL Pipeline can’t solve- Shipping tolls 

Stockman, 10 coordinator of the Remember Saro-Wiwa campaign (5/6/2010, Lorne, Corporate Ethics International,  “Tar Sands Oil Means High Gas Prices”, http://switchboard.nrdc.org/blogs/sclefkowitz/media/Report_Tar%20Sands%20Means%20Higher%20Oil%20Prices%20050610.pdf SW) 
With the recent completion of both the Keystone and Clipper pipelines, substantial excess pipeline capacity has already been created between Alberta and the U.S. Mid- west.x These two pipelines alone have the potential to be expanded to 1.39 million b/d, more than total tar sands production in 2009.xi The excess capacity has already led to a 33% hike in shipping tolls between Alberta and the Mid-west.xii Should Keystone XL be built, excess capacity would rise further. Current estimates suggest that with XL added to the system, spare capacity in pipelines from Alberta to the U.S. will be at 41%.xiii This could result in a tripling of tolls for moving crude oil from Canada to the U.S.xiv The increase in tolls is likely to be passed onto the consumer adding to the already high costs of increasing dependence on tar sands oil.
a2: domestic drilling

Delay to get contracts will collapse offshore drilling 

Casselman and Gilbert, 11 (1/3/11, Ben and Daniel, WSJ, “Drilling Is Stalled Even After Ban Is Lifted”, 

http://online.wsj.com/article/SB10001424052970204204004576050451696859780.html?ru=yahoo&mod=yahoo_hs SW) 

More than two months after the Obama administration lifted its ban on drilling in the deep-water Gulf of Mexico, oil companies are still waiting for approval to drill the first new oil well there. Experts now expect the wait to continue until the second half of 2011, and perhaps into 2012. The administration says it is simply trying to enforce new safety rules adopted in the wake of the April 20 explosion of the Deepwater Horizon drilling rig, which killed 11 workers and set off the worst offshore oil spill in U.S. history. Environmental groups say the administration is right to take its time because the Gulf disaster exposed the risks of offshore drilling. But the delay is hurting big oil companies such as Chevron Corp. and Royal Dutch Shell PLC, which have billions of dollars in investments tied up in Gulf projects that are on hold and are paying hundreds of thousands of dollars a day for rigs that aren't allowed to drill. Smaller operators such as ATP Oil & Gas Corp., which have less flexibility to focus on projects in other regions, have been even harder hit. The impact of the delays goes beyond the oil industry. The Gulf coast economy has been hit hard by the slowdown in drilling activity, especially because the oil spill also hurt the region's fishing and tourism industries. The Obama administration in September estimated that 8,000 to 12,000 workers could lose their jobs temporarily as a result of the moratorium; some independent estimates have been much higher. The slowdown also has long-term implications for U.S. oil production. The Energy Information Administration, the research arm of the Department of Energy, last month predicted that domestic offshore oil production will fall 13% this year from 2010 due to the moratorium and the slow return to drilling; a year ago, the agency predicted offshore production would rise 6% in 2011. The difference: a loss of about 220,000 barrels of oil a day. Drilling in waters of less than 500 feet also has been snared by the government's increased scrutiny. Regulators requested modifications to 101 shallow-water drilling plans in 2010, compared with 59 such requests in 2009 and just 31 in 2008. Rig operators say drilling permits once approved in a matter of weeks have taken up to five months to process as the government introduced new rules. The lengthy delays in reviewing new permits have caught the industry off guard. When the Obama administration lifted its ban on deep-water drilling on Oct. 12, many experts had expected a few permits to be issued before the end of 2010, followed by a gradual ramp-up of activity this year. Among the new rules: Companies must hire outside engineers to certify key well-safety equipment and subject the gear to more rigorous tests. They require more worker training, more documentation and detailed plans of how they would respond to a worst-case well blowout.  Environmentalists say the Deepwater Horizon disaster proved reviews needed to be more thorough. "The process can work efficiently. Maybe not as quickly as it did before, but that's understandable," said Elgie Holstein, a staff expert at the Environmental Defense Fund. But with no deep-water permits yet issued and companies still struggling to comply with new, tougher safety rules, experts say it could be 2012 before drilling approaches pre-disaster levels. Even when it does, projects that were once approved in weeks will likely take months to get past increased regulatory scrutiny. "There was a sense that we would start to see deep-water permits approved by year end," said Arun Jayaram, an energy analyst with Credit Suisse in New York. Mr. Jayaram said he now doesn't expect much deep-water drilling at all this year. Some companies are shifting investments out of the Gulf. BP PLC recently said it would move a brand-new rig that was meant to work in the Gulf, Pride International Inc.'s Deep Ocean Ascension, to Libya. Marathon Oil Corp. has tried to cancel a contract for a newly built Gulf rig owned by Noble Corp. Noble declined to comment, but last month it said it would "vigorously defend its rights under the drilling contract." Erik Milito, a senior official at the American Petroleum Institute, the oil industry's main lobbying group, said more rigs will leave soon if drilling isn't allowed to resume. "They're doing everything they can to keep the contracted rigs in the Gulf," said Mr. Milito. "But they're idle, they're not able to do the work they intended to be out there doing, and that can only go on so long."

Small oil companies will be squeezed out
Casselman and Gilbert, 11 (1/3/11, Ben and Daniel, WSJ, “Drilling Is Stalled Even After Ban Is Lifted”, 

http://online.wsj.com/article/SB10001424052970204204004576050451696859780.html?ru=yahoo&mod=yahoo_hs SW) 

Smaller oil companies, however, are less able to wait out the slowdown. ATP Oil & Gas, one of the smallest deep-water operators in the Gulf, has seen its share price fall 27% since the Deepwater Horizon exploded, a sign investors are concerned about lost revenue from its delayed wells. ATP's chairman, Paul Bulmahn, has said the company is now looking for projects in other countries. In a letter to President Barack Obama last month, Mr. Bulmahn pleaded for a drilling permit.

a2: open wants lower prices now

OPEC and Saudi Arabia still wants high prices, just ones low enough to keep them competitive
Mufson, 7/1/11 (Steven, Washington Post, “The unpredictable forces behind oil prices”, http://www.washingtonpost.com/opinions/the-unpredictable-forces-behind-oil-prices/2011/06/30/AG3e27tH_story.html SW) 

The Organization of the Petroleum Exporting Countries is devoted to the idea of managing — or manipulating — oil markets.  Though Saudi Oil Minister Ali al-Naimi emerged from the cartel’s cantankerous June meeting and declared it the worst one ever, when it comes to oil prices, OPEC is having its best year ever. So far this year, the price for a basket of different OPEC crude oils has averaged $106 a barrel, 38 percent higher than last year and higher so far than the previous record in 2008. OPEC’s “hawks,” led by Iran and Venezuela, want higher prices. OPEC’s “doves,” led by Saudi Arabia, want prices just high enough to keep consumers on the hook without driving them to alternatives.
a2: canada will lower prices

Canada doesn’t want to cheapen oil prices
Brady, 11 (2/14/11, Jeff, NPR, “Why Is Gas Cheaper In Midwest?  Thank Canada”, http://www.npr.org/2011/02/14/133698850/why-is-gas-cheaper-in-middle-u-s-thank-canada?ft=1&f=3 SW)

What's been a boon for some U.S. drivers is considered a problem by Canadian oil companies. They don't like selling their oil at a discount. So the firm TransCanada has proposed a new pipeline that would make it easier to relieve that bottleneck in Oklahoma and get oil down to the Gulf Coast, where it would fetch higher prices. "We, as a company, submitted our application for this proposed pipeline back in 2008 to the U.S. Department of State," says Terry Cunha, a TransCanada spokesman. "And we're continuing to wait for a decision."

a2: alternative energy now

Prices won’t drive people to alternatives- habits are hard to break

Mufson, 7/1/11 (Steven, Washington Post, “The unpredictable forces behind oil prices”, http://www.washingtonpost.com/opinions/the-unpredictable-forces-behind-oil-prices/2011/06/30/AG3e27tH_story.html SW) 

Then there’s the demand side, where needs and habits are so ingrained that we don’t respond quickly to rising prices. Buying oil isn’t like buying fruit: If an apple costs too much, buy an orange. If your gas costs too much, there isn’t much choice for most Americans who need to get to work. As a result, a relatively small percentage change in world supplies can upend the whole balance — and price.
Current alternatives aren’t replacing oil
Sud ‘8 — retired vice president of C-I-L Inc., a former investment strategies analyst and international relations manager. A graduate of Punjab University and the University of Missouri (Hari, Dec 5, 2008, “High oil prices may boost nuclear power” http://www.upiasia.com/Economics/2008/12/05/high_oil_prices_may_boost_nuclear_power/2990/)

Toronto, ON, Canada, — Oil, priced at US$147 a barrel three months ago, was predicted to hit US$200 a barrel, strengthening calls for alternative energy sources. Current oil prices, hovering at US$50 a barrel, have mostly muted the resistance to oil in the United States for the time being. However, the lower prices are only temporary, and US$100 a barrel is likely to end up being the norm. In comparison, nuclear energy is cheaper. Organizations like Greenpeace are not as vociferous in their opposition to nuclear power as they previously were. This is probably due to the fact that future energy demands can largely be met with nuclear power, while alternate renewable sources like solar and wind energy can only supplement nuclear, coal and hydroelectric sources.

***LINKS

1nc link

A decrease in consumer demand for oil via alternative energy causes a drop in oil prices – empirics prove

Stevenson 8 (Andy, Switchboard, Natural Resources Defense Council Staff Blog“What Does the American Consumer Say About the Fall in Oil Prices? You're Welcome!” Aug 27, http://switchboard.nrdc.org/blogs/astevenson/what_does_the_american_consume.html kdej)
Oil prices hit an all-time high of $147/barrel in July. Up until this time, global oil supply had failed to keep up with rising global demand, allowing speculators to push oil prices higher and higher without penalty. That was their thinking anyway, before the American consumer spoiled the party. Now oil is at $113/barrel and the markets are still wondering what happened. Since we are by far the largest buyer of oil in the global marketplace, it shouldn’t have come as a complete surprise to energy traders that a change in our behavior could have a meaningful impact on oil prices. Yet the fact that the US had reduced oil consumption by 860,000 barrels a day during the first half of this year did not seem to get much attention from the markets. It didn’t actually matter much as global demand, lead by China, continued to grow at a pace of 1.2mln barrels a day, leaving oil production in deficit. This all changed in July of course when new Saudi Arabian crude came on line and the US’s hard won reduction in demand finally tipped the scale in favor of supply. In fact, as can be seen in the table below, without the US consumers’ efforts to reduce oil consumption, the world would still be in a supply/demand imbalance. An imbalance that would have allowed speculators to continue to push oil prices higher and higher. Moreover, as vehicle sales data continues to point out, a structural change in the US vehicle fleet is taking place that should provide additional demand side reductions coming out of the US over the next several years. While it might seem strange that the US has been the main driver of reduced oil demand over the past few months, it should be noted that the US consumer is far more exposed to higher gas prices than consumers in other countries. As can be seen in the graph below, lower fuel taxes and a weakening dollar have made higher oil prices far more painful at the pump for Americans than Europeans over the past several years. Indeed as Americans, it should be rewarding to know that we as consumers can actually influence global oil prices directly by changing our behavior. This demand-side response is far superior, for example, to the potential supply side impacts of drilling, which would have no impact on prices for the next decade and then only offer marginal relief thereafter. This ability of the US to influence oil prices from the demand side, even with China showing little sign of slowing their demand for oil, must be remembered by those scrambling to develop an effective policy response. 

backstopping links
New alternative energy investments will undermine Saudi resolve to cut production and cause them to accept a price crash 

Energy Tech Stocks, 08. ( “Petro-politics Expert Marcel: Saudis Have Oil But Not Enough; OPEC May Flood Market To Hurt New Techs,” 1/27/2008, http://energytechstocks.com.previewmysite.com/wp/?cat=15&paged=2. 

Saudi Arabia still has a lot of oil; nevertheless, the world doesn’t have enough to meet forecasted demand of roughly 115 million barrels a day by 2030, a more than 30% increase over today’s 87 million barrel daily consumption. Shorter term, should OPEC members feel threatened by new alternative energy technologies, they very well may flood the market, temporarily driving crude prices down in order to make the new technologies appear financially unattractive. That’s the analysis of Valerie Marcel, a Dubai-based petro-politics expert and the author of “Oil Titans: National Oil Companies in the Middle East.” During a lengthy conversation, Marcel, who is an associate fellow at UK-based Chatham House, one of Europe’s leading foreign policy think-tanks, told EnergyTechStocks.com that she wasn’t optimistic that oil shortages can be avoided, despite growing recognition of the problem in major oil-consuming nations. Marcel further said that the Saudi national oil company – Saudi Aramco – appears worried about fuel cell vehicles and other attempts by the world to wean itself off oil, and that should it and other OPEC members feel threatened, they would “play hardball,” flooding the market in an attempt to derail the new technologies. Marcel said that after 36 separate interviews with oil company officials, she believes Saudi Arabia probably has about 75 years of reserves remaining at current production rates, and that the Kingdom is capable of raising daily production from around nine million barrels a day currently to a sustained 12.5 million per day, which is its plan. At the same time, Marcel said she understands why, given the Kingdom’s self-imposed secrecy surrounding its oil industry, the world keeps asking, “Why should we trust them?

Alternative energy investment causes OPEC to flood the market

Goodstein, 07. (David, PhD, Vice Provost and Professor of Physics and Applied Physics at Caltech. “OPEC Accepts No 

Substitute,” December 2007, Nature Physics 3.11, Ebsco. )

For decades, it has been the explicit policy of OPEC to keep the price of oil within certain limits: not too low, of course, to preserve revenue; but also not too high, because that would encourage investment in alternative fuels. The implicit threat is this: if you put money into developing an alternative to oil, we will open the spigot, flood the market with cheap oil and wipe out your investment. In other words, the war with Iraq may also have been about preventing investment in alternative fuels.

Investment in alternative energy causes OPEC to flood the market

Kole 07. (William , Associated Press Writer. “Despite rising prices, OPEC appears to be in no rush to raise its output targets,” 9/8/2007, NWI Times, http://nwitimes.com/articles/2007/09/08/business/business/doc7e79bb33cb7ec6f28625734f00723bfd.txt. )

If you remember what happened in the 1970's (look it up if you don't) you will find the biggest fear OPEC has. It is that oil prices will go up and stay high long enough to fuel investment into conservation and alternative energy sources to the point that a critical mass is reached and the need for their oil is greatly diminished or replaced by other energy sources they don't control. That's exactly what started happening in the 1970's and it took OPEC opening up the tap to make oil cheap again over a decade to reverse the trends. The result was that interest in conservation and alternative energy waned and investments dried up in the face of cheap oil again. We are once again nearing that point and you can expect to see OPEC flood the market again if they see us getting serious with conservation and alternative energy sources that compete with, or worse yet, actually replace demand for their oil. OPEC walks the fine line between price and demand and wants to keep us hooked up to their oil like a bunch of junkies on drugs while making as much money as possible.

That crushes all other producers.

Mohamedi, 03. (Fareed , Chief economist at PFC Energy. “Add Added In the Wake of War: Geo–strategy, Terrorism, Oil and 

Domestic Politics,” Spring 2003,  Middle East Policy, 10.1, Ebsco. )

A more aggressive strategy - and actually a better strategy for the Saudis in many ways over the longer term and for OPEC - would be to crash oil prices and not agree to accommodate Iraq. To do what they did in '99 and inadvertently discovered had some advantages: push the burden onto non-OPEC producers - the high-cost producers - and over time induce a decline in non-OPEC production, and then come back and take that share of demand for themselves. That would require a fairly low oil price, $14-$15 a barrel. You may ask, how can the oil producers' economies take that? They can barely take it at $30 a barrel. If you look at the macroeconomic situation in some of the Gulf countries - Saudi Arabia and Iran, even Algeria - they have accumulated a lot of assets and paid down a lot of their debt. Financially, they're doing a lot better than they were just a few years ago. To a certain extent, they have the war chest to do this if they have the will and the guts. In sharp contrast, this would be disastrous for Indonesia, Russia, Venezuela and Nigeria. None of these countries can take that type of low oil price for a period of 18 months to two years.

Saudi perception of demand reduction will trigger a price drop. 

Meyer and Swartz, 08. (Gregory and Spencer, Adjunct Professor at the University of Phoenix and Staff Writer for the Wall Street Journal. “ENERGY MATTERS: Saudi Fears Of High Oil Prices Fade With Demand,” 5/5/2008, http://www.cattlenetwork.com/Content.asp?contentid=218898. )

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. Within oil industry circles in places like Houston, the Saudi power has also carried a somewhat ominous connotation. Faced with growing production from the U.K., Mexico and other non-OPEC countries in the mid1980s, Saudi Arabia flooded the market in an effort to drive out high-cost production and reassert its dominant market share. The 1986 oil price crash ushered in more than 15 years of mostly-lower crude prices, instilling a memory of economic hardship on the western oil industry that continues to be reflected in Big Oil's caution during these heady times. The shift to lower petroleum prices also impeded the development of renewable energy for about two decades. In his book, The Prize, Daniel Yergin compared the Saudi tactic in the 1980s to power plays by John Rockefeller and other heavyweights in the history of oil who have used a "good sweating" to drive out competitors. "No one is worrying about over-supply," Yergin said in an interview. Instead, the market is preoccupied with meeting growth in China, India and other fast-developing economies. "What (the Saudis) have discovered is that the tolerance level in consumers is higher than they thought," said Thomas Lippman, an adjunct scholar at the Middle East Institute, a Washington research institute. Given the specter of higher demand in Asia and the increased cost of bringing on new oil production, many analysts believe the long-term price of oil is in the $45-$60 a barrel range. Recent comments by Naimi suggest the Saudi official sees an even higher floor than that. "A line has been drawn now below which prices will not fall," Naimi said in March in an interview with PetroStrategies, a French energy publication. Citing the marginal costs of biofuels and Canadian tar-sands, Naimi defined the floor as "probably between $60 or $70." Naimi in April said Saudi Arabia was putting off a plan to expand oil capacity beyond 12.5 million barrels because of concerns about demand growth. "Unless we see really genuine demand, we have to pause right now and see what happens," Naimi told Petroleum Argus. Some energy analysts say the Saudi move suggested a more sober outlook on oil prices. "If they see a lot of risk on the demand side then you could see very low prices and potentially a lot of underutilized capacity down the road," said Ken Medlock, a fellow at Rice's Baker Institute. 

Saudi Arabia will over-supply the market if they fear alternative energy 
Meyer and Swartz, 08. (Gregory and Spencer, Adjunct Professor at the University of Phoenix and Staff Writer for the Wall Street Journal. “ENERGY MATTERS: Saudi Fears Of High Oil Prices Fade With Demand,” 5/5/2008, http://www.cattlenetwork.com/Content.asp?contentid=218898. )

The Saudi national most vocal in outlining the potential threat of renewable energy has been former petroleum minister Sheikh Ahmed Zaki Yamani, who held Naimi's job from 1962 to 1986. Perhaps Yamani's most oft-quoted statement was his prediction that "The Stone Age did not end for lack of stone, and the Oil Age will end long before the world runs out of oil." The comment has been cited as early as the 1970s, but Yamani has continued the mantra. Speaking last week, Yamani said his advice to OPEC is "to increase production and lower prices because this is harmful midterm (and) long term to OPEC itself," according to a report in Energy Intelligence. "It will increase the activities to find alternative sources of energy, and OPEC will remain helpless at that time." Yamani was unavailable for an interview, but the Centre made available its Executive Director, Fadhil Chalabi, who was Acting Secretary General of OPEC in 1983-1988. Chalabi said leading OPEC producers are being short-sighted in seeking ever-higher oil prices. While demand growth has been impressive in developing countries so far, Chalabi warned that China's use of coal, nuclear energy and other sources will displace oil. "It's a matter of time," Chalabi said.

New alternative energy sources will cause OPEC to flood the market
Kolle 2007  (Despite rising prices, OPEC appears to be in no rush to raise its output targets, http://nwitimes.com/articles/2007/09/08/business/business/doc7e79bb33cb7ec6f28625734f00723bfd.txt)

" If you remember what happened in the 1970's (look it up if you don't) you will find the biggest fear OPEC has. It is that oil prices will go up and stay high long enough to fuel investment into conservation and alternative energy sources to the point that a critical mass is reached and the need for their oil is greatly diminished or replaced by other energy sources they don't control. That's exactly what started happening in the 1970's and it took OPEC opening up the tap to make oil cheap again over a decade to reverse the trends. The result was that interest in conservation and alternative energy waned and investments dried up in the face of cheap oil again. We are once again nearing that point and you can expect to see OPEC flood the market again if they see us getting serious with conservation and alternative energy sources that compete with, or worse yet, actually replace demand for their oil. OPEC walks the fine line between price and demand and wants to keep us hooked up to their oil like a bunch of junkies on drugs while making as much money as possible... "

OPEC can flood the market in response to renewable development
John Goff July 2006 CFO Magazine HEADLINE: Power Source

Clean-fuel executives know they can't avoid every risk. OPEC could flood  the market with cheap oil. Big-oil companies could jump into the renewable-fuels business, pushing smaller players aside in the process. (The former British Petroleum is now BP Plc, and brands itself as "Beyond Petroleum.") Or, they could take their massive cash reserves and buy alternative-power technologies -- and then let them wither.
Even exploration for alternatives trigger the link
Levant 6/19/11 - Columnist for Sun Media and lawyer, (Ezra, “Saudis have West over a barrel”, Toronto Sun, http://www.torontosun.com/2011/06/17/saudis-have-west-over-a-barrel)

 An OPEC billionaire has publicly said what everyone long suspected, but just hadn’t heard out loud before: Saudi Arabia doesn’t want the world to develop unconventional sources of oil, like Canada’s oilsands. Saudi Prince Al-Waleed bin Talal, the world’s 26th richest man, worth more than $19 billion, told CNN he’s worried if oil prices stay around $100 a barrel, the West will look for other sources of oil and Saudi Arabia would lose its dominant position.
“We don’t want the West to go and find alternatives,” he said, “because, clearly, the higher the price of oil goes, the more they have incentives to go and find alternatives.” Give the sheik full marks for honesty. Saudi Arabia has the West just where they want us. They don’t want us getting any big ideas that would reduce our dependence on his dictatorship, and terrorist states like Iran. It’s like when the head of Russia’s state-controlled natural gas company, Gazprom, denounced new technologies to produce shale gas, saying he was worried about the safety of “American housewives.” No, Gazprom executives and Vladimir Putin are not concerned about human rights and environmentalism in Russia, let alone the West. They’re concerned about competition that would free America and Europe from reliance on Putin’s natural gas. The Saudi sheik didn’t condemn the oilsands by name — he just condemned what he called “alternative” sources of oil. But he couldn’t have been talking about anyone else. There are more than 170 billion barrels of oil in the oilsands we can recover with today’s technology. That’s 300 years worth at the rate we’re producing it. It’s the world’s second largest oil reserves, after Saudi Arabia.
backstopping turns case

If we win the link to the DA it turns the case – falling oil prices prevent new fuel sources from becoming cost competitive – OPEC knows this which is both why our link is true and why the plan triggers our impact without their alternative energy source becoming commercializable – takes out their advantage
Richard 10 – editor for Discovery Green (Michael Graham, 8/17/10, Tree Hugger, “OPEC Needs Low Oil Prices Because it Keeps Alternative Energy Down”, http://www.treehugger.com/files/2010/08/opec-needs-low-oil-prices-to-keep-alternative-energy-down.php)
Low Enough to Keep Competition Away

The Atlantic has a good piece about OPEC, everybody's least-favorite cartel. It shows pretty clearly why OPEC is probably the most effective enemy of renewable energy. The way they do it is by going against their short-term interests and keeping oil prices relatively low (at least low compared to the kind of prices they could create if they choked off supply more) to assure their long-term market-share and keep alternatives to oil down.

Stephen Schork, an energy industry analyst, had this to say about the situation:

OPEC is more concerned about long-term market share than they are about short-term price gains. Therefore with lower oil prices, what you're actually doing is raising the entry barrier for alternative fuels. I speak with OPEC regularly, and this is consistently their main concern is about the political shift of the sentiment in the U.S. especially towards alternative fuels. The cheaper you make OPEC oil, the harder you make it to bring alternative fuels to bring on. So no, I don't think OPEC is that concerned. (source)

It's simple economics. If oil is more expensive, hybrids, plug-in hybrids, electric cars, buses, trains, walking, biking, etc.. All seem more attractive. But since OPEC has a lot of control on oil prices, they can see the threats coming and try to squash them, or at least keep them in check as much as possible. They won't always be able to increase supply enough to drop prices dramatically, but they certain have enough control to shape the market.

OPEC is strategic – this is how they killed the electric car revolution like a million times

Indiviglio 10 – associate editor at The Atlantic, writes about the intersection of business, finance, economics, and politics; former writer for Forbes; former investment banker and a consultant. (Daniel, “Why OPEC Doesn't Mind Low Oil Prices”, 8/16/10, The Atlantic, http://www.theatlantic.com/business/archive/2010/08/why-opec-doesnt-mind-low-oil-prices/61557/)

 When most people think of the Organization of Petroleum-Exporting Countries ("OPEC"), they think of a cartel that tries to keep oil prices artificially high so that its members can continue to reap huge profits. For a few years now, however, oil prices have been relatively low due to lackluster demand caused by the recession in the U.S. and abroad. Indeed, many Americans have likely noticed that the price at the pump has been well below its 2008 highs. Is OPEC concerned that prices have remained so low? Not necessarily. In fact, it views low gas prices as a good thing, for now.
This counterintuitive notion was explained by energy industry analyst Stephen Schork this morning on CNBC's Squawk Box. Asked whether OPEC would allow oil prices to sink below $70, Schork responded:

OPEC is more concerned about long-term market share than they are about short-term price gains. Therefore with lower oil prices, what you're actually doing is raising the entry barrier for alternative fuels. I speak with OPEC regularly, and this is consistently their main concern is about the political shift of the sentiment in the U.S. especially towards alternative fuels. The cheaper you make OPEC oil, the harder you make it to bring alternative fuels to bring on. So no, I don't think OPEC is that concerned.

(The full video is below. He comes in around at 2:10 and begins talking OPEC at around 3:42.)

This makes a lot of sense when you think about it. Back in 2005, a WIRED magazine article ached for higher gas prices, because they meant a renaissance for alternative fuel sources. The article concludes:

So what's a price-shocked, carbon-afflicted highway jockey to do? Keep driving. In fact, drive more. The longer gas stays expensive, the higher the chance we'll see alternatives. Put that pedal to the metal. And smile when you see a big black $3 or $4 out in front at the gas pump. Those innovators need all the encouragement they can get. Shale oil, uranium, sunlight - there's enough energy out there for a dozen planets. Where we'll all park is another matter.

OPEC essentially has the same logic, but wants the opposite result: low oil prices will keep down new technologies that might reduce consumers' need for gasoline.

A few new vehicles will be hitting the market this year that rely on less gas, including the Chevy Volt Plug-In hybrid and the Nissan Leaf electric car. Right now, their price tags are pretty high -- even with the lofty government subsidy. A quick analysis shows that you would have to drive around a hundred thousand miles per year to begin justify the Volt's high $41,000 price tag -- as long as gas prices stay low. If they climb above $5 per gallon, however, its total cost (including gas) suddenly becomes more competitive with the Toyota Corolla.

OPEC doesn't want that to happen. Every hybrid, plug-in, and electric vehicle sold means fewer gallons of oil burnt. Over the past few years, political pressures have been propping up the emerging market for autos that use little gasoline. But if the gas price remains low for too long, consumers may not embrace the new technology, because it's just so expensive. As a result, in the short term, lower gas prices might make OPEC very better off, if they kill a revolution for electric cars, fuel cell technology, or other novel approaches to engines needing little or no gasoline. Automakers will only flirt with these new vehicles as long as it looks like the market can flourish.

Even if the plan fiats that the energy source is developed OPEC will lower the cost of oil to prevent the infrastructure necessary to distribute that energy to the rest of the economy – takes out the aff
Grigas 6/30/11 – (Don, “Lewd Crude”, http://www.mysuburbanlife.com/bolingbrook/features/x1721559811/Lewd-crude)

*Quoting Dr. Lawrence Hill, professor of economics and chairman of the Economics Department at Lewis University 

 While gasoline prices can be maddening to the general public, OPEC likely will never allow the cost of crude oil to get so out of control to the point that it would encourage the rapid development of a competitive alternative energy source.

“They (OPEC member countries) know that allowing the price of crude oil to rise too high could eventually generate the creation of infrastructure of alternative supplies that could threaten their oil monopoly in the long run,” Hill said. “I think you will always see OPEC keep prices below what it would cost to build up the infrastructure of another source of energy to replace oil.” 

high oil prices solve case

High oil prices cause a transition to alternative energy absent the plan

Rivlin, 03/16 (Paul Rivlin has a PhD from the University of London and is a Senior Research Fellow at the Moshe Dayan Center for Middle Eastern and African studies, specializing in the Middle East economy and its historical development, “High Oil Prices and the Middle East Strategic Balance,” on March 16,2011 from http://www.dayan.org/pdfim/TA_Notes_RIVLIN_Oil_MAR16_11.pdf)
Does it make sense for the US and other Western countries to reduce oil consumption? High oil prices will do this automatically if they are maintained, because they will encourage the use of alternative fuels and technologies that use less fuel. Stimulating this by government action would reduce exposure to oil price rises/shortages and would encourage the development of new technologies. These could help to stimulate economic growth and be exported to China and other fast growing, oil importing countries. They would also have beneficial environmental effects. It is too late to avoid the effects of the current predictable and predicted crisis; any measures undertaken now would only affect the demand for oil in the medium term.
The price of oil is what investors look to when making investment decisions

Huang et. al 11 (Alex YiHou, Department of Finance, Yuan Ze University, Taiwan, Chiao-Ming Cheng Graduate School of Management, Yuan Ze University, Taiwan, Chih-Chun Chen Graduate School of Management, Yuan Ze University, Taiwan, Wen-Cheng Hu Graduate School of Management, Yuan Ze University, Taiwan “Oil Prices and Stock Prices of Alternative Energy Companies: Time Varying Relationship with Recent Evidence” http://www.southwesternfinance.org/conf-2011/swfa2011_submission_30.pdf kdej)
In sum, while price uncertainty of crude oil rises and green energy gains greater deal of attention in recent years, the interrelationships between oil prices and stock performances of alternative energy companies become more significant. For Periods I and II, time before the Lebanon War from 2001 to late 2006, no causality is shown from oil prices to ECO index or vice verse, implying that the movements of crude oil prices do not affect how the investors trade with the stocks of alternative energy industry. In the most recent period, when oil prices reach historical high and crash back with volatile dynamics, oil price behavior becomes responsible for stock performances of alternative energy companies. Also only recently, the dynamics in oil trading also depend on how stocks of oil companies perform. These results add to literature showing that investors of alternative energy companies conduct their trading decisions upon observation of crude oil price shocks. The two markets, i.e. crude oil market and stock market for green energy sector, seem to be more closely interactive with each other. The full picture of how the crude oil markets react to the development of green energy, however, requires additional examinations and is certainly an area worthy of future exploration. 

timeframe
Changes in oil supply create mass psychology of fear that collapses the price

Schoen 8 (John W., Senior Producer at MSNBC, "Oil price spike has wide economic impact" www.msnbc.msn.com/id/24778287/ kdej) 
So far, there seems to be enough oil and gasoline to go around: Refineries are still adequately supplied with crude, and gas stations aren’t running out of fuel. Prices are surging as traders see an increased risk of that happening. But that so-called panic buying could quickly reverse, sending oil prices sharply lower. “This is all about psychology, and we are not very good at oil companies about forecasting the psychology of prices," Jeroen van der Veer, CEO of global giant Royal Dutch/Shell, said on CNBC Thursday. “So we'd better prepare ourselves for more volatility because if this is psychology, it can change very quickly.”
ssp links
SSP reduces dependence on oil – creates a domino effect 

Aviation Week 7 (‘NSSO Backs Space Solar Power’ http://www.aviationweek.com/aw/generic/story.jsp?id=news/solar101107.xml&headline=NSSO%20Backs%20Space%20Solar%20Power%20&channel=space kdej)

Collecting solar power in space and beaming it back to Earth is a relatively near-term possibility that could solve strategic and tactical security problems for the U.S. and its deployed forces, the Pentagon's National Security Space Office (NSSO) says in a report issued Oct. 10. As a clean source of energy that would be independent of foreign supplies in the strife-torn Middle East and elsewhere, space solar power (SSP) could ease America's longstanding strategic energy vulnerability, according to the "interim assessment" released at a press conference and on the Web site spacesolarpower.wordpress.com. And the U.S. military could meet tactical energy needs for forward-deployed forces with a demonstration system, eliminating the need for a long logistical tail to deliver fuel for terrestrial generators while reducing risk for eventual large-scale commercial development of the technology, the report says. "The business case still doesn't close, but it's closer than ever," said Marine Corps Lt. Col. Paul E. Damphousse of the NSSO, in presenting his office's report. That could change if the Pentagon were to act as an anchor tenant for a demonstration SSP system, paying above-market rates for power generated with a collection plant in geostationary orbit beaming power to U.S. forces abroad or in the continental U.S., according to Charles Miller, CEO of Constellation Services International and director of the Space Frontier Foundation. By buying down the risk with a demonstration at the tactical level, the U.S. government could spark a new industry able to meet not just U.S. energy needs, but those of its allies and the developing world as well. The technology essentially exists, and needs only to be matured. A risk buy-down by government could make that happen, according to the NSSO report. "This is not a 50-year solution," said John Mankins, an expert in the field and president of the Space Power Association. "The kinds of things that are possible today say a truly transformational demonstration at a large scale is achievable within this decade." As an example, Mankins listed the rapid progress in boosting the efficiency of solar cells. While 20-25 percent efficiency was once considered a long-term goal, efficiencies on the order of 40 percent already have been achieved. And the modularity and scalability of the systems needed to build an SSP platform make testing relatively straightforward. Even from its perch in low-Earth orbit, for example, the International Space Station could be used as a test bed for SSP components and even demonstrate low-level power transmission from orbit to Earth. The exposed facility on Japan's Kibo laboratory, due for launch in the first half of next year, could be used to test pointing and transmitting hardware, Mankins said, as well as to conduct space-exposure experiments on materials that might be used in building the large structures needed to collect sunlight in meaningful amounts. The Internet-based group of experts who prepared the report for the NSSO recommended that the U.S. government organize itself to tackle the problem of developing SSP; use its resources to "retire a major portion of the technical risk for business development; establish tax and other policies to encourage private development of SSP, and "become an early demonstrator/adopter/customer" of SSP to spur its development. 

Solar power can be used to power cars, the biggest use of oil in the US.

Helium.com 9 (Jeremy Ford, “ Is solar energy a viable solution to reducing oil dependence?” http://www.helium.com/items/1688141-solar-energy kdej) 

Solar energy can definitely be a viable solution to reduce oil dependence. Not just in the United States, but around the world. The sun is perpetually producing enormous amounts of energy. According to Ken Zweibel in his article, “A Grand Plan for Solar Energy,” “The energy in sunlight striking the earth for 40 minutes is equivalent to global energy consumption for a year.” The difficulty is harnessing this energy, and manufacturing mechanisms that can disseminate this energy to the masses at an economically profitable price. One method for converting solar energy into electricity is through the use of photovoltaic cells. These cells utilize the photoelectric effect, first identified by French scientist Edmund Bequerel in 1839. He noticed that certain substances have the capability of generating an electric current when exposed to sunlight. These substances absorb protons and release electrons and when these electrons are detained, an electric current is produced. The most common semiconductor material used to produce this electric current is crystalline silicon. If photovoltaic cells can be massed produced at a relatively cheap price and be hooked in to the central grid of electricity, massive amounts of electricity can be generated with much lower environmental costs than the current electricity producing methods provide. According to an article by Aaron Cohen entitled, “Organic Solar Collection,” Marc Baldo and a group of research scientists at MIT have developed a new solar concentrator that increases energy efficiency by 50%, reduces energy loss by allowing light to travel further than in previously developed solar panels creating and tenfold increase in generated power. The reason why the expanding the utilization of solar energy can reduce oil dependence is that the electricity produced from photovoltaic cells can be used to charge batteries for running automobiles. Automobiles is the major use of oil, and because of the large population of the United States and the large number of automobile owners, as well as the American desire to own powerful cars - 8 and 12 cylinder engines - the importation of oil for foreign sources is a necessity. 

SSP transforms the economics of the trade – outweighs all other energy sources and reduces oil dependency
LA Times 10-11-2007 (“Orbiting solar panels' day may be near” http://articles.latimes.com/2007/oct/11/science/sci-spacesolar11) BW

A new federal study released Wednesday concluded that continued increases in oil prices may finally make the generation of solar power in orbit economically competitive. The report urged the government to sponsor a demonstration of the technology to spur private investment in the concept. The orbiting power plants would reduce the nation's dependence on imported oil and help reduce the production of carbon dioxide that is contributing to global warming, according to the report led by the National Security Space Office, part of the Department of Defense. "This is a solution for all mankind," said former astronaut Buzz Aldrin, chairman of the spaceflight advocacy group, ShareSpace Foundation. Aldrin joined a group of other space advocacy organizations to unveil the report in Washington. Since the Space Age began 50 years ago, scientists have dreamed of launching acres of photovoltaic cells into orbit and beaming the electricity electromagnetically to Earth's surface but have stumbled over the project's high cost and the technical difficulties. The report estimated that in a single year, satellites in a continuously sunlit orbit could generate an amount of energy nearly equivalent to all of the energy available in the world's oil reserves. Mark Hopkins, senior vice president of the National Space Society, said space-based solar energy could generate so much power that it could transform the United States from an energy-importing country into an energy-exporting nation. "It is the largest energy option which is available to us today in the sense that it would derive more power potentially than all of the other power sources combined," Hopkins said. NASA and the Department of Energy have spent $80 million in the last three decades to study space-based solar energy, but the effort faded in the mid-1990s. 
SSP development kills oil prices – one kilometer wide band can produce more energy than all of the Earth’s oil reserves
Wired 10-11-2007 (“Space-Based Solar Power Could Slow Climate Change, Ease Oil Dependence” http://www.wired.com/wiredscience/2007/10/report-space-ba/) BW

Post-9/11 oil prices have jumped from $15/barrel to now $80/barrel in less than a decade. According to a report commissioned by the Pentagon Space-Based Solar Power (SBSP) can help to slow down climate change and also reduce our dependence on fossil fuels.

This SBSP was first invented in the United States almost 40 years ago. Essentially the central idea of SBSP is very simple (place very large solar arrays into continuously and intensely sunlit Earth orbit (1,366 watts/m2), collect gigawatts of electrical energy, electromagnetically beam it to Earth, and receive it on the surface for use either as baseload power via direct connection to the existing electrical grid, conversion into manufactured synthetic hydrocarbon fuels, or as low-intensity broadcast power beamed directly to consumers).

Do you know a single kilometer-wide band of geosynchronous earth orbit experiences enough solar flux in one year to almost equal the amount of energy present within all known recoverable conventional oil reserves on Earth today? Amazing isn’t it?

SSP “weans” key Asian nations off oil
O’Neill 6-1-2008 (Ian, space producer for Discovery News “Harvesting Solar Power from Space” http://www.universetoday.com/14646/harvesting-solar-power-from-space/) BW

So how could this plan work? Construction will clearly be the biggest expense, but the nation who leads the way in solar power satellites will bolster their economy for decades through energy trading. The energy collected by highly efficient solar panels could be beamed down to Earth (although it is not clear from the source what technology will go into “beaming” energy to Earth) where it is fed into the national grid of the country maintaining the system. Ground based receivers would distribute gigawatts of energy from the uninterrupted orbital supply. This will have obvious implications for the future high demand for electricity in the huge nations in Asia and will wean the international community off carbon-rich non-renewable resources such as oil and coal. There is also the benefit of the flexible nature of this system being able to supply emergency energy to disaster (and war-) zones. 
Reduce dependence “in one fell swoop”
New Scientist 11-24-2007 (“Plugging into the Sun” http://www.newscientist.com/article/mg19626311.600-plugging-into-the-sun.html) BW

IF IT happens, it will be the space engineering feat that tops them all. Spanning several square kilometres, a space power station would be by far the largest orbiting structure ever built. While the engineering may be on a colossal scale, the idea behind space solar power is simple enough. Lob giant solar panels into geostationary orbit, then use the electricity they generate to send an intense beam of laser light or microwaves down to Earth where it will be converted back into electricity to be pumped into the grid. In one fell swoop we could slash CO2 emissions and reduce our reliance on oil. The beam could be used to deliver power to remote locations without the need for expensive transmission lines, and even provide instant on-demand electricity to soldiers in the field. The dream of generating our electricity in space has been around for decades, but so far it has always proved too expensive to follow through. 

lunar mining links
Helium-3 causes a shift away from oil dependence 

Williams et Al 7 (Mark, Research Fellow in Celtic Studies at Peterhouse, Cambridge “HELIUM-3 – FUEL OF THE FUTURE” http://www.7oon.eu/helium.htm kdej) 

Helium-3 is a clean, safe energy source stored as a gas in outer space, it is the fuel for a form of nuclear fusion that will provide us with a clean, almost infinite power source. The experts are sure that this source of energy could save the world from the global crisis and dependence on the traditional ‘unclean’ sources of energy, and lead the mankind to a golden age of peace and prosperity within the robust environment. Particularly, several members of the Russian Regional Section of International Academy of Astronautics do also support the idea of a space mission to the Moon and Jupiter for getting helium-3. What is necessary to switch on the helium-3 ‘engine’? The Earth supplies of oil, gas and uranium will be exhausted in the 2150s, therefore currently the mankind is required to look for alternative sources of energy. Helium-3 (3He, He-3,3He) is a clean, safe energy source stored as a gas in outer space, it is the fuel for a form of nuclear fusion that will provide us with a clean, almost infinite power source. The reaction of fusion produces no radiation, the lone high-energy by-product, the proton can be contained using electric and magnetic fields. The momentum energy of this proton (created in the fusion process), will interact with the containing electromagnetic field; resulting in direct net electricity generation. Therefore the global problem of nuclear waste burial will cease to exist. One ton of He-3 can produce 10,000 million watts of electricity. One ton of He-3 is the equivalent in energy to 130,000,000 barrels of oil. To provide the mankind with power sufficient for one year, the world needs about 200 tons of Helium-3 isotope. The technology to exploit Helium-3 is still under development, but it has been touted by a significant scientists as "the ideal fuel of the future" with several countries expressing interest.

He-3 will replace oil and the Moon will replace the Middle East as the next energy provider
Singh et al 2-17-2006 (Deep Singh, Diana Otalvaro, Marsha D’Souza, an Interactive Qualifying Project Report: requirement for degree of Bachelor of Science from Worcester Polytechnic Institute “Harvesting Helium-3 from the Moon” http://www.wpi.edu/Pubs/E-project/Available/E-project-031306-122626/unrestricted/IQP.pdf) BW

Energy is the most important driving force for powering industrial nations. In fact, a measure of a country’s industrialization is its annual energy consumption. Fossil fuels like coal, petroleum and natural gas are the chief means by which most nations get their energy. Because of the world’s increasing standards of living and its increased dependence on oil, fossil fuel amounts might not last longer than a few decades. Also with the world’s population expanding to almost 12 billion by the year 2050, our oil demand will also increase drastically. Oil has become a key issue in the political and economic affairs of many nations especially after the United States second war with Iraq. In such cases of crisis, the development of He-3 will alleviate the dependency on crude oil. Fossil fuels also release a lot of harmful greenhouse gases into the atmosphere that have detrimental effects on the atmosphere, whereas the usage of He-3 fusion technology will be a great substitute to the fossil fuels as it doesn’t release any harmful byproducts. In addition to the non- polluting properties of He-3 fusion on Earth, the mining of He-3 from the Moon will not contaminate the Moon as the gases that are released during the extraction process (water and oxygen) aren’t harmful, and instead could be used for sustaining a lunar colony as outlined in the technical section. 

The United States leads the research in He-3. In 2004, President Bush released his new vision of space exploration. He wants to complete the International Space Station by the year 2010. The completion of this project will greatly increase the working research on the lunar mining of He-3 as the astronauts can experiment on different techniques to extract He-3 from the Moon’s regolith. The International Space stations could be used a trade center for the distribution of He-3 for world wide distribution. Another goal of the current White House administration is that NASA returns to the Moon by 2015 and to have a permanent living settlement for astronauts by 2020. President Bush has allocated 12 million dollars to the Moon Development Initiative. This initiative would help tremendously in the progress in the He-3 research if a permanent colony is established on the Moon (Hurtack, 2004). 

The developed world would no longer have to depend on the Middle East , where the most of the world’s fossil fuel reserves are located, for its energy supply. American scientists have already declared that the Moon could be the Persian Gulf of the present century. Two liters of He-3 would do the work of more than 1,000 tons of coal (Chowdhuri, 2004). 
He-3 will change the international relations – rearranged economic patterns risk instability 
Singh et al 2-17-2006 (Deep Singh, Diana Otalvaro, Marsha D’Souza, an Interactive Qualifying Project Report: requirement for degree of Bachelor of Science from Worcester Polytechnic Institute “Harvesting Helium-3 from the Moon” http://www.wpi.edu/Pubs/E-project/Available/E-project-031306-122626/unrestricted/IQP.pdf) BW
Another palpable effect of He-3 on Earth would be the political change that the end of the oil monopoly over energy production will bring about. The present tension between Middle Eastern, oil rich nations and western nations might subside once the exclusive power that Middle Eastern countries exert in determining oil production quotas and prices is no longer as critical for global energy production. It is the view of many political analysts today that the Intifadas and the fundamentalist movement that we are experiencing today is in part fueled by the economic boom that oil producing nations are undergoing as a result of high oil prices (Rifkin, 2002). Whether this view holds or not, the situation in the Middle East is prone to change dramatically at the end of the oil age. For once, economies that depend on oil revenue will be forced to diversify their income sources. Such change will bring about revolutionary movements that may very well change the structure of society. Will this result in an even more unequal distribution of power and resources between developing nations and developed nations? Again the answer to this question resides largely upon which nations will have cheap access to energy sources and which are dependent upon others for their energy income. It is here 96 that adherence to the UN treaty prescribing that all space resources should be used for the advancement of mankind is critical. A possible scenario that might follow from this principle would be that a few nations would directly harvest, transport and exploit He-3. For the mining privileges on the Moon, which is noted as belonging to all of mankind, these nations would be obliged to pay either royalties to all nations, or distribute electricity to other nations as a form of payment. This is a positive yet not ideal scenario. It is positive in that under-developed nations would obtain electricity directly and from it could develop industry. Nonetheless, industrialization and economic growth necessitates much more than electricity. It needs international investment and commitment, which might or might not be linked to He-3 or other alternative energy sources. 

He-3 has 100 times the potential of oil and is 18 million dollars more viable
Cramer 2008 (Guy  is the President/CEO of HyperStealth Biotechnology Corp, President of United Dynamics Corp., inventor of the Passive Negative Ion Generator, and the developer of the SuperForce.com algorithm. Guy has worked with and/or corresponded on projects with, the Edmonton Oilers National Hockey League team, NASA JPL, NASA Headquarters, Columbia Accident Investigation Board, U.S. Marine Corps, U.S. Army and Senator John Warner's office during his time as Chairman of the Armed Services Committee. “A Simple Solution to High Oil Prices” http://www.eco-week.com/abouttheauthor.html) BW

In late 2004, Cramer helped structure a three person group who control the mineral rights for 95% of the side of the moon that faces Earth, the polar regions and 50% of the far side of the moon. Dr. Joseph Resnick (former NASA scientist, and current consultant to NASA, inventor of radar absorbent [stealth] coatings for the U.S. military aircraft), found a loophole in Space law in the 1970's stating that no country could obtain the rights, but did not limit individuals to mineral rights ownership. Dr. Resnick has now been holding these rights since the early 1970's and has now brought in both Dr. Timothy R. O'Neill, (considered the World Expert on camouflage) and Guy Cramer, (considered the world expert on Air Ions by NASA JPL and the leading expert for camouflage design) to form ROC (Resnick/O'Neill/Cramer), this group has made specific claims on the Moon to protect specific regions (Apollo 11 Landing site and a location for a future radio telescope) and oversee the expected future mineral extraction over much of the lunar soil. 

Helium-3 (He3) a rare particle on Earth but abundant on the Moons lunar surface (He3 is required for a fusion reactant - safe nuclear energy) has an energy value in today's dollars (June 1, 2008) of $17.8 million per kilogram when compared to the value and energy potential of oil. There is more than 100 times more energy in the helium-3 on the moon than in all the economically recoverable coal, oil, and natural gas on earth. 

He-3 would be an alternative to oil
Singh et al 2-17-2006 (Deep Singh, Diana Otalvaro, Marsha D’Souza, an Interactive Qualifying Project Report: requirement for degree of Bachelor of Science from Worcester Polytechnic Institute “Harvesting Helium-3 from the Moon” http://www.wpi.edu/Pubs/E-project/Available/E-project-031306-122626/unrestricted/IQP.pdf) BW
The energy scenario today is governed by uncertainty and fear. Energy demand is expected to increase eight fold by 2020 due to an increase in population and energy requirements, especially on the part of China and India. Alongside an increase in energy demand, oil production is expected to peak within the next decade and, according to conservative estimates, may be exhausted by the middle of the 21st century. Against this reality, alternative energy sources are not only an “alternative,” but rather a necessity. It is with this necessity in mind that exploration of He-3 fusion as a potential energy substitute or a complement to other energy sources is being investigated. 

He-3 is a heavy isotope of noble gas helium and is present everywhere in the universe in varying amounts. The Earth’s supply of He-3 is negligible, but the mineral was found in abundant quantities in soil samples taken from the lunar regolith in 1972 in the exploratory mission, Apollo 17, led by NASA. Since then, there has been considerable interest among physicists, geologists, social scientists and economists in extracting and using the He-3 available in the Moon. The major arguments for the exploration of He-3 are as follows: firstly, it has a high energy density when combined with deuterium in a fusion reaction, hence only small amounts of He-3 are required to supply the same amount of energy as large volumes of oil. Secondly, the low radioactive waste emission and the safety of a He-3 fusion reaction are very attractive attributes when compared to the high safety risks inherent in fission reactors used in nuclear power plants today. Furthermore, He-3 provides us with the opportunity of exploring and settling a permanent base on the Moon, which would give us a solid base for further space exploration. 

He-3 is more economically viable than fossil fuels
Singh et al 2-17-2006 (Deep Singh, Diana Otalvaro, Marsha D’Souza, an Interactive Qualifying Project Report: requirement for degree of Bachelor of Science from Worcester Polytechnic Institute “Harvesting Helium-3 from the Moon” http://www.wpi.edu/Pubs/E-project/Available/E-project-031306-122626/unrestricted/IQP.pdf) BW

The idea of mining and getting the He-3 to Earth is very attractive, as has been recognized by the scientists at the University of Wisconsin, because of its efficiency and potential. He-3 is considered to have a value of about $1 billion a ton on Earth, and its energy potential is considered to be 10 times more than what is contained in all the known recoverable fossil fuels on Earth, and about twice that is contained in the uranium which is used in fast breeder reactors (Lewis, 1990). Another fascinating estimation is that 25 metric tons of He-3 reacted with deuterium would have provided all the electricity used in the United States in 1986. The following is an example of how advantageous it is to use He-3 as a fuel source compared to fossil fuels like oil: One ton of He-3 burned with 0.67 ton of Deuterium can produce 10,00MWof energy. If the same amount of energy were to be produced from oil it would require 130,000,000 barrels of oil. At 20$ per barrel, this would cost $2.6 Billion totally. Thus the energy from one ton of Helium is worth ~ 2.6 billion dollars (Kulcinski, 2004). 
Lunar resources would out-compete oil

FTI 1996 (Fusion Technology Institute, University of Wisconsin-Madison “Moon Dust” http://fti.neep.wisc.edu/gallery/pdf/ff1196.pdf) BW

Schmitt says, “It takes probably 10 to 15 square kilometers mined to a depth of three meters to get about a metric ton of helium-3.  If you look at the current coal and crude oil prices, the energy equivalent value of a metric ton of helium-3 is on the order of $3 billion.  That would supply the overall needs a city of ten million people for about a year. 

***A2S
a2: dutch disease

Oil production doesn’t hurt the manufacturing economy or the general standard of living of oil-producing countries

Davis, 95 Professor of Economics and Business at  the Colorado School of Mines, (October 1995, Graham A., World Development, “Learning to Love the Dutch Disease: Evidence from the Mineral Economies”, Volume 23, Issue 10, Pages 1765-1779 Science Direct SW)

Note: Tables not included

(b) Relative performance indicators It is now of interest to investigate the comparative development performance of the mineral economies. Table 3 provides a simple comparison of mean and median economic performance of the mineral-based economies in 1970 and 1991 compared with that of the nonmineral-based economies in each period. This provides a comparison of how the mineral economies were doing at each point in time relative to the “norm.“i3 Medians are of interest due to the skewed nature of the results created by several high-income developing economies included in the sample (Brunei, Qatar, and the United Arab Emirates in the minerals-based subset, Hong Kong and Singapore in the nonminerals-based subset). Table 3 shows that in each period the mineral economies were as a group significantly outperforming the nonmineral economies. At this level of analysis, there is no evidence that the mineral producers as a whole were being debilitated by their resource endowments. But there are several problems with GNP per capita as a measure of development. First, the rents from mineral extraction, even though simply a conversion of underground assets into cash flows, are counted as income in the national accounts, with-out recognition of the depletion of the asset base. Thus we might expect the mineral economies to have higher indicated GNPs than non-mineral producers, although this does not represent sustainable economic performance. Second, economic growth is a subset of development, the latter defined by Sen as the expan-sion of people’s entitlements and capabilities (Hunt, 1989, p. 346). GNP per capita is thus only a subset of economic development, and its level has been shown to be a poor reflection of development performance (Hicks and Streeten, 1979). Third, many mineral economies, and particularly South Africa and Brazil, have income inequality problems that are masked by the per capita income index. Finally, there is concern that the poorer countries - in this case the nonmineral producers - are penalized by the use of market exchange rates in calculating their US dollar GNP equivalent. Purchasing power parity (PPP) equivalent GNPs are more reflective of economic status, and are currently being developed by the World Bank and the United Nations. Unfortunately, insufficient PPP data coverage is available for a valid comparison here. We thus move to a second set of indicators, selected in line with the Hicks and Streeten “Basic Needs Indicators” of human development (Hicks and Streeten, 1979). Table 4 presents this information. All but the last column of Table 4’s indicators are self- explanatory. The Human Development Index was developed by the United Nations Development Programme as “a measure of people’s ability to live a long and healthy life, to communicate and to participate in the life of the community and to have sufficient resources to obtain a decent living” (UNDP, 1993, p. 104). It combines relative scales of longevity, education, and resources. Somewhat controversial, the indicator has found some support among development economists for its all-encompassing nature (Streeten, 1994). Table 4 indicates that the 22 long-term mineral economies, defined as mineral economies both in 1970 and in 1991, were at a higher average level of development than the nonmineral economies in all development categories in both periods. The comparison group is the 57 economies that were not mineral- based in either 1970 or 1991, termed never-mineral economies. Again, there is no indication that the persistently minerals-based economies are unduly suffering over the long term at the hands of the Dutch disease, multinational mining companies, or government misuse of mineral windfalls. If anything, the mineral rents appear to have been used for substantial health and educational development, even in severe Dutch disease economies such as Nigeria (Gelb, 1988, pp. 227-261). Another resource curse argument is the allegation that mineral economies have not developed as quickly as other economies as a result of the persistent abuse and mismanagement of mineral rents. That is, the mineral economies may have started from a higher base in 1970 due to their advantageous mineral endowments, but these mineral windfalls induced government behavior that, in the long run, provided  little or even negative benefit to the economy. The nonmineral economies should therefore be “catching up.” Table 5 provides information on the long-run progress of the 22 developing economies I have deter-mined to be “long-term” mineral economies. The comparison group is again the 57 developing economies that have never been mineral economies. Table 5 reveals that the percentage change in the performance of the mineral economies is comparable to or exceeds the comparison group in nearly all cases.I Given that there is an upper limit to many of these indicators, it is of some significance that the gap between the more developed mineral economies and the less-developed never-mineral economies is widening. Since there is evidence that many of the mineral economies have experienced a form of Dutch disease (Auty, 1993; Gelb, 1988), this emphasizes once again that Dutch disease is not an indicator of welfare, but of structural adjustment. A final argument may be that the fuel-producing nations are a special case. Being “enclaves,” oil booms do not induce the resource movement effect of the Dutch disease in the oil economies (although the domestic spending effect is still a potential problem). Their performance will therefore be more satisfactory, and will upwardly bias the results of the mineral- economies group. Tables 3 and 4 also show results for the fuel-producing and nonfuel-producing subgroups of the mineral economies. The data in the tables indicate that the fuel-producing nations are wealthier and generally more developed than the nonfuel-mineral producers. But even so, the nonfuel producers’ wealth and development performance is in most cases superior to the never-mineral economies. That is, the positive results of the mineral economies in aggregate are not solely created by the outstanding performance of the fuel producer subgroup. If the country groupings used in this paper are a reasonable taxonomy of mineral and nonmineral economies, the current resource curse worries are in general unsupported by the evidence. Certain countries within the minerals-economy group, such as Zambia, have undoubtedly suffered from their mineral exploitation. The evidence presented here, however, suggests that the resource curse is by no means evident for the mineral economies as a whole, and only applies, if at all, on a case by case basis dependent on domestic economic factors.

Dutch disease is a joke: Empirics prove that minerals don’t cause industrial decline, and even if they do it isn’t bad for growth 

Davis, 95 Professor of Economics and Business at  the Colorado School of Mines, (October 1995, Graham A., World Development, “Learning to Love the Dutch Disease: Evidence from the Mineral Economies”, Volume 23, Issue 10, Pages 1765-1779 Science Direct SW)

Note: Tables not included

(a) The Dutch disease The Dutch disease and the resource curse thesis are two separate issues, although frequently thought to be synonymous. The Dutch disease is a rather morbid term that simply denotes the coexistence of booming and lagging sectors in an economy due to a temporary or sustained increase in export earnings. The mineral- exporting economies appear to generate the ideal environment for the disease, with their notably booming minerals sector. In the core theory, the mining sector booms while manufacturing and agriculture shrinks. In essence, the Dutch disease results in a medium-term deindustrialization of the economy.’ The name reflects the difficulties the Netherlands faced as its tradables sector shrank in the 1970s in response to increases in natural gas production from the Groningen fields (see Kremers, 1986). Although Dutch disease is a relatively new term,8 these effects of mineral booms were noted over 100 years ago. In 1859 Cairns commented on the effects Australia’s recent gold discoveries had had on the economy. He observed a fourfold increase in wages nationwide and resultant domestic price pressures. The higher wages made Australia’s traded agricultural goods uncompetitive. The industry was only saved by the increasing domestic demand for food created by massive immigration. There were, nevertheless, worries that this demand growth would not continue forever. Cairns writes, “The extension of agriculture in Australia has thus, though stimulated for the moment, suffered a real check from the gold discoveries, and the same influence has been felt through every branch of industry in that country, gold-mining alone excepted” (p. 92). But this was not an unwelcome event on all counts; ‘That the gold discoveries have added to the real wealth of the inhabitants of Australia and California is indeed exceedingly apparent...” (p. 97). It was simply an abrupt and temporary shift in comparative advantage, “in strict conformity with the established principles of economic science” (p. 93). When the gold fields were exhausted a few years later, Australia smoothly reverted to agricultural production (Cairns, 1873). There is nothing inherently growth-inhibiting in mineral booms and any resulting Dutch disease phenomena. The Dutch disease is simply a description of the causes and structural effects of boom-induced growth. If there is an essential problem arising from the Dutch disease, it is resource reallocation and the burden of adjustment, at least from the point of the losing factor (Corden, 1984), and the political pressure this puts on governments to intervene (Roemer, 1985). When modeled in a computable general equilibrium framework, mineral windfalls are growth-producing even when windfall spending suboptimalities and sticky prices and wages are taken into account (see Cook, 1984; Cook and Lees, 1984; Gelb, 1985a, 1985b, 1988). If the mineral boom is indefinite, the Dutch disease merely describes the transformation of the economy from one long-run equilibrium to another. (b) The resource curse thesis A separate issue is the resource curse thesis. As stated earlier, the thesis interprets a mineral boom as a net economic loss, where the present value of the pos- itive effects of the boom are more than offset by the present value of negative effects. There are five mech- anisms by which this is alleged to happen, some of which are questionable. First, consistent with the anti- mining bias in early development economics, there is still the worry that the deindustrialization implicit in the core Dutch disease model is growth-inhibiting (see Chenery, Robinson and Syrquin, 1986). This has been more precisely formulated as the manufacturing sector permanently losing comparative advantage as a result of the temporary drop in output where there are industry-specific learning-by-doing effects that are external to the firm (van Wijnbergen, 1984; Krugman, 1987). Any negative deindustrialization effects need not, of course, offset the growth resulting from mineral exploitation; the net effect may still be positive. This also assumes that the appropriate policy response of subsidizing these sectors out of the min- eral windfalls does not occur (van Wijnbergen, 1984). In most cases, manufacturing sectors were subsidized in response to Dutch disease effects. In fact, deindustrialization failed to materialize in most mineral economies (Auty and Evans, 1994); some manufacturing sectors instead expanded (Fardmanesh, 1991). This has been explained by modifying the core Dutch disease theory to take into account certain aspects of developing economies omitted in the original model (Bandara, 1991; Benjamin, Devarajan and Weiner, 1989; Struthers, 1990). Deagriculturalization seems to be the most notable modified Dutch disease result, along with a booming government sector.
Dutch Disease affects are causes by government regulation and price predictions – They have to prove those things apply to each country

Davis, 95 Professor of Economics and Business at  the Colorado School of Mines, (October 1995, Graham A., World Development, “Learning to Love the Dutch Disease: Evidence from the Mineral Economies”, Volume 23, Issue 10, Pages 1765-1779 Science Direct SW)

Note: Tables not included

Leading from this is a more political second mechanism by which the Dutch disease debilitates economies. At the firm level, it is little consolation to manufacturing corporate executives and employees that their loss of competitiveness is due to a mineral sector boom that benefits the economy as a whole.  As a result, notes Ktugman, businessowners “are far more alarmist in their outlook than economists” (1987, p. 42). Society’s inf atuation with industrial icons has even found its way into contemporary British fiction. In David Lodge’s Nice Work the harried main character, Vie Wilcox, is Managing Director of a failing British manufacturing company. Wilcox must inauspiciously pass daily through West Wallsbury on his way to work, a district dominated by factories, large and small, old and new. Many are silent, some derelict, their windows starred with smashed glass. Receiverships and closures have ravaged the area in recent years, giving a desolate look to its streets. Since the election of the Tory Government in 1979, which allowed the pound to rise on the back of North Sea oil in the early eighties and left British industry defenceless in the face of foreign com- petition, or (according to your point of view) exposed its inefficiency (Vie inclines to the first view, but in certain moods will admit the force of the second), one-third of all engineering companies in the West Midlands have closed down. There is nothing quite so forlorn as a closed factory - Vie Wilcox knows, having supervised a shutdown himself in his time all that is left is a large, ramshackle shed - cold, filthy and depressing (1989, p. 17). The result of this penchant for industry is calls for protection with its usual welfare-reducing effects. Governments flush with mineral rents find this pres-sure difficult to reject. In the more radical economies, protection could feasibly go all the way to the preven- tion of mining activity in the first place. When the Dutch disease created protectionist cries in Victoria in the 185Os, Cairns replied, “It might, perhaps, shake the Victorian protectionist’s faith in his doctrine, if he would reflect that his most effectual protection against the foreigner would be the exhaustion of his own gold-fields” (1859, p. 95). The third mechanism is that mining economies with diminished traditional tradables sectors may weather global price shocks less well than more balanced economies (Auty, 1993). This is a general concern with monoeconomies or undiversified economies. Auty worries not only that mineral economies are exposed while they are producing minerals, but that overly optimistic projections of minerals prices and rents by governments leads to “tardy diversification” that inhibits long-run growth (1994a). Fourth, Gelb (1985b, 1988, pp. 124-133) has found that should a boom encourage governments to become overly optimistic about future mineral revenues, they may borrow against these future expected windfalls. When the windfalls are not realized, the economy faces recession and stagnation. The costs of these prediction errors can far outweigh the benefits of the windfalls, a situation that he suggests arose in certain of the oil-exporting countries. Finally, as with any structural adjustment, inequitable factor income effects and worsening income distributions are noticeable. Government, who retains a large a share of the mineral windfall profits, is pressured to intervene. The windfalls may be more than offset as resources are spent rent-seek- ing. The concern is that, given this rent-seeking, the focus of government spending will move away from social services, with this having an adverse effect on long-run growth (Gelb, 1988, p. 36). Auty, Gelb, and others not noted here have done an admirable job of documenting the struggles of certain mineral economies during the boom/bust mineral price cycles of the 1970s. In doing so they nearly unanimously conclude that where the expected economic growth was not forthcoming, it was govemictions, not the Dutch disease effects, that considerably offset the windfall gains. Autarkic industrialization policies, protection of the shrinking sectors, destabilizing exchange rate policies, and government interference that prolonged the adjustment periods by discouraging sectoral factor movements were common. Where does this leave us? Have the mineral economies received any benefit from their extensive and extended mineral windfalls? What of the mineral booms of the 1970s and 198Os? Did the governments spend their portion of these windfalls on too many negative net present value projects, completely negating the windfalls’ benefits as Gelb and Auty suspect? What did deagriculturalization and booming government Dutch disease effects, if any, have on long-run development?
a2: oil shocks inevitable and bad

Oil shocks don’t hurt the US economy- Market adaption and lack of dependence on Persia Gulf Oil

Kahn, 11 (2/13/11, Jeremy, Boston Globe, “Crude reality”, http://articles.boston.com/2011-02-13/news/29336191_1_crude-oil-shocks-major-oil-producers SW) 

But a growing body of economic research suggests that this conventional view of oil shocks is wrong. The US economy is far less susceptible to interruptions in the oil supply than previously assumed, according to these studies. Scholars examining the recent history of oil disruptions have found the worldwide oil market to be remarkably adaptable and surprisingly quick at compensating for shortfalls. Economists have found that much of the damage once attributed to oil shocks can more persuasively be laid at the feet of bad government policies. The US economy, meanwhile, has become less dependent on Persian Gulf oil and less sensitive to changes in crude prices overall than it was in 1973. 

Oil markets adapt to shocks and internally stabilize – no negative effects

Gholz and Press, 10 * Associate professor at the LBJ School of Public Affairs at the University of Texas at Austin, AND ** Associate professor of government at Dartmouth College and coordinator of War and Peace Studies at the John Sloan Dickey Center for International Understanding (Eugene and Daryl G., Security Studies, “Protecting “The Prize”: Oil and the U.S. National Interest”, 19: 3,  453 — 485 http://www.luiss.it/mes/wp content/uploads/2010/02/SecurityStudies_ProtectingThePrizeOilandtheUSNationalInterest.pdf SW) 

Note: Tables removed

HOW MARKETS RESPOND TO SHOCKS Each day, twenty-four million barrels of crude are pumped from the Persian Gulf region, most of which are loaded onto supertankers to feed refineries around the world.8 The immediate effect of a major supply disruption in the Gulf would leave one or more consumers wondering where their next expected oil delivery will come from. But the oil market, like most others, adjusts to shocks via a variety of mechanisms. These adaptations do not require careful coordination, unusually wise stewardship, or benign motives. Individuals’ drive for profit triggers most of them. The details of each oil shock are unique, so each crisis triggers a different mix of adaptations. Some adjustments would begin within hours of a disruption; others would take weeks or longer to implement. Similarly, some could only supply the market for short periods of time, and others could be sustained indefinitely. But the net result of the adaptations softens the disruptions’ effects on consumers. Increased Production Any event that reduces oil supply—for example, a fire at a pumping sta- tion in Kuwait or a labor strike in Venezuela—will spur other producers around the world to increase output. Disruptions draw new oil into the market through two distinct mechanisms. First, producers not part of the OPEC cartel (including major players such as Russia, the United States, and Canada) increase output to respond to short-term price spikes. Firms in these countries typically produce as much oil as they can, as long as the expected price exceeds their costs.9 They will see an opportunity to profit from the higher price during a spike, and so after a disruption, they pump more than they did before. In most cases, these non-OPEC countries have only modest amounts of ready-to-pump “spare capacity,” but their additional output can help eliminate temporary shortages.10 The second mechanism is based on politics rather than economics: oil market shocks tend to disrupt delicate cartel agreements, leading to increased global production.11 The purpose of cartels like OPEC is to limit the total amount of product on the market. Members of a cartel agree to produce less than they otherwise would, thereby raising the price. Not surprisingly, cartels rarely function smoothly: billions of dollars are at stake as members squabble over total cartel output and the size of each country’s assigned quota.12 Furthermore, whatever the cartel decides, every member has a short-term incentive to cheat (and an even stronger incentive to suspect everyone else of cheating).13 Although successful cartels can reduce output and enrich their members, the process is often acrimonious, and disputes among members are common. The international negotiations among cartel members facilitate adaptation to oil supply shocks for three reasons. The first is simply the raison d’etre of any cartel: when members produce less than they could, they create spare capacity. Cartel members can turn on that slack relatively quickly in response to a supply disruption elsewhere. Second, because cartel mem- bers always have an incentive to cheat by exceeding their output quota, cartel leaders like Saudi Arabia in OPEC usually maintain significant slack capacity to discipline wayward members: too much cheating may arouse the leader to flood the market, driving down prices for everyone.14 The cartel leader’s spare capacity is available to replace barrels of supply lost in a disruption. Finally, oil shocks impede smooth cartel management.15 Global production has dropped, so someone ought to replace it, but who? Each member will want a share. When supply conditions change substantially, the cartel must reopen its delicate, zero-sum negotiations, dividing shares among its members. Every reallocation is an opportunity for disputes, and while the ne- gotiations proceed (often slowly), many members will act on their incentive to exceed their pre-shock production quota. Furthermore, if the disruption is caused by infighting among cartel members—as it was during the Iran-Iraq War and after Iraq’s invasion of Kuwait—the odds of a smooth, coordinated cartel response are slim.16 Because OPEC cartel members tend to possess most of the world’s spare capacity, the breakdown of cartel discipline in the wake of a shock can trigger major increases in global oil production.17 Of course, increased production alone is no panacea for consumers. Spare capacity cannot be tapped instantly, and in rare circumstances, the world’s producers max out their pumping capacity, leaving little slack for crises.18 But market incentives and the political challenges of cartel management mitigate the consequences of most disruptions.19

US economy is not dependent

Kahn, 11 (2/13/11, Jeremy, Boston Globe, “Crude reality”, http://articles.boston.com/2011-02-13/news/29336191_1_crude-oil-shocks-major-oil-producers SW) 

Compared to the 1970s, too, the structure of the US economy offers better insulation from oil price shocks. Today, the country uses half as much energy per dollar of gross domestic product as it did in 1973, according to data from the US Energy Information Administration. Remarkably, the economy consumed less total energy in 2009 than in 1997, even though its GDP rose and the population grew. When it comes time to fill up at the pump, the average US consumer today spends less than 4 percent of his or her disposable income on gasoline, compared with more than 6 percent in 1980. Oil, though crucial, is simply a smaller part of the economy than it once was. 
Adaptation solves

Gholz and Press, 10 * Associate professor at the LBJ School of Public Affairs at the University of Texas at Austin, AND ** Associate professor of government at Dartmouth College and coordinator of War and Peace Studies at the John Sloan Dickey Center for International Understanding (Eugene and Daryl G., Security Studies, “Protecting “The Prize”: Oil and the U.S. National Interest”, 19: 3,  453 — 485 http://www.luiss.it/mes/wp content/uploads/2010/02/SecurityStudies_ProtectingThePrizeOilandtheUSNationalInterest.pdf SW) 

Note: Tables removed

 Many analyses exaggerate America’s vulnerability to political shocks in the Persian Gulf region because they underestimate the flexibility of the global economy. Producers, wholesalers, shippers, and governments rapidly respond to disruptions, mitigating their effects on consumers. In some respects the cartelized nature of the oil industry facilitates adaptation: cartels seek to preserve spare capacity, and shocks tend to complicate cartel management, leading members to exceed their quotas. These arguments find broad support in our case studies of every major oil shock in the OPEC era. 

Empirics go neg

Kahn, 11 (2/13/11, Jeremy, Boston Globe, “Crude reality”, http://articles.boston.com/2011-02-13/news/29336191_1_crude-oil-shocks-major-oil-producers SW) 

There is no denying that the 1973 oil shock was bad — the stock market crashed in response to the sudden spike in oil prices, inflation jumped, and unemployment hit levels not seen since the Great Depression. The 1979 oil shock also had deep and lasting economic effects. Economists now argue, however, that the economic damage was more directly attributable to bad government policy than to the actual supply shortage. Among those who have studied past oil shocks is Ben Bernanke, the current chairman of the Federal Reserve. In 1997, Bernanke analyzed the effects of a sharp rise in fuel prices during three different oil shocks — 1973-75, 1980-82, and 1990-91. He concluded that the major economic damage was caused not by the oil price increases but by the Federal Reserve overreacting and sharply increasing interest rates to head off what it wrongly feared would be a wave of inflation. Today, his view is accepted by most mainstream economists. 

Oil shocks are caused by demand dips, which means only the plan links

Kahn, 11 (2/13/11, Jeremy, Boston Globe, “Crude reality”, http://articles.boston.com/2011-02-13/news/29336191_1_crude-oil-shocks-major-oil-producers SW) 

Gholz and Press are hardly the only researchers who have concluded that we are far too worried about oil shocks. The economy also faced a large increase in prices in the mid-2000s, largely as the result of surging demand from emerging markets, with no ill effects. “If you take any economics textbook written before 2000, it would talk about what a calamitous effect a doubling in oil prices would have,” said Philip Auerswald, an associate professor at George Mason University’s School of Public Policy who has written about oil shocks and their implications for US foreign policy. “Well, we had a price quadrupling from 2003 and 2007 and nothing bad happened.” (The recession of 2008-9 was triggered by factors unrelated to oil prices.) Auerswald also points out that when Hurricane Katrina slammed into the Gulf Coast in 2005, it did tremendous damage to offshore oil rigs, refineries, and pipelines, as well as the rail lines and roads that transport petroleum to the rest of the country. The United States gets about 12 percent of its oil from the Gulf of Mexico region, and, more significantly, 40 percent of its refining capacity is located there. “Al Qaeda times 1,000 could not deliver this sort of blow to the oil industry’s physical infrastructure,” Auerswald said. And yet the only impact was about five days of gas lines in Georgia, and unusually high prices at the pump for a few weeks.
No impact to oil shocks

Schulz ‘6

(Max, Senior Fellow @ Manhattan Institute and Former Senior Policy Advisor to the Secretary of Energy, National Review, “Iran's Oil-Weapon Threat Rings Hollow”, 9-19, L/N)

Does Iran have us over a barrel? As the Iranian nuclear crisis worsens, the mullahs in Tehran are trying to forestall American or Israeli military action by threatening to use the "oil weapon." Last month Iran's top nuclear negotiator suggested the country might pull from the world market the 2.5 million barrels of oil it exports daily -- a reprise of the Arab oil embargo of the early 1970s. Another possibility Iran has proposed would be to shut down the Strait of Hormuz, the shipping lane through which other nations' Persian Gulf oil must pass.    The implication is that such actions would set off a depth charge in the international energy economy, so the U.S. and its allies should back down.    Don't believe it. Certainly Iran's leaders are unhinged enough to try making good on one of those two promises. Either action would send oil soaring, perhaps well over $100 per barrel. Gasoline would spike too, perhaps to $5 or $6 per gallon. The dirty little secret about Iran's threats, however, is though they might cause some pain, they wouldn't cripple our economy. The American economic engine is too strong to be brought to its knees by Iran's machinations, and the weapon Tehran threatens to wield is not as menacing as they would have us believe.    Energy Secretary Samuel Bodman noted recently that the United States could weather a hypothetical Iranian oil disruption and foil Tehran's efforts at nuclear blackmail. The United States Strategic Petroleum Reserve currently holds upward of 700 million barrels. The Bush administration would not hesitate to release oil from the reserve if Iran closed its taps. That's the sort of leverage we didn't have during the 1973 energy crisis.    But the chief reason this is not your father's oil embargo is that the U.S. economy is much less susceptible to being harmed by an oil shock today than it was during the 1970s. The economy is running at unparalleled strength. It has demonstrated great resilience after taking blows from 9/11, last year's hurricanes, and the general run-up in energy prices over the last five years brought on by increased demand from China and India. We take the hits, absorb them, and move on with little substantial damage incurred.    Moreover, the economy is less dependent on oil today than during the Arab oil embargo. We truly are moving beyond the petroleum economy. More than 85 percent of the growth in U.S. energy demand in the last quarter century has been met by electricity, most notably in information technology and telecom. Today, nearly three of every five dollars of GDP come from industries and services that run on electricity. In 1950, just one in five dollars of GDP was electric; the remaining 80 percent of the economy was powered by petroleum. Oil is still vitally important to the American economy, of course, but each year it gets a little less so. And each year, we become more insulated from the sort of economic terrorism Tehran is proposing.    While oil prices in excess of $100 per barrel would undoubtedly hurt, particularly at first, the long-term damage would be nowhere as severe as pessimists predict. None of this is to minimize the effect of rising energy prices, which harm consumers and businesses and do have some drag on the economy. But the economic numbers month after month have continued to impress. Clearly skyrocketing petroleum prices so far have not crippled the American economic engine.  

Even in the worst case oil shocks real GDP would barely get dented

The Washington Times ‘7

(Helle Dale, “Stopping Iran; Don't ignore regime's vulnerabilities”, 7-25, L/N)

Players in the war game took several steps that mitigated the resulting energy shock within weeks. Quick military action reopened the Strait of Hormuz, the U.S. government employed the Strategic Petroleum Reserve and Congress lifted tariffs on ethanol and temporarily eased regulatory burdens. In addition, legislation to open up ANWR and offshore reserves west of Florida was considered.  Even in the worst-case scenario - when the oil shock would send prices of crude to $135 per barrel with the resulting loss of one million U.S. jobs - these relatively modest government actions all but nullified the crisis within six weeks. The resulting increase in the price of crude oil would be a mere $12 per barrel and there would be no job loss. Real U.S. GDP would remain at baseline level and there would be no change in disposable personal income. The lesson clearly is that U.S. government actions have as much to do with the economic consequences of an oil shock as anything else, or even more.  In other words, while Iran does hold a set of picture cards in this energy game, it may not hold the winning hand if we play our own cards correctly. Furthermore, there is no doubt that sanctions already in place, imperfect though they are, have done damage to the Iranian economy, and further sanctions cutting off the supply of equipment needed to keep the Iranian oil fields producing at capacity would be crippling. Iraq had a very young population, high unemployment rates and practically no other economic assets beyond its energy sector.
a2: instability impacts trigger the link

Instability doesn’t affect oil prices – other producers offset and any spikes are short-term and minimally damaging – all empirics go neg

Gholz and Press, 07 * Associate professor at the LBJ School of Public Affairs at the University of Texas at Austin, AND ** Associate professor of government at Dartmouth College and coordinator of War and Peace Studies at the John Sloan Dickey Center for International Understanding  (Eugene and Daryl G., CATO Policy Analysis, “Energy Alarmism The Myths That Make Americans Worry about Oil”, No. 589,  http://www.cato.org/pubs/pas/pa-589.pdf SW)

Note: Tables removed

In addition to their fears about peak oil and China’s energy policy, many foreign policy analysts worry that political disruptions in oil-pro- ducing regions might impose significant costs on major oil-consuming countries like the United States. Wars, terrorism, and revolutions interfere with oil markets, interrupting sup- plies and elevating short-term prices.65 As a result, some analysts suggest that promoting stability in oil-rich regions is an important U.S. national interest.66 Given the logic that governs supply, demand, and investment decisions in the oil industry, however, concerns about political disruptions are exaggerated. Furthermore, maintaining U.S. military forces in the Persian Gulf to reduce political instability, a common proposal from analysts concerned with “energy security,”67 is unnecessary and would actually increase the danger of political disruption to oil markets. In the five major oil supply shocks caused by political disruptions in the past 30 years, market dynamics quickly mitigated the costs borne by consumers.68 Figure 1 tracks the decline and recovery of world oil production in the five cases: (1) the Iranian oil industry strikes in 1978, (2) the collapse of the Iranian oil industry in 1979, (3) the start of the Iran- Iraq war, (4) the 1990 Iraqi invasion of Kuwait, and (5) the 2002–03 strikes in the Venezuelan oil fields.69 The cases reveal four key findings. First, in four of the five cases (the exception is the 1979 Iran disruption), major reductions in any country’s oil production quickly triggered compensating increases elsewhere.70 In all cases, the disruption triggered intense efforts in the disrupted country to restore its output.71 For example, in 1978 strikes in the Iranian oil industry deprived global markets of nearly 5 mb/d, which was then more than 4 percent of world production. But the world responded quickly, and global production had fully recovered in six months. The outbreak of the Iran-Iraq war removed 3.4 mb/d of Iranian and Iraqi oil from global markets (5.8 percent of global production), but total global supply did not fall by that full amount. Other producers increased their output within the same month, so net global supply only dropped by 4.2 percent. As adjustment efforts continued, the losses to the world market were nearly replaced in three months and fully replaced in five. In the most serious disruption of all, which stemmed from Iraq’s 1990 invasion of Kuwait, United Nations sanctions eliminated 5.3 mb/d of Iraqi and Kuwaiti oil from world markets, a loss of 8.8 percent of world pro- duction. Again, total world supply did not drop that far, because other producers quickly ramped up their output. One month after the Iraqi invasion, net world production was down by 5.9 percent, but a month later it was short by only 1.7 percent, and two months after that total global production had fully recovered. In the most recent case, it took only three months in 2003 to replace the 2.3 mb/d of Venezuelan production disrupted by strikes. Second, in four of five cases (with the same exception), oil prices either remained nearly constant or quickly returned to pre- disruption levels. The 1978 Iranian oil strikes did not have a significant effect on prices; they remained in the $27–$28 per barrel level (in constant 2000 dollars) until the disrup- tion was resolved.72 The outbreak of the Iran-Iraq war triggered a jump in oil prices, but they returned to prewar levels in about 18 months. (Furthermore, during the Iran-Iraq war, the repeated attacks on shipping during the “tanker war” phase had no discernible effect on global prices.) Even after the Iraqi invasion of Kuwait and the subsequent UN embargo, oil prices dropped nearly to prewar levels in eight months. And the Venezuelan oil strikes caused only a brief spike in oil prices; within five months prices were back to their prewar level. Figure 2 shows the increase in oil prices after each of those disruptions and their recovery over time.

Disrupted oil supplies can be efficiently replaced
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Third, international oil markets appear increasingly efficient at replacing disrupted oil supplies, thereby reducing the duration of price spikes. Figures 1 and 2 show that the three most recent disruptions required the least time for markets to adapt—even though one of those three (the 1990 Gulf War) involved the greatest immediate shortfall. Specifically, the invention of new international financial and investment tools since the 1970s has enabled sophisticated spot and futures markets for oil, facilitating quick market adjustments and allowing producers, wholesalers, refiners, and major consumers to smooth risks.73

Adaptation empirically resolves supply problems resulting from Mid-East instability

Kahn, 11 (2/13/11, Jeremy, Boston Globe, “Crude reality”, http://articles.boston.com/2011-02-13/news/29336191_1_crude-oil-shocks-major-oil-producers SW) 

Among those asking this tough question are two young professors, Eugene Gholz, at the University of Texas, and Daryl Press, at Dartmouth College. To find out what actually happens when the world’s petroleum supply is interrupted, the duo analyzed every major oil disruption since 1973. The results, published in a recent issue of the journal Strategic Studies, showed that in almost all cases, the ensuing rise in prices, while sometimes steep, was short-lived and had little lasting economic impact. When there have been prolonged price rises, they found the cause to be panic on the part of oil purchasers rather than a supply shortage. When oil runs short, in other words, the market is usually adept at filling the gap. One striking example was the height of the Iran-Iraq War in the 1980s. If anything was likely to produce an oil shock, it was this: two major Persian Gulf producers directly targeting each other’s oil facilities. And indeed, prices surged 25 percent in the first months of the conflict. But within 18 months of the war’s start they had fallen back to their prewar levels, and they stayed there even though the fighting continued to rage for six more years. Surprisingly, during the 1984 “Tanker War” phase of that conflict — when Iraq tried to sink oil tankers carrying Iranian crude and Iran retaliated by targeting ships carrying oil from Iraq and its Persian Gulf allies — the price of oil continued to drop steadily. Gholz and Press found just one case after 1973 in which the market mechanisms failed: the 1979-1980 Iranian oil strike which followed the overthrow of the Shah, during which Saudi Arabia, perhaps hoping to appease Islamists within the country, also led OPEC to cut production, exacerbating the supply shortage. In their paper, Gholz and Press ultimately conclude that the market’s adaptive mechanisms function independently of the US military presence in the Persian Gulf, and that they largely protect the American economy from being damaged by oil shocks. “To the extent that the United States faces a national security challenge related to Persian Gulf oil, it is not ‘how to protect the oil we need’ but ‘how to assure consumers that there is nothing to fear,’ ” the two write. “That is a thorny policy problem, but it does not require large military deployments and costly military operations.”  There’s no denying the importance of Middle Eastern oil to the US economy. Although only 15 percent of imported US oil comes directly from the Persian Gulf, the region is responsible for nearly a third of the world’s production and the majority of its known reserves. But the oil market is also elastic: Many key producing countries have spare capacity, so if oil is cut off from one country, others tend to increase their output rapidly to compensate. Today, regions outside the Middle East, such as the west coast of Africa, make up an increasingly important share of worldwide production. Private companies also hold large stockpiles of oil to smooth over shortages — amounting to a few billion barrels in the United States alone — as does the US government, with 700 million barrels in its strategic petroleum reserve. And the market can largely work around shipping disruptions by using alternative routes; though they are more expensive, transportation costs account for only tiny fraction of the price of oil.

Reserves check instability shocks
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Many countries maintain strategic petroleum stockpiles under the direct con- trol of the government to ensure access to oil during supply shocks.24 For example, the United States holds approximately seven hundred million barrels of crude in strategic reserves; the European members of the International Energy Agency hold approximately four hundred million barrels, half as crude oil and half as refined product stocks. In East Asia, Japan, China, and South Korea hold large reserves. In other words, the United States and its closest allies control more than 1.4 billion barrels of ready-to-deploy oil. Consumer governments make the decision on whether to release this oil, and the first barrels could be auctioned and pumped into the market in a matter of days.  Analysts often criticize these stockpiles—too harshly.25 At first glance, these stocks appear woefully inadequate. For example, the United States consumes roughly nineteen million barrels of oil per day (mb/d), so a seven hundred million barrel reserve would last less than six weeks. Furthermore, the maximum flow rate of oil out of the U.S. Strategic Petroleum Reserve is far lower than 19 mb/d. This criticism, however, misses the mark because there is no plausible scenario in which the U.S. petroleum reserve would have to replace all nineteen million barrels of oil the United States consumes. A better benchmark for these reserves would compare the size of the stockpile to the size of plausible disruptions. If, for example, the largest plausible disruption (after factoring in the other adaptations listed in this section) would leave the world 3 mb/d short, then the United States alone could replace every lost barrel for many months. The combined stockpiles of U.S. and allied governments could replace lost oil from most plausible disruptions, barrel-for-barrel, for well over a year. Governments that hold large strategic petroleum stockpiles try to avoid tapping them as a response to fluctuations in oil prices; their reserves can respond to temporary supply shocks but cannot change the long-term trends in global oil supply and demand.26 Government stockpiles were not an antidote to the high oil prices of 2007–08, nor will they insulate the global economy if commodity prices rise sharply when the global economy recovers from the current recession. But if a fire, labor unrest, or a series of attacks on oil tankers reduces access to oil, governments can sell stocks to quickly add millions of barrels of oil to global markets.
Private inventories check price shocks from translating into economic problems
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Private Inventories

Commercial firms hold large private inventories of oil, which help shield global markets from supply shocks.20 The amount of oil in commercial stock- piles varies with market conditions, but commercial stocks in the United States alone often hold between one and two billion barrels—that is, they are roughly twice as large as U.S. government stockpiles (described below).21

In normal times, companies use their private stocks to smooth out the day-to-day fluctuation in oil deliveries and to account for routine delays caused by weather, small-scale accidents, labor unrest, or political disruptions.22 But the private inventories, held by companies as part of their prudent normal operations, also provide a valuable buffer for the global economy. Much like oil exporters, inventory holders are potential suppliers in the market. They are just suppliers who pump oil out of storage tanks rather than out of geologically determined underground reservoirs. For example, a flare-up of violence in Nigeria could remove up to two million barrels a day from global markets. In such a contingency, prices would rise, and firms would have an incentive to tap their inventories. The inventory holders might consume oil directly from their own stocks, or they might sell oil from their stocks to other consumers. Either way, they would in essence put oil back on the market, compensating for the disruption. The existence of privately owned storage space does not always mitigate short-term disruptions. If buyers expect conditions to worsen after an initial shock, they may react by increasing their holdings or hoarding, rather than by selling from inventory.23 Consequently, global demand for oil may sometimes increase in the middle of a crisis, sharply driving up prices. Some of this hoarding behavior may be irrational, based on unfounded fears, but when buyers calculate that a shock presages a higher rate of disruptions in the future, some of that behavior is rational. Hoarding can even benefit consumers: if the hoarders are right and the supply shocks recur, that hoarded oil will be available, allowing those with large stocks to use them or sell them, putting oil back on the market. Overall, shortages and increased prices tend to draw stockpiled invento- ries into the market. As a result, the massive private inventories act as shock absorbers for the companies holding them, and they also smooth the ride for the global economy
a2: middle east war impact turns da

Middle East instability doesn’t increase oil prices – their evidence is speculation, our evidence is TRUTH

Heidrick, 11 Writer for the Texas Enterprise (3/10/11, Rob, Texas Enterprise, “Oil Disruptions No Longer Very Disruptive, Study Show”, http://texasenterprise.org/article/oil-disruptions-no-longer-very-disruptive-study-shows SW) 

Protests in the Middle East in recent weeks have sparked not only regime change but also concerns about the rising price of oil. Political unrest in the region has caused oil supply disruption and price hikes before; many Americans recall – and do not want to repeat – the gas shortages in 1973 spurred by U.S. support for Israel during the Yom Kippur War. But is the cause for alarm justified? New research by Eugene Gholz, a distinguished scholar at The Robert S. Strauss Center for International Security and Law at The University of Texas at Austin, suggests that it is not. By analyzing every major oil disruption since 1973, Gholz and his colleague Daryl Press show that the related price increases have been short-lived and with little enduring economic impact. When oil supplies run short, it turns out, oil purchasers scramble but market forces kick in to fill the gap.

Markets fill in – their evidence is alarmist hype not based in fact
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We find that the policy consensus for an active and forward-deployed U.S. military presence in the Persian Gulf is built on excessive fears about the consequences of regional instability.3 The fears are rooted in an unrealistic, static conceptual model of markets in which shocks to one part of an industry—for example, interference with tanker traffic—do not trigger compensating adaptations elsewhere. In reality, the oil market, like most others, rapidly adjusts to shocks through a variety of mechanisms. Most of these adaptations do not require careful coordination, unusually wise stewardship, or benign motives: individuals’ drive for profit triggers most adaptation. These adaptations keep oil flowing, and shortages are short-lived.4

Markets solve the impact of oil shocks
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Summarizing the Four Mechanisms Every shock will trigger a different mix of specific responses, but the overall effect will tend to restore (or exceed) the pre-shock level of supply, mitigating the post-shock price increase. Short-term disruptions encourage producers with spare capacity to bring extra oil into the market, firms holding large inventories to draw from their stocks, cartel members to squabble over who gets to replace the lost oil, and tanker masters to reroute to avoid trouble. They all see opportunity to increase profit or avoid a potential loss. Very large shocks also lead governments to tap their vast petroleum reserves.

Iranian Revolution proves that other producers fill in
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Iranian Oil Strikes and Unrest, 1978–79 In 1978 opponents of the Shah began to organize strikes in Iran that specifically targeted the oil industry. The strikes took a heavy toll on Iranian oil production. In October 1978 Iran had been the second biggest oil producer in OPEC, pumping 5.5 mb/d. But the strikes and the chaos that erupted after the Shah left the country in January sent output into freefall. By January 1979 Iranian production had dropped to only seven hundred thousand barrels of oil per day.29 Although Iranian supply plummeted, other producers increased output to compensate, mitigating the effect on global markets. In fact, other oil pro- ducers, aware of the growing civil conflict in Iran, were already expanding their output when Iran began to contract. By January, when Iran’s produc- tion was at its nadir (down 4.8 mb/d), other country’s increases meant that the world was short only 2.8 mb/d. World production increased slightly in February, cutting the net loss in world supply to 2.4 million barrels. In March the Iranian oil industry began to recover, and by April total world supply had recovered entirely. Surprisingly, oil prices did not increase much in response to the disruptions in Iran. Prices remained at their pre-revolution level of $27 per barrel through December, then climbed to $28 and remained there through March (these and other figures expressed in year 2000 dollars). Oil prices did begin to climb in April 1979, but this was after world supply had fully rebounded from the fall 1978 disruptions. The spring 1979 uptick began when markets realized that future shortages were likely because the new Iranian regime would not cooperate with the major oil companies; this was the preliminary to the much more dramatic oil crisis of fall 1979.

Iran-Iraq tanker war demonstrates that the market simply absorbs instability
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The Tanker War  As the Iran-Iraq War dragged on, Iraq sought to compensate for military set- backs by attacking Iranian oil ports and shipping. In March 1984 Iraq escalated its attacks by using advanced fighter aircraft and modern Exocet cruise missiles against oil tankers. Iran counterattacked tankers and cargo ships, punishing Iraq and also the Gulf monarchies that were providing financial support to Iraq.44 Even in this case—high-tech attacks against commercial oil traffic in the most vital oil-producing region—the oil market adapted.45 Data on oil production and prices demonstrate that the attacks on ship- ping did not disrupt oil markets. Had the attacks significantly reduced Iran’s or Iraq’s ability to export oil, production in those countries would have declined. To the contrary, oil production by the belligerents appears unaffected by Iranian and Iraqi attacks on tankers. In March and April, the first months of the Tanker War, total production by belligerents increased slightly (by ap- proximately 200,000 b/d). It fell in May by 400,000 b/d but was back up in June. The tanker attacks did not disrupt exports enough to stem production. Nor did they affect prices.46 The price of oil dropped steadily throughout the Tanker War. Increased cheating throughout the cartel explains the general trend, but no discernible blip in 1984 coincides with the attacks on tankers. The Tanker War’s negligible economic consequences are easy to ex- plain. First, the Gulf producers adapted. With oil as their vital export, both belligerents took extraordinary steps to get the oil to market. Iraq built major new pipelines to the Mediterranean Sea through Turkey and to the Red Sea through Saudi Arabia and expanded its port facilities as far as possible from Iraqi bases.47 To expand its market share, Iran lowered prices and even offered low-premium insurance to international merchants willing to serve its frequently targeted oil terminals. Second, the volume of oil-related shipping in the Persian Gulf was so high in the 1980s that the missile, bomber, and mine attacks were unable to significantly reduce the supply of Persian Gulf oil. Less than one percent of Gulf tanker movements were attacked even when the belligerents inten- sively tried to disrupt the oil trade.48 Flexible tanker captains also varied their routes through the Gulf rather than always remaining in the traditional shipping channels, making target location and identification more difficult for attackers. And shipping companies, led by the National Iranian Tanker Company, adapted the mix of tankers they sent into the danger zone, shut- tling the oil out on relatively low-value vessels and then transferring it to other tankers for the long transit to consumer ports.49 Overall, the pattern of tanker traffic simply adjusted to the new conditions, and oil trade continued. For years, Iran and Iraq attacked each other’s oil industries, but a global production glut drove the world price of oil steadily downward.50

a2: iraq proves

Doesn’t
Gholz and Press, 10 * Associate professor at the LBJ School of Public Affairs at the University of Texas at Austin, AND ** Associate professor of government at Dartmouth College and coordinator of War and Peace Studies at the John Sloan Dickey Center for International Understanding (Eugene and Daryl G., Security Studies, “Protecting “The Prize”: Oil and the U.S. National Interest”, 19: 3,  453 — 485 http://www.luiss.it/mes/wp content/uploads/2010/02/SecurityStudies_ProtectingThePrizeOilandtheUSNationalInterest.pdf SW) 

Note: Tables removed

The Oil Market and the 2003 Iraq War Critics of our interpretation of oil market adaptation might note that the 2003 war in Iraq coincided with an enormous increase in oil prices. In February 2003, the month before the U.S. invasion, a barrel of crude sold for $32; by July 2008 the price had soared to $128.55 The war’s effect on prices could be even greater: some of the war’s price increase may have occurred before February 2003 as oil wholesalers increased their stores to hedge against disruptions. Critics may wonder why adaptation did not increase production enough to return prices to pre-war levels. On careful examination, though, it is hard to attribute the oil price increase to the Iraq War. In fact, the fighting in Iraq had only a minimal, short-lived effect on global oil production. Prior to the war (in 2002), Iraq produced on average 2 mb/d. Iraq’s production fell to 1.3 mb/d in 2003, but it had recovered by 2004 and has hovered around 1.9 mb/d in subsequent years. Other oil producers increased production to compensate for the short- term Iraqi shortfalls. In fact, global output in 2003 was 2.3 mb/d higher than in 2002. Global production increased by another 3.3 mb/d in 2004 and again by 1 mb/d in 2005, as we would expect in response to any increase in the price of oil (whether due to a politically induced supply disruption or some other cause). Net world production, therefore, was 6.7 mb/d higher in 2005 than in 2002, so the temporary supply disruption due to fighting in Iraq cannot be the principal cause of the recent higher prices. Instead, the dominant cause of the price spike appears to be the steady increase in global demand.56 Between 2002 and the 2008 financial crisis, demand significantly increased, most notably in China, India, and the United States. The global market response was predictable: rising prices caused oil production to increase by 10 percent from 2002 to 2005.

a2: straits of hormuz impact
Adaptions would still work without the Strait, no country has the naval power to effectively block it and anyone who tried would be swiftly crushed by the US military
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The world’s most significant oil chokepoint is the Strait of Hormuz, the only sea passage that connects the Persian Gulf to the rest of the world. Eighty-eight percent of Gulf oil exports travel through the strait, some sev- enteen million barrels per day. The pipelines that carry the remainder of Gulf exports do not have enough slack capacity to compensate if the strait were closed.70 Even worse, many of the countries that typically retain the greatest slack capacity to extract oil from the ground—for example, Saudi Arabia and Kuwait—would be bottled up if the strait were blocked, meaning that the adaptation to disruption there would have to come from second- tier oil producers outside the region. The adaptation mechanisms would still work: non-Gulf oil producers would increase production; firms holding pri- vate inventories would consider tapping them; and countries could access their strategic stockpiles. Fully replacing the lost oil, however, would be very difficult. The United States, therefore, has a significant interest in preventing closure of the Strait of Hormuz. Thankfully, no country in the Gulf could close the Strait of Hormuz.71 Iran, the country best positioned geographically to try, could harass shipping and damage some tankers.72 It could not, however, close the strait, nor could it seriously disrupt shipping for an extended period of time.73 The mission of creating a prolonged disruption to that much commerce is simply too challenging, especially for a middleweight military power like Iran. First, even at its narrowest point, the strait is 34 km across, and almost all of that water is deep enough for a laden supertanker to safely pass. Physically blocking the waterway, for instance with scuttled ships, is therefore implausible.74 Second, if Iran tried to use antiship missiles to close the strait, it would be constrained by the missiles’ limited effectiveness against oil tankers, and the heavy ship traffic through the strait would quickly consume Iran’s entire arsenal. Iran’s missile stockpile numbers in the hundreds.75 Those missiles would be pitted against an average of more than one thousand large commercial ships entering the Gulf each month, including more than two hundred large oil tankers.76 Reliably distinguishing between oil tankers and other potential targets would not be simple in the Persian Gulf haze or at night, and during a crisis, shipping would scatter to avoid the missile batteries and complicate targeting.77 Moreover, each attack on a tanker (or merchantman misidenti- fied as a tanker) would require several shots. During the Tanker War, many missiles launched at undefended commercial ships failed to function prop- erly or missed their targets. Even when they hit, antiship missiles are not particularly lethal against large commercial ships (in contrast to their high- profile successes against smaller warships like the HMS Sheffield, the USS Stark, and the INS Hanit). The tankers’ thick hulls, compartmentalized construction, fire-inert reservoirs of crude oil, and advanced fire-suppression systems limit damage from missile strikes.78 During the Tanker War, several tankers survived five or even six missile hits without sinking.79 Missile technology has progressed since the Tanker War, but the new missiles are unlikely to be dramatically more effective against oil tankers.80 So to effectively disrupt a single tanker’s transit, Iran would have to launch a substantial volley of missiles to account for target misidentification, outright malfunctions and misses, and the need to hit a tanker multiple times to disable it. With its limited arsenal, Iran could not use missiles to close the strait and overwhelm adaptation in the oil market. Third, Iran could also try to use mines to disrupt traffic in the strait. However, like cruise missiles, mines would only harass shipping rather than close the waterway. Although the strait is too deep and the current through it too strong to use old-fashioned contact mines effectively, Iran has an arsenal of modern Chinese rocket-propelled mines.81 The higher-tech mines, however, are not simple to operate. Like antiship missiles, advanced mines risk failure in many different ways. For example, they sometimes become stuck in the muck on the bottom or become misaligned by ocean currents.82 Roughly ninety-five percent of the advanced mines the Iraqis deployed in 1990–91 were not functional because either their batteries had expired or they had been set incorrectly.83 Moreover, although the Strait of Hormuz is a narrow sea passage compared to the open ocean, it is still very large compared to the area of effect of each advanced mine, meaning that Iran would have to emplace an extremely large number of mines to create a high probability that the minefield would disrupt a tanker’s transit.84 Iran may not have enough mines, and the other militaries of the world (whether regional competitors like Saudi Arabia or global oil consumers like the great powers of Europe and Asia and the United States) would not stand idly by while Iran methodically planted mines. Finally, even if mines’ primary effect is to generate fear and uncertainty, tanker captains, brokers, and insurers in the past have shown that they are willing to take risks to deliver valuable cargos (like oil).85 The markets’ resilience would be especially likely as participants came to understand that the real risk of striking a mine in the Strait of Hormuz, even after an extensive Iranian mine-laying campaign, would be quite limited. The most important point about the strait is that attempts to harass shipping would trigger rapid adaptations that would mitigate the economic consequences. For example, if ongoing attacks reduced throughput by dam- aging a fraction of the tankers that passed through the strait, wholesalers would face powerful economic incentives to send additional tankers to get more oil to the market.86 Attacks would increase shipping insurance pre- miums, but producers, who need oil export income, would likely bear that cost, as they did during the Tanker War.87 Exporters in the Gulf might even repeat Iran’s Tanker War strategy, using a shuttle service—perhaps using a high volume of lower-value ships, perhaps even with military crews, to ferry oil to commercial carriers outside the strait. Finally, even if attacks temporarily reduced tanker traffic in the strait by 33 percent, U.S. and European petroleum reserves could be tapped to add several million barrels per day to world markets until Iran ran out of harassment capabilities.88 Finally, the U.S. military could respond if Iran harassed tanker traffic in the Gulf, but even strong action would not depend on having a peacetime forward presence in the region. Naval forces operating in the Indian Ocean would be ideally positioned to counter Iranian attacks. Defending shipping in the strait might entail (1) air attacks against antiship missile launchers along the Iranian coast and the Gulf islands; (2) air attacks on Iranian ships suspected of laying mines and Iran’s submarine pens; (3) air patrols to protect ships from air attack; and (4) mine sweeping to clear safe channels for tankers. The U.S. Navy is now much better trained and equipped for littoral warfare than the blue water-oriented force that protected Persian Gulf oil convoys briefly in the late-1980s.89 The U.S. Navy could prosecute all of these missions with over-the-horizon forces. Ground-based airpower could also fly to the Gulf in a crisis.

a2: no spare capacity
Countries CAN increase output- they can’t adequately predict slack capacity and it will be increased in respond to geopolitical events
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Critics might reply that those examples all come from a time when oil producers had slack production capacity, that is, when past investment in exploration and oil field development enabled them to pump more oil than consumers demanded at the preshock price level. At present, those critics fear, the increase in worldwide demand (especially from China and India) has taken up the slack, so producers could not increase output, even if a disruption were to create a price spike.75 That criticism is misguided for three reasons. First, data on slack capacity are notoriously unreliable. Slack production capacity is sometimes reported as a static figure (e.g., 2 mb/d), but any reasonable measure must report the amount of extra oil that could be brought online in a given period of time and at what cost. Such details, unfortunately, are closely guarded secrets. Although industry observers can make reasonable estimates of current production levels—for example, by counting the number and size of the tankers that dock at a given oil terminal—they cannot tell how full producers’ inventories are or how aggressively the producers are drawing oil out of underground reservoirs.76 And only producers can do the advanced scientific tests to try to determine the maximum flow rate that a given field can support using current technology. Second, assertions about the lack of slack oil production capacity are inherently suspect because members of a cartel, and especially large cartel leaders, should generally maintain slack capacity. The entire purpose of a cartel is to help members produce less than the maximum amount possible in order to increase price. Furthermore, the enforcement mechanism that (imperfectly) holds the cartel together is the threat to respond to cheating with additional increases in output.77 The same slack capacity that cartel members need to keep their partners in line can also be used to respond to a supply disruption. Finally, the more the United States relies on market mechanisms to mitigate disruptions in the oil industry, the greater the incentive producers will have to create additional slack capacity. If the odds of supply disruptions increase, producers will be more willing to pay to maintain additional slack capacity so that they can pump more at post- disruption high prices. Similarly, large oil companies will maintain larger inventories because they, too, will want to be positioned to profit from a spike in prices. The result of those profit-driven responses is to create the slack that will mitigate the disruptions. There is clear evidence that slack capacity and inventory buildup are driven by expectations of future disruptions. Whenever political crises that could affect oil supply loom on the horizon, wholesalers fill their stocks, essentially creating slack capacity above the ground that they hope to sell when supply drops and prices rise.78
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Kubarych, 05 Senior Economic Adviser with HVB America, Inc. (June 2005, Roger, The International Economy,  “How oil shocks affect markets: consider the five most recent scenarios”, Vol. 19 Nbr. 3, http://findarticles.com/p/articles/mi_m2633/is_3_19/ai_n15787119/ SW)

[4] 1996-99: DEMAND-INDUCED PRICE SURGE In the wake of the Asian financial crisis and a pick-up of Iraqi oil sales under the United Nations oil-for-food program, oil prices plummeted to $10 per barrel in late 1998. Then oil prices began to head sharply higher--but this time, unlike the three previous episodes, without any geopolitical trigger. Rather, global demand began to swell as the high-tech bubble encouraged a big investment boom in North America and Europe and as the Asian economies began to recover. OPEC was either unable or unwilling to match increased demand by raising output. By the middle of 2000, oil prices tripled. It represented an even sharper price advance than during the shock of the Iranian revolution. The eventual peaking in the oil price coincided with President Clinton's decision to sell crude oil from the Strategic Petroleum Reserve, although analysts disagree as to how important that action was in taming the market pressures. FINANCIAL MARKET RESPONSES Bonds: Yields on ten-year U.S. Treasuries moved up alongside the rise in oil prices. At the end of 1998, the yield was just above 4.5 percent. By February 1999, it went above 5 percent. By June 1999 it exceeded 6 percent. Thereafter, it fluctuated narrowly just below that level by the time oil prices reached a peak. Naturally, rising oil prices were not the only factor influencing bond market participants. The furious increase in stock prices, especially for high tech companies, was generating huge reallocations of investment funds into stocks and out of bonds. Moreover, economic growth was accelerating. In the United States, the Federal Reserve, concerned about a buildup of inflationary pressures, was progressively tightening monetary policy. European monetary policies were also being tightened. So in a sense, it was a conventional late-cycle boom, with both oil prices and bond yields responding in a classic way. Stocks: Stock markets largely ignored the crude oil price advance of 1999-2000. The lure of rapidly escalating high tech stocks overshadowed it. Currencies: The deutschemark and Japanese yen reactions were entirely reversed from past experience. The yen strengthened sharply throughout the oil price advance, while the deutschemark tended to weaken.

a2: peak oil

No peak oil- new technologies make new petroleum sources viable – treat their evidence with skepticism – peak oil claims have been made for decades when they were the opposite of true

Gholz and Press, 07 * Associate professor at the LBJ School of Public Affairs at the University of Texas at Austin, AND ** Associate professor of government at Dartmouth College and coordinator of War and Peace Studies at the John Sloan Dickey Center for International Understanding  (Eugene and Daryl G., CATO Policy Analysis, “Energy Alarmism The Myths That Make Americans Worry about Oil”, No. 589,  http://www.cato.org/pubs/pas/pa-589.pdf SW)

Note: Tables removed

In the past decade, the authors of several widely read books and articles have raised alarms about the quantity of the world’s remaining oil reserves. According to the peak oil hypothesis, the world has recently passed an ominous milestone: half of the recoverable oil has already been consumed, and the rate of global oil production has therefore begun, or will soon begin, an irreversible decline.20 The implication, according to proponents of that hypothesis, is that in the coming decades oil prices will soar as supplies dwindle and demand grows.21 Some observers argue that the United States should use foreign policy tools to ensure access to the “American share” of oil supplies in that difficult environment;22 others ominously warn that it is exactly that sort of “mercantilism,” which they view as an inevitable consequence of passing the oil supply peak, that will draw the United States into resource wars.23 The pessimistic claims about peaking oil supplies should be treated with skepticism. For decades, analysts have argued that oil sup- plies were dwindling and that the peak rate of production would soon been reached. In fact, the most eminent advocate of that argument today once predicted that the global produc- tion peak would occur in 1989, but since then global crude oil production has grown by 23 percent, and oil supply (crude oil and other petroleum liquids) has grown by more than 28 percent.24 More telling, the world’s ultimately recoverable resources (URR) have been growing over time, largely because many fields contain substantially more oil than was originally believed.25 One reason URR are growing despite the world’s continuing consumption of oil is that improved technology has allowed a far greater fraction of reserves to be extracted from oil fields. In 1980 only 22 percent of the oil in the average field was recoverable, but with better extraction technology average recovery is now up to 35 percent, effectively increasing URR by more than 50 percent. The results of the growing URR and recovery rate are striking: in 1972 the “life-index” of global oil reserves, the length of time that known reserves could sup- port the current rate of production, was 35 years; in 2003, after 31 more years of accelerating oil extraction, the life index stood at 40 years.26 In short, no one knows how much oil is ultimately recoverable from the earth, but there is no compelling evidence that reserves are running out or that production is near the peak.27
No Peak oil- new oil fields
Mufson, 7/1/11 (Steven, Washington Post, “The unpredictable forces behind oil prices”, http://www.washingtonpost.com/opinions/the-unpredictable-forces-behind-oil-prices/2011/06/30/AG3e27tH_story.html SW) 

Some argue that an era of limits has begun. Yes, there is a peak to world oil production out there somewhere, because we’re gobbling up the plants and plankton that have been simmering for millions of years in the sedimentary cooker faster than the Earth can replace them. But we keep postponing that peak — by finding new fields, getting more oil out of old ones or clamping down on consumption. 

Peak oil is wrong- oil will continue to be the foundation of our economy – and even if they’re right the timeframe is too long to matter

Gholz and Press, 07 * Associate professor at the LBJ School of Public Affairs at the University of Texas at Austin, AND ** Associate professor of government at Dartmouth College and coordinator of War and Peace Studies at the John Sloan Dickey Center for International Understanding  (Eugene and Daryl G., CATO Policy Analysis, “Energy Alarmism The Myths That Make Americans Worry about Oil”, No. 589,  http://www.cato.org/pubs/pas/pa-589.pdf SW)

Note: Tables removed
In sum, the simple peak oil argument that suggests that the world is running out of oil is unconvincing; oil will remain the foundation of the global economy for decades to come. As demand for energy continues to increase, oil prices will likely rise in the long term, increasing incentives for new oil exploration, technology development, energy efficiency, and research on alternative energy sources. Meanwhile, concentration of oil production in unstable regions does pose a certain danger, but market processes, including diversification of sources of supply and investment to reduce the economic costs of finding and extracting oil, respond to the danger better than ambitious foreign policy options
***AFF
oil prices low now

Oil prices lowest since last winter 

Oil Prices.com 6/20 (“ Crude Oil Futures Drop to Four Month Low” http://oilprice.com/Energy/Oil-Prices/Crude-Oil-Futures-Drop-to-Four-Month-Low.html kdej)

Crude oil prices extended sharp losses from the previous session on Monday, dropping to a four-month low as the U.S. dollar gained amid uncertainty over a second Greek bailout package, while concerns over a slowdown in demand from the U.S. also weighed. On the New York Mercantile Exchange, light, sweet crude futures for delivery in July traded at USD91.98 a barrel during European morning trade, tumbling 1.52%. It earlier fell as much as 1.78% to USD91.52 a barrel, the lowest price since February 21. The U.S. dollar advanced against the euro after Euro Group finance ministers postponed a decision on a second Greek rescue package until mid-July. Luxembourg’s finance minister Jean-Claude Juncker said on Sunday that a new bailout package for Greece would be dependent on whether the Greek parliament managed to pass a new austerity package. Greece’s parliament is expected to vote on the controversial new austerity package on Tuesday. The dollar index, which tracks the performance of the greenback versus a basket of six other major currencies, was up 0.55% to trade at 75.88. Dollar-denominated oil futures contracts tend to fall when the dollar rises, as this makes oil more expensive for holders of other currencies. Meanwhile, concerns over a slowdown in demand from the U.S., the world’s largest oil consumer, pressured prices. The American Petroleum Institute said on Friday that U.S. crude supplies rose to 367.6 million barrels in May, the highest level in 31-years, as refineries processed less crude amid a decline in gasoline demand. U.S. consumption of distillate fuel, which includes diesel and heating oil, fell 5.2% last week to the lowest since January, according to the U.S. Energy Department Elsewhere, on the ICE Futures Exchange, Brent oil futures for August delivery fell 1.19% to trade at USD111.92 a barrel, up USD19.94 on its U.S. counterpart. The spread between the two contracts rose to an all-time high of USD23.34 last week. The two contracts historically have traded within USD1.00 of each other. Barclays on Friday attributed the widening spread between the two contacts to “an oversupplied U.S. market”. 
Prices will decline- Geopolitical factors won’t last forever, demand is low and output is high

Shmuel 11 (3/11/11, John, Financial Post,  “High oil prices much different from 2008”, Lexis SW)

With crude prices retreating slightly after hitting 29-month highs last week, volatility remains an ongoing story for oil. But looking at oil's technicals suggests the recent price surge doesn't really have legs. Prices for WTI crude have recently settled to one-week lows of US$102.73, after touching a high of US$106 on the back of the conflict in Libya. But a report from National Bank Financial said oil's technicals Thursday present a much different picture than in 2008, when prices skyrocketed to US$137 a barrel. "Obviously, it is still above its current fundamental value," said Yanick Desnoyers, assistant chief economist at National Bank Financial, in the report. What makes the recent oil rally different from 2008 is the fact that OPEC has more additional production capacity than it did three years ago. As of March, capacity is at four million barrels a day compared with 1.5 million barrels in 2008. The stark contrast is mainly due to the fact that demand remains slightly lagged as the global economy continues to recover from recession. “After all, the latest run-up in oil prices is part of a not so tight market. Any positive news on the geopolitical front could have a non negligible impact on oil prices,” he said. So if you’re fretting about oil prices, don’t. Unless things really fall apart in the Middle East — mainly Saudi Arabia — prices likely won’t stay this inflated for long.
Prices on their way down – domestic petroleum alternatives

Schoen 6/10/11 (John W., MSNBC, “Watch out for falling gasoline prices”, http://today.msnbc.msn.com/id/43332779/ns/business-eye_on_the_economy/ SW)

Higher oil prices have sparked a major shift in car buying habits, for example. U.S. car dealers last month reported continued strong demand for smaller, fuel efficient vehicles. General Motors is considering adding a second shift to the Detroit plant that makes the electric Chevy Volt. Ford said Friday it plans to triple production of electric cars by 2013. Oil prices above $100 have spurred production of alternative sources of oil that cost more to produce, from Canadian tar sands to ever-deeper offshore oil fields. Exxon Mobil said this week it made two big new deepwater oil discoveries in the Gulf of Mexico in an area thought to hold as much 15 billion barrels of crude. Domestic oil finds that were once considered too costly to produce are now being developed profitably with production techniques like steam injection and fracking, which cracks open rock formations deep underground to get at the crude. Those techniques have also produced something of a modern-day boom in U.S. natural gas production, pushing prices lower and making it much more attractive as an alternative transportation fuel. Gulf Oil, a major gasoline retailer, is among the companies looking to expand the use of natural gas for transportation, according to CEO Joe Petrowski. “So from a demand standpoint, there's a lot of destruction going on of petroleum demand for the first time I’ve seen in a long while,” he said. “People are not just talking about it but putting pencil to paper and looking to use less petroleum-based fuels.” In the U.S., gasoline demand has fallen by roughly 5 percent since this time last year; prices recently backed off after peaking at about $4 for a gallon of regular. Petrowski is among those who think pump prices are headed lower: He sees prices at $3.50 or below by July 4.
Production is increased and that tanks prices – prefer our evidence which cites EIA data

Hamilton, 11 Professor of Economics at University of California, San Diego (5/8/11, James D., Econ Browser, “Lower oil prices”,  http://www.econbrowser.com/archives/2011/05/lower_oil_price.html SW)

Note: Graphs and captions not included

Please note the necessary implications of this arithmetic: if China is consuming 1.7 mb/d more, but the world as a whole is only consuming 1.2 mb/d more, that means that people outside of China, as a group, have decreased our consumption by 500,000 b/d over the last 5 years. And the first question to ask anybody who claims that the price of oil has been "too high" recently, is, how much of a price increase do you think would have been necessary to persuade consumers outside of China to reduce consumption by a half-million barrels per day over a five-year period? I've been talking about global consumption, though the EIA also reports data on world production. It's not accurate to conclude that if reported production exceeds reported consumption, then there must be excess supply with the difference going into inventories somewhere. The two series are collected from different sources, and the difference between reported production and reported consumption is often just reflecting errors in measuring the two series. But it's interesting to note that, from production data, it looks as if we're finally lifting above the five-year plateau, with the latest production figures showing significant increases relative to 2005 in countries such as the U.S., Brazil, Russia, Angola, Iraq, Azerbaijan, China, and Canada far in excess of the declines in the North Sea, Mexico, Venezuela, Indonesia, and Saudi Arabia over that period. We can also look at direct oil inventory data for the United States. The black curve in the figure below plots the average seasonal behavior of U.S. crude oil inventories. The green curve gives the values for 2008. Inventories were significantly below normal in the first half of that year, making it difficult to insist that the price at that time, though rising quickly and very high by historical standards, was higher than it needed to be to keep demand from outstripping supply. By contrast, the orange curve (2011 data) indicates that current inventories are currently well above normal, suggesting that, particularly given the recent production gains, a lower price would likely be consistent with the quantity consumed being equal to the quantity produced. I believe that events in Libya had been a key driver of the price of oil over the last few months. The country produced about 2% of total world supplies last fall. If one assumes a short-run price elasticity of demand of 0.1, that would warrant a 20% price increase if those supplies were knocked out and no one else had the excess capacity to replace them. Not all of Libyan production has been lost, but on the other hand, I have heard some analysts claim that Libya accounted for 15% of current light sweet production, where the real crunch has been recently. The political currents recently manifest in North Africa could still easily spread to other key oil-producing countries. But if that does not happen, then with the likely response of consumers to the still-high price, and the promising near-term production gains, it is possible that this week's dramatic oil price declines are only the beginning. In terms of what this means for American consumers, each $1/barrel change in the price of oil usually translates into 2.5 cents per gallon of gasoline at the pump. With the price of oil now down $16 from its peak, that might mean a drop of 40 cents per gallon in the retail price of gasoline.
increased output will lower prices

Oil prices will lower- Opec producers recognize the need for low prices and will increase production accordingly

 Blas, 11 (1/19/11, Javier, Financial Times, “Opec raises oil output to stave off price spike”, Proquest SW) 

Saudi Arabia and other moderate members of the Opec oil cartel are quietly increasing their production as oil prices flirt with $100 a barrel, the first sign that Riyadh is concerned about the impact of rising prices on global economic growth . The International Energy Agency revealed the output rise on Tuesday, saying there was a "tacit recognition" by Saudi Arabia and others "of a need to adjust actual production levels to try to take some of the steam out of the market". The ability to raise production at short notice is an important safety valve for Opec. Oil-producing nations tend to like higher prices because they earn more from exports. However, were prices to rise too high, that could put the global economic recovery at risk, dragging demand lower, something Opec would want to avoid. In public, Opec officials maintain there is no need to increase output and Saudi oil officials have remained silent on the matter. But the western countries' oil watchdog said Saudi Arabia "has been making more crude available to the market", estimating the kingdom's output last month at 8.6m barrels a day, the highest in two years. "Preliminary market data indicate that the kingdom is on track to increase production again in January," the Paris-based IEA said in its monthly report. The cartel left its official output levels unchanged at a meeting last month in Quito, Ecuador. But the IEA said that higher production from Saudi Arabia, United Arab Emirates, Kuwait and other countries pushed up Opec production by 250,000 b/d last month to 29.6m b/d, the highest output since December 2008. The output rise comes as Opec watchers agree Saudi Arabia has been boosting production to cool the market. Western traders said there was little evidence of a substantial increase in production. But they conceded that Riyadh could be boosting exports to Asia, where oil trade data are murkier. The price of Brent crude, the global benchmark, fell to $96.60 a barrel after the IEA report, but later recovered some ground, trading higher at $97.94 a barrel. Fatih Birol, IEA chief economist, said higher Opec output could have a "softening effect on the market", but he cautioned it was too soon to estimate the impact. In theory, that effect could be sizeable. Right now Opec, which supplies four out of every 10 barrels of oil the world consumes, has more than 5m barrels per day of spare capacity, the bulk of it controlled by Saudi Arabia, United Arab Emirates and Kuwait, among its dovish members. That room for manoeuvre is enough to supply the combined oil needs of the UK, France and Spain.
Oil Output will increase- Iraq and Saudi Arabia

The Economist, 6/23/11, (“Rigging the market”, http://www.economist.com/node/18867869?story_id=18867869&fsrc=rss SW)

Oil-services firms have plenty of conventional work, too. Iraq is trying to boost its output. In March Saudi Arabia, keen to maintain a buffer of spare capacity, said that it planned to increase its rig count by 30% by some point next year. The Saudis are not alone in their desperation to stem the declining output of big and ageing oil fields. This means lots more spending on technologies to arrest decline rates and on maintenance to keep older wells around the world in tip-top condition.

All producers are increasing output- they prefer stable low prices to high ones

Schoen 6/10/11 (John W., MSNBC, “Watch out for falling gasoline prices”, http://today.msnbc.msn.com/id/43332779/ns/business-eye_on_the_economy/ SW)

On Friday, Saudi newspaper al-Hayat reported that Saudi Arabia planned to raise output to 10 million barrels a day in July, from 8.8 million bpd in May. There was no indepedent verification of the story. Oil prices may have shown little impact even if traders had gotten the production increase they expected. With many OPEC members already cheating on production quotas, OPEC’s actual output is running about 1 million to 2 million barrels per day above the official target. Production hawks like Iran and Venezuela — who opposed calls from the Saudis for higher production — face ruinous revenue shortfalls if they hold back oil supplies. “Even those members who voted against (raising production) may be tempted to take advantage of higher prices and allow their compliance to slip further,” said Julian Jessop, who follows the oil markets for Capital Economics. In any case, efforts to raise production fall squarely on the Saudis, the only country with significant spare capacity to add to global supplies. And contrary to popular belief, the Saudis are just as worried when oil prices rise too high as when they fall too far. “They're all about stability and the long-term marketplace because, after all, the Saudis only export one thing,” said Addison Armstrong at Tradition Energy. “They have only one source of revenue, so they don't want anything to mess around with it. They want to be on this gravy train as long as possible and stability of price is the key to that.” So as the world’s largest producer, Saudi Arabia has the most to lose from the recent surge in oil prices, which has only served to accelerate global efforts to use less Saudi oil.

Output increasing now

Krauss, 6/7/11 national business correspondent for New York Times (Clifford, The International Herald Tribune, “More oil may not lower prices;  OPEC can open spigots, but demand is rising as revolts hurt production”, Lexis, SW)

As OPEC ministers prepare to meet Wednesday for the first time since political turmoil spread across North Africa and the Middle East, there are signs that Saudi Arabia and other oil producers are beginning to raise output modestly to help meet global demand. But with China's appetite for energy continuing to grow and political turbulence still rumbling across the world's primary oil-producing region, oil experts say there is only so much OPEC can do to ease prices. The 12-member Organization of the Petroleum Exporting Countries has not changed its production quotas since December 2008, when it moved to cut output to put a floor on slumping prices at the outset of the recession. The quotas helped keep world oil prices moderate and stable through 2009 and early 2010, although over time Iran and other members sporadically increased production. But in the past year, prices have leapt by more than 35 percent, in large part because of disruptions in Libya and the threat of more unrest in other producing countries. Now, officials from Saudi Arabia and Iran - the two OPEC production giants often in disagreement when it comes to price policy - are hinting that producers should be willing to step up output again. 'OPEC is trying to compensate part of the shortage of supply of crude and create a balance in the market,'' Iran's OPEC governor, Mohammad Ali Khatibi, recently told the semiofficial Mehr news agency. Observers viewed the comment as moderate in comparison with the usual Iranian calls for higher prices. In recent weeks, Saudi Arabia has stepped up production by an estimated 200,000 barrels a day, or roughly 2 percent, after lowering exports in April. The Saudi oil minister, Ali al-Naimi, recently suggested that OPEC would raise output to meet any increase in global demand, although a formal change in the allotment of production quotas for each member is still in doubt. The only fireworks at the meeting are likely to be over possible competing Libyan delegations. The government of Col. Muammar el-Qaddafi says it will send a representative, even though its top oil official, Shukri Ghanem, recently defected and some OPEC members are actively supporting Libyan rebels. The global market is not short of oil, but inventories are dropping around the world and leading world benchmark prices continue to hover around $100 a barrel. The International Energy Agency, the advisory organization for industrial countries, has appealed to OPEC to raise production, going so far as to hint that Western countries could release strategic reserves onto the market if needed to stem rising prices. ''Oil prices are hurting the economy,'' said Fatih Birol, the agency's chief economist. ''I hope to see more oil in the markets soon.''

OPEC countries will increase output

Blas, 11 (1/19/11, Javier, Financial Times, “Opec raises oil output to stave off price spike”, Proquest SW) 

Bill Farren-Price, a veteran Opec watcher at Petroleum Policy Intelligence, a consultancy, says that the cartel's increased production reflects a "tacit understanding among Gulf producers to meet additional demand," especially as prices are rising. The decision to increase production quietly marks another difference between the current price rally and the spike three years ago. Opec watchers say that Saudi Arabia has learned from what happened three years ago, when the financial crisis triggered the worst recession in the west in decades. Riyadh is anxious to avoid a price spike that could undermine global growth. So even as oil heads towards $100 a barrel, threatening to push inflation higher and choke off recovery, investors would be unwise to rule out a response. For all its internal differences, Opec could yet return as a formidable force in the markets.

Saudi Arabia supports low oil prices- Makes the oil economy more viable 

Sullivan, 6/27/11 (Robert, Recourse Investing News, “IEA Stockpile Release Riles OPEC”, http://resourceinvestingnews.com/18377-iea-stockpile-release-riles-opec.html SW)

Saudis left in a tight spot Saudi Arabia favours a lower price in order to protect the economic viability of their oil industry, but having failed to deliver in Vienna, their task may now be much more difficult as tension builds between OPEC and the IEA. Without a consensus on output, members can now effectively produce as much as they wish until their next policy meeting on production in December. Saudi Arabia has stated that they would unilaterally increase output to meet any rise in demand, but they will also be aware of the threat that may pose towards widening already emerging fractures within OPEC. 

demand decreasing lowers prices

If they win that prices are high we’ll win they’ll decrease – high prices depresses global manufacturing growth via increased cost of energy inputs, thereby decreasing demand
Oil and Gas Journal, 11 (5/23/11, “IEA cuts oil demand forecast due to prices, economic outlook”, Proquest, SW)

In its latest monthly oil market report, the International Energy Agency revised downward its forecast for 2011 global oil product demand growth as a result of persistent high prices and weaker projections for economic growth in the developed countries of the Organization for Economic Cooperation and Development. With a new forecast from the International Monetary Fund putting 2011 economic growth in the world's advanced economies at 4.3% vs. 4.8% growth in 2010, IEA now projects that global oil demand will climb 1.3 million b/d this year to average 89.2 million b/d. In 2010, worldwide oil demand grew by 2.8 million b/d. A month ago, IEAs forecast put 2011 global oil demand growth at 1.4 million b/d. IEA noted that $4/gal gasoline is likely to yield an anemic US driving season and that a weaker 2011 profile in North America is the main driver behind the change to its demand forecast. Also, governments in Russia, Brazil, and China face difficulties fully passing on recent price rises to consumers, helping to sustain robust demand growth in the non- OECD countries, and potential power supply problems in China might augment that trend, the report said.
a2: libya = high prices

Saudi Arabia controls more production and they’ll fill in – causing prices to FALL

Schoen 6/10/11 (John W., MSNBC, “Watch out for falling gasoline prices”, http://today.msnbc.msn.com/id/43332779/ns/business-eye_on_the_economy/ SW)

Much of the spring price surge followed the outbreak of revolution across the Arab world including the loss of production from embattled OPEC member Libya. But despite the loss of production, oil is still plentiful. In the U.S., oil stocks are well above their five-year average for this time of year. Want to be a pocketbook patriot? Drive less The Libyan civil war also raised fears that unrest could spread to Saudi Arabia, disrupting output by the last producer with meaningful spare capacity. But as those fears have eased, so have oil prices. “One can argue there are still risks everywhere else in the Middle East, including Saudi Arabia,” said Saleri. “But they have a set of circumstances that make them far, far more stable and very different than the rest of the countries in the oil-producing region.”
tar sands lower prices

Tar sands will lower oil price

The Energy Policy Research Foundation, 11 (3/17/11, “Oil supplies, Gasoline prices, and Jobs in the Gulf of Mexico”, Hearing before Subcommittee on the Energy and Power U.S. House of Representatives Committee on Energy and Commerce, http://www.eprinc.org/pdf/EPRINC-Testimony-March-17-2011.pdf SW)

We are running out of oil and the long run price of oil is likely to be very high, perhaps in the range of $200/bbl or more. Although world oil markets are subject to considerable turmoil, the prospects for a much lower price path to the fuels of the future are gaining momentum. For example, between new production in Iraq and continued development of the oil sands in Canada, the world oil market could see production expand by 10 million barrels/day over the next ten years.
Canadian Oil Sands can change global oil markets and increase output
Austen, 11 (6/6/11, Ian, New York Times, “Oil Sands Project in Canada Will Go On if Pipeline Is Blocked” http://www.nytimes.com/2011/06/07/business/energy-environment/07pipeline.html SW)

Advocates, meanwhile, say that oil sands extraction is getting cleaner and represents a potentially major source of oil from a politically stable ally that will help ensure America’s energy security. The stakes are enormous. The oils sands have reserves of 171.3 billion barrels, according to estimates by the provincial government of Alberta — enough to change the balance of world oil markets, some energy experts say; by comparison, Saudi Arabia has reserves of 264.2 billion barrels.
Oil Prices will decline- Canandian Oil

Brady, 11 (2/14/11, Jeff, NPR, “Why Is Gas Cheaper In Midwest?  Thank Canada”, http://www.npr.org/2011/02/14/133698850/why-is-gas-cheaper-in-middle-u-s-thank-canada?ft=1&f=3 SW)

Despite protests from environmentalists, Canada's oil sands business is booming. Much of that crude heads into the U.S. through a network of pipelines. But pipeline construction hasn't kept up and a bottleneck has developed in Cushing, Okla. "Because there are no pipes going south from Cushing to Houston, the oil backs up there and as inventories build, prices go down," says Philip Verleger, an oil market analyst and professor at the University of Calgary. That means crude in the middle of the country is selling for about $15 a barrel less than it would on the world market. Verleger says you can see that reflected at gas pumps in the middle of the country. "Consumers in Colorado, consumers in Illinois, consumers in Minnesota should all be sending thank you notes to the province of Alberta," says Verleger, who lives in Colorado. "We're benefiting from the increased supply in Alberta because it can't make its way to the Gulf Coast." Glenda Walden of Lakewood, Colo., recently filled up her 2001 Honda Civic for $2.99 a gallon — about 25 cents more than she paid in September. In New York, the increase has been more than twice that. But that's cold comfort for Mark Fox of Denver, who spent $75 dollars on gas for his sport utility vehicle. "That's what they cap you at [on] the credit card — so can't even fill up anymore, but we do what we can," he said. "It's tough, though." Still, when he finds out why he's getting a better deal than a New Yorker, Fox shows his appreciation: "Thank you, Canada!"

Canadian Tar Sands spill over to China- Spreading Globally
Austen, 11 (6/6/11, Ian, New York Times, “Oil Sands Project in Canada Will Go On if Pipeline Is Blocked” http://www.nytimes.com/2011/06/07/business/energy-environment/07pipeline.html SW)

Ronald Liepert, the energy minister in Alberta, said that while Canada would prefer to sell its oil to the United States, “this commodity will go someplace.” In particular, he said, China is already a major consumer of other Canadian natural resources and a small investor in the oil sands. “I can predict confidently that at some point China will take every drop of oil Canada can produce.”

a2: tar sands not profitable

With high oil prices, Tar sand is profitable now- capacity increasing significantly

Chemical Business Newsbase, 11 (1/25/11, “Canada: oil sands projects profitable again.”, Business and Company Recourse Center, SW)

Driven by the rising oil price, oil sands production in Canada's Alberta province is experiencing a renaissance. Postponed and idled projects are being revitalized. There are also new investors and projects. New methods are being tried and foreign know-how is welcome. New oil sands projects pay off once the oil price reaches around $70. Continually rising production costs contribute to the higher break-even point. For existing mining sites the figure is lower at $30-40. The other reason for rising investment is the 170 bn barrels of oil sands that can be produced using today's technology. Direct investment in Alberta's oil sands rose from C$ 12 bn in 2005 to almost C$ 20 bn in 2008. It fell back to C$12 bn in 2009. Current capacity is 1.4 M bpd. It could increase to 3.5 M bpd by 2025. Some C$ 218 bn could be invested in new oil sands capacity by 2035. Almost 6 M bpd of new capacity are planned.
a2: no infrastructure

Tar Sand sale to the US inevitable even without the pipeline- other methods of transportation
Austen, 11 (6/6/11, Ian, New York Times, “Oil Sands Project in Canada Will Go On if Pipeline Is Blocked” http://www.nytimes.com/2011/06/07/business/energy-environment/07pipeline.html SW)

As the world’s largest importer of oil and a next-door neighbor of Canada, the United States is the most attractive and logical market for oil sands crude and already buys virtually all that Canada exports. But producers are eager to move their product all the way to the Gulf of Mexico, where there are more refineries capable of handling the unusually thick crude. It is now shipped through an existing pipeline — an earlier part of the Keystone project — to Cushing, Okla., where large storage facilities are fed by a variety of pipelines. There, it is priced against lighter oil and generally commands a lower price. Because demand for oil in the United States is unlikely to fall significantly in the foreseeable future, Canadian producers are sure to look for other ways to ship their oil south if the Keystone XL project is rejected. While backup plans are not fully developed, other options do exist. Shipping by rail is one. Last October, in a joint venture with the Canadian National Railway of Montreal, Altex Energy, an oil shipping company, began shipping relatively small amounts of tar sands crude along Canadian National’s tracks directly to the Gulf of Mexico. Not only does rail avoid billions of dollars in infrastructure investment, it also escapes any regulatory reviews in the United States. “It’s no different than shipping grain,” said Glen Perry, the president of Altex, which is based in Calgary, Alberta. Mr. Perry acknowledged that rail was considerably more expensive than pipeline shipping. Pipelines, however, require the oil sands crude to be diluted with chemicals that thin it and make it flow more easily. Rail cars do not. In addition to rail, there are other pipelines available. The Trans Mountain pipeline owned by Kinder Morgan already moves Alberta oil, including tar sands production, to ports on Canada’s Pacific Coast. Some of that travels by sea to refineries in the United States. While that pipeline is operating at near capacity, Kinder Morgan is considering increasing its capacity to the coast and has already upgraded the line inland. Enbridge, another large Canadian pipeline company, is proposing its own line, from just north of Edmonton, Alberta, to the northern British Columbia port of Kitimat. While both of those projects have encountered opposition from environmentalists and some aboriginal groups, the political climate favors the energy industry. Last month Canadians re-elected a Conservative government that has its traditional power base in Alberta, which has staunchly promoted the oil sands. Other pipeline projects could develop if Keystone XL does not. It is technically feasible to convert one of two natural gas pipelines to eastern Canada to carry oil. Once there, shipments could enter the United States through existing trans-border crossings in Ontario and Quebec.
a2: tar sands bad

Tar Sands extraction inevitable- economic incentive for Canada

Hahn and Passell, 11 *founder of the AEI Center for Regulatory and Market Studies  AND ** editor of The Milken Institute Review, the Institute's economic quarterly (6/9/11, Robert and Peter, Forbes Blog, “Extract Baby, Extract! There’s No Stopping Canadian Tar Sands Oil”, http://blogs.forbes.com/econmatters/2011/06/09/extract-baby-extract-theres-no-stopping-canadian-tar-sands-oil/ SW)

In any event, the argument over the pipeline misses the point: Stopping its construction is not likely to have much impact on tar sands exploitation. The oil can be extracted for roughly $30 a barrel and thus is almost certain to be extracted – even if Ottawa forces the owners to internalize the costs of cleaning up the local environment and exacts a stiff tax on carbon emissions. By the same token, there is no practical way to stop the Canadians from exporting oil to the United States. If the pipeline is nixed, the oil could be transported by rail – a transport mode that is more problematic in environmental terms. Still not convinced? Here’s the stopper: oil is fungible. In a pinch, the Canadians could always consume the oil from tar sands themselves and export the conventional crude saved thereby. Tar sands crude is plentiful and comes from a country that is committed to enforcing business contracts. Now that it’s relatively cheap, it’s likely to be extracted.
oil shale lowers prices

Shale Production Increasing now
The Economist, 6/23/11, (“Rigging the market”, http://www.economist.com/node/18867869?story_id=18867869&fsrc=rss SW)

WHEN the price of oil goes up, oil firms drill deeper. They also venture into harsher climes and seek out unconventional sources of oil and gas that, in happier times, would be too costly to extract. National oil companies (NOCs) often lack the skills to do any of this. The world’s big independent oil firms struggle, too. So they turn to the oil-services industry, which is set for a gusher of profits. Four big firms dominate the business of managing geological data, digging wells, building rigs, handling infrastructure and developing the technology needed for large projects. Baker Hughes and Halliburton have their headquarters in Texas, as did Weatherford, though it recently moved to low-tax Switzerland. Schlumberger, a French company with revenues of some $27.4 billion in 2010, also has a big office in the Lone Star State. America is the centre of the boom, says James Crandell of Dahlman Rose & Co, a bank. Oil-services firms there pioneered the technique of horizontal drilling, which is used to extract shale gas from America’s vast fields (conventional oil and gas are extracted using vertical wells). The same trick can be used to get at shale oil. As a result exploration and production (E&P) budgets in America are swelling. There’s more to come. Morgan Stanley, a bank, reckons that shale-oil production will increase nearly fivefold by 2016 (to around 1.9m barrels a day). This means a huge increase in the number of rigs supplied by the oil-services firms. The logistical and technological challenges of unconventional oil and deepwater drilling, now getting back up to speed after the Deepwater Horizon disaster in the Gulf of Mexico, will also boost demand. The harder the oil is to extract, the bigger the rewards for the oil-service companies. Halliburton is gearing up by boosting its workforce of 60,000 by 25% this year. The bonanza is not restricted to America (see article). Most oil that is cheap and easy to get at has been found. Fewer and smaller discoveries mean that oil companies are forced to spend more on E&P to get at unconventional shale oil, heavy oil and tar sands as well as sinking wells deep underwater. Dahlman Rose reckons that global exploration budgets will rise by some 14% in 2011, to $533 billion.
Oil Shale and tar sands increasing oil output now

Sweet 11  (2/25/11, Ken, CNN, “Who gets rich off of $100 oil?”, http://money.cnn.com/2011/02/25/markets/100_dollar_oil/index.htm SW)

NEW YORK (CNNMoney) -- For consumers, the return of $100-a-barrel oil is nothing but bad news. But investors see an opportunity: They're piling into unconventional energy stocks, betting that high oil prices could translate into big profits for some smaller U.S.-based oil companies. In fact, companies that specialize in extracting crude from oil shale and oil sands are posting the biggest gains among energy companies this year. Chesapeake Energy (CHK, Fortune 500) has seen its stock jump 30% this year. Shares of small-cap GeoResources (GEOI) are up nearly 40%. Abraxas Petroleum (AXAS), which pulls oil out of the shale in the Rocky Mountains, has had a 27% runup. "These [oil shale] companies basically start printing money once oil is above $90 a barrel," said Fadel Gheit, an oil industry analyst with Oppenheimer & Co. Analysts and investors think these unconventional energy outfits could benefit the most if oil remains in the neighborhood of $100. North America has massive crude oil reserves locked up in oil shale and oil sands, which are geological formations that contain large amounts of oil that is extremely expensive to extract. The Bakken oil shale field in North Dakota has an estimated 4.65 billion barrels of crude, according to the U.S. Geological Service. The oil sands in Alberta, Canada make up the world's second-largest amount of proven oil reserves, behind Saudi Arabia. This oil is more difficult and costly to extract because it isn't in liquid form initially - it's locked up in rocks and sand. And even after drillers get the petroleum out of this solid material, the oil then requires extremely high amounts of refining to make it usable. When oil went above $100 a barrel for the first time in summer 2008, the economics of pulling oil from the ground changed dramatically, according to analysts. That made oil sands and oil shale economically viable for energy companies, so the industry shifted enormous resources into that technology. The Bakken oil shale field is now producing around 350,000 barrels a day, up from 93,000 barrels a day only four years ago, said Ron Ness, president of the North Dakota oil council. Democrats urge Obama to tap oil reserve. The cost to recover this oil was around $90-$95 a barrel three or four years ago. Now it costs about $60-$75 a barrel, thanks to advances in technology and an increase in production. "Bakken has been a great resource for us, and as the technology has developed, we can now extract for a lot less than we used to," Ness said. Analysts expect that oil will remain above $70 a barrel for the foreseeable future - about what it costs these companies to produce a barrel of oil. And the recent turmoil in Libya and the Middle East makes drilling for North American oil sands and oil shale even more attractive. "The economies of scale are just starting to work for the non-conventional oil companies," Gheit added. "Lower oil prices favor drilling outside the U.S., and higher oil prices favor drilling inside the U.S."

gulf drilling increasing

Large oil companies will stay committed to the gulf- drilling will eventually continue 
Casselman and Gilbert, 11 (1/3/11, Ben and Daniel, WSJ, “Drilling Is Stalled Even After Ban Is Lifted”, 

http://online.wsj.com/article/SB10001424052970204204004576050451696859780.html?ru=yahoo&mod=yahoo_hs SW) 

This isn't the first time the industry has issued such warnings. When the Obama administration first announced its moratorium on deep-water drilling in May, industry leaders predicted thousands of layoffs and a quick exodus of rigs from the Gulf. Instead, most companies either kept their rigs on stand-by or kept them busy with jobs that weren't covered by the moratorium, such as cleaning up old wells. There are signs that companies remain committed to the Gulf. Chevron has in recent weeks announced two major deep-water projects there, which together will cost nearly $12 billion. "The deep-water business is a very long-term business, so we take a very long-term view," Gary Luquette, the head of exploration and production for Chevron in North America, said in an interview. BP and Shell also have said they have no plans to sell their Gulf properties.

try or die

High oil prices cause global depression – unique economic conditions mean previous examples don’t apply

Rivlin, 03/16 (Paul Rivlin has a PhD from the University of London and is a Senior Research Fellow at the Moshe Dayan Center for Middle Eastern and African studies, specializing in the Middle East economy and its historical development, “High Oil Prices and the Middle East Strategic Balance,” on March 16,2011 from http://www.dayan.org/pdfim/TA_Notes_RIVLIN_Oil_MAR16_11.pdf)
The international economy is now much less well placed to cope with sustained high oil prices than it was in 2008 because of the legacy of the 2009 crisis (although it is much better off than in the 1970s, because of the development of much more energy-efficient technologies). This left many countries with huge debts, budget deficits and some with faster inflation rates. In January 2011, before the dramatic events in the Middle East and North Africa, the IMF summarized the international economic situation in the following terms: in advanced economies growth remains subdued, unemployment remains high, and renewed stresses in the Euroarea periphery are contributing to increased risks of recession. By contrast, in many emerging economies, activity remains buoyant, inflationary pressures are emerging, and there are now some signs of overheating, driven in part by strong capital inflows.
Peak oil now

Sud ‘8 — retired vice president of C-I-L Inc., a former investment strategies analyst and international relations manager. A graduate of Punjab University and the University of Missouri (Hari, Dec 5, 2008, “High oil prices may boost nuclear power” http://www.upiasia.com/Economics/2008/12/05/high_oil_prices_may_boost_nuclear_power/2990/)

There is not much oil left in the world, except in Russia, Alaska and some offshore locations. The wells in the Middle East will run dry from around 2030 to 2040, while natural gas may last 30 to 40 years longer. The oil-producing Middle Eastern countries are aware of this fact and, wishing to maximize their advantage, have been raising oil prices over the past three years.

Geopolitics makes volatility inevitable – they can’t claim benefits from high or low prices
Johnson 11 (Tim, Senior Staff writer, Council on Foreign Relations “Oil Market Volatility” http://www.cfr.org/energy/oil-market-volatility/p15017 kdej) 

Supply issues, on the other hand, can have considerable impact on oil prices. Geopolitical events that threaten oil supplies, such as troubles between Venezuela and the United States or Turkey and Kurdish Iraq, can spook investors and lead to price volatility. Concerns that a major supply disruption could result from ongoing unrest in the Middle East in early 2011 drove up prices within a few weeks and led to estimates that oil could reach above $200 per barrel (CNBC) within the year. "Two factors determine the price of a barrel of oil: the fundamental laws of supply and demand, and naked fear," the Economist wrote in March 2011.

However, evidence suggests the price increases of 2008 did not reflect major changes in market fundamentals or political instability. Saudi officials noted that in the year between 2007 and 2008, when oil prices more than doubled, increases in oil supplies outstripped the rise in oil demand (PDF), according to a January 2010 report prepared for the International Energy Forum.

Oil wars are the biggest threat to humanity
Meacher ‘8 — Guardian.co.uk writer, blogger, Labour MP for Oldham West and Royton, was environment minister 1997-2003. (Michael, June 29, 2008, “The era of oil wars” http://www.guardian.co.uk/commentisfree/2008/jun/29/oil.oilandgascompanies)

What is most disturbing of all is that the big powers, so far from seeking major adjustments of their energy policies on either the supply or demand fronts or making a major switch into renewables, are actually massively intensifying their competitive struggle short-term for the limited oil reserves left. Despite an unwinnable war in Iraq, the US is still constructing at least five large permanent military bases there in order, according to evidence given to a US Congressional Committee, to control access to Gulf oil, including in Saudi and Iran. As one neocon recently put it, "one of the reasons we had no exit plan from Iraq is that we didn't intend to leave". The US is also trying to force through a new Iraqi oil law that would give western, primarily American, oil multinationals control of Iraqi oilfields for the next 30 years. The US maintains 737 military bases in 130 countries under cover of the "war on terror" to defend American economic interests, particularly access to oil. The principal objective for the continued existence and expansion of Nato post-cold war is the encirclement of Russia and the pre-emption of China dominating access to oil and gas in the Caspian Sea and Middle East regions. It is only the beginning of the unannounced titanic global resource struggle between the US and China, the world's largest importers of oil (China overtook Japan in 2003). Islam has been dragged into this tussle because it is in the Islamic world where most of these resources lie, but Islam is only a secondary player. In the case of Russia, the recent pronounced stepping up of western attacks on Putin and claims he is undermining democracy are ultimately aimed at securing a pro-western government there, and access to Russian oil and gas when Russia has more of these two hydrocarbons together than any other country in the world. The struggle has also spilled over into West Africa, reckoned to hold some 66 billion barrels of oil typically low in sulphur and thus ideal for refining. In 2005 the US imported more oil from the Gulf of Guinea than from Saudi and Kuwait combined, and is expected over the next 10 years to import more oil from Africa than from the Middle East. In step with this, the Pentagon is setting up a new unified military command for the continent named Africom. Conversely, Angola is now China's main supplier of crude oil, overtaking Saudi Arabia last year. There is no doubt that Africom, which will greatly increase the US military presence in Africa, is aimed at the growing conflict with China over oil supplies. As Joe Lieberman, former US presidential candidate, put it, efforts by the US and China to use imports to meet growing demand "may escalate competition for oil to something as hot and dangerous as the nuclear arms race between the US and the Soviet Union".

The neg can be right about all their arguments and we still win the debate – high oil prices are not sustainable which means even if they cause growth now we’re all terminally screwed – economic collapse, armed conflict and extinction

Huffington Post 11 (March, “The New Thirty Years' War” http://www.huffingtonpost.com/michael-t-klare/the-new-thirty-years-war_b_885036.html kdej) 

Why 30 years?  Because that’s how long it will take for experimental energy systems like hydrogen power, cellulosic ethanol, wave power, algae fuel, and advanced nuclear reactors to make it from the laboratory to full-scale industrial development.  Some of these systems (as well, undoubtedly, as others not yet on our radar screens) will survive the winnowing process.  Some will not.  And there is little way to predict how it will go at this stage in the game.  At the same time, the use of existing fuels like oil and coal, which spew carbon dioxide into the atmosphere, is likely to plummet, thanks both to diminished supplies and rising concerns over the growing dangers of carbon emissions.
This will be a war because the future profitability, or even survival, of many of the world’s most powerful and wealthy corporations will be at risk, and because every nation has a potentially life-or-death stake in the contest.  For giant oil companies like BP, Chevron, ExxonMobil, and Royal Dutch Shell, an eventual shift away from petroleum will have massive economic consequences.  They will be forced to adopt new economic models and attempt to corner new markets, based on the production of alternative energy products, or risk collapse or absorption by more powerful competitors.  In these same decades, new companies will arise, some undoubtedly coming to rival the oil giants in wealth and importance.

The fate of nations, too, will be at stake as they place their bets on competing technologies, cling to their existing energy patterns, or compete for global energy sources, markets, and reserves.  Because the acquisition of adequate supplies of energy is as basic a matter of national security as can be imagined, struggles over vital resources -- oil and natural gas now, perhaps lithium or nickel (for electric-powered vehicles) in the future -- will trigger armed violence.
When these three decades are over, as with the Treaty of Westphalia, the planet is likely to have in place the foundations of a new system for organizing itself -- this time around energy needs.  In the meantime, the struggle for energy resources is guaranteed to grow ever more intense for a simple reason: there is no way the existing energy system can satisfy the world’s future requirements.  It must be replaced or supplemented in a major way by a renewable alternative system or, forget Westphalia, the planet will be subject to environmental disaster of a sort hard to imagine today. 

ext. peak oil

Running out of oil—new oil fields can’t solve

Meacher ‘8 — Guardian.co.uk writer, blogger, Labour MP for Oldham West and Royton, was environment minister 1997-2003. (Michael, June 29, 2008, “The era of oil wars” http://www.guardian.co.uk/commentisfree/2008/jun/29/oil.oilandgascompanies)

There are of course exits from this doom-stricken scenario, though none is at all credible. First, discovery of major new oilfields could alter the picture. However, though billions have been spent on the search for new fields, discovery peaked in the mid-1960s and the last big ones were found in the 1970s. Only Iraq has undeveloped super-giant oilfields – at West Qurna, Majnoon, and East Baghdad – and the capacity to increase production rapidly to 8-10 million barrels a day; but ironically the US invasion, designed to produce this effect, has ruled out this outcome for a long way ahead. Already four-fifths of the world's oil supply comes from fields discovered before 1970, and even finding a field as large as the world's current biggest (Ghawar in Saudi Arabia) – which is anyway almost inconceivable given the huge improvements in geological knowledge in the last 30 years – would only meet global oil demand for another 10 years.

a2: backstopping link

If the thesis of their backstopping link is true then its inevitable – Saudi Arabia will drop prices to prevent alternative investment

Shihoha 5/31/11 – journalist for News Tonight (Meena, “Prince Al-Waleed bin Talal of Saudi Arabia Considers Dropping Oil prices”, News Tonight, http://newstonight.net/content/prince-al-waleed-bin-talal-saudi-arabia-considers-dropping-oil-prices

According to reports, Prince Al-Waleed bin Talal of Saudi Arabia, the world's largest oil producer, is considering dropping oil prices so that the US does not endeavor sorting out other fuel alternatives.
However, alternative energy has not commenced in the US, owing to its development being mostly dependent on the private sector. At the moment, it's easy and cheaper to buy oil from countries like Saudi Arabia, which is why little or no private companies endeavor to develop alternative sources.

Also, the danger for oil producers like Saudi Arabia may occur if there is a sustained period of high oil prices, which may lead to the Western private sector to invest in the upfront costs of creating alternative sources, as well as reducing the price of energy permanently.

Nevertheless, to avoid this, the optimal strategy for Saudi Arabia is said to be the prevention of "sustained period of high oil prices", as for the Western countries, paying the upfront cost, and saving money in the long-run with less expensive alternative energy sources.

In addition, Western capitalism is reported to have the tendencies to be short-sighted and decentralized, on a condition that oil prices stay logically low, as fewer players in the private sector will have the "resolve to eat the enormous upfront costs of developing alternative energy sources". 

laudry list turn
Foreign oil dependence causes terrorism, economic and hegemonic collapse 

Schmitt 11 (Harrison, Former Senator Schmitt Advocates a National Energy Plan as Constitutionally Mandated “ ENERGY AND THE CONSTITUTION” http://americasuncommonsense.com/blog/2011/02/17/energy-and-the-constitution/ kdej)

Dependence on imported oil removes the defensive and foreign policy leverage needed to prevent attacks by terrorist states. Imports subsidize the financial supporters of terrorism. Dependence has the further effect of giving the United States no influence over the price it pays for oil. If the price of oil came under the direct economic influence of the United States, for example, Iran would have great difficulty affording the development of nuclear weapons and their delivery systems. Dependence on oil and gasoline imports also gives China further means to intimidate our national leaders into acquiescence to its continuing ambition for international dominance. China’s rapidly growing economy has a major influence on world energy supply and cost, competing directly with our needs. Cold War II has begun; however, it is being fought on an economic and energy front as well as on a military deterrence front. On this point, China’s rapidly developing space capabilities and its expressed interest in lunar helium-3 energy resources cannot be ignored. 
airlines turn

High Oil Prices kill the Airline Industry 

Thisdell 11 (2/21/11, Dan Writer for Serious Aviation, Flight Global, “Oil Price Fueling Fear for Airlines” http://www.flightglobal.com/articles/2011/02/21/353458/oil-price-fueling-fears-for-airlines.html)
Vueling chief executive Alex Cruz is "worried" and no-one is going to argue when he adds: "I think everyone is worried." It is not, after all, turning out to be a good year for oil. As airline bosses and other energy price-sensitive business people returned to work after the Christmas and New Year holidays, the International Energy Agency raised the alarm, as several weeks of steady price rises saw the Brent Crude benchmark open January trading with a push to $95 per barrel, its highest price in more than two years. International Energy Agency chief economist Fatih Birol was blunt: "Oil prices are entering a dangerous zone for the global economy." By early February, Brent Crude had broached $100 per barrier mark, traders fearing a fully-fledged revolution in Egypt, which produces little oil but controls the crucial Suez canal and pipeline routes from the Middle East to the Mediterranean. And as Tunisia's revolt has started to spread, nobody is prepared to say Saudi Arabia will be immune to the wave of unrest. Regardless of whether rising fuel bills derail economic recovery generally, from an airline industry perspective oil prices - closely tracked by jet kerosene prices - are in a trouble zone. In 2010, Brent Crude averaged about $80 per barrel, but IATA flags jet fuel prices at the close of the year were more than one-fifth higher than a year earlier. If those prices prevail for 2011, the industry's fuel bill will jump $22 billion, wiping out last year's record $15.1 billion industry profit. IATA is forecasting 2011 will see industry profits slump 40% to $9.1 billion, assuming Brent at $84 per barrel. However, director general Giovanni Bisignani warns: "For every dollar increase in the average price of a barrel of oil over the year, airlines face the difficult task of recovering an additional $1.6 billion in costs." By IATA's calculations then, if oil averages $90 per barrel this year, the industry will return to losses unless it can find significant cost savings. For an industry frantically cutting costs since the 2008 oil price spike took prices into the $140s, major cost-cutting will not be easy. So how worried should airline bosses be? "The oil price challenges everyone in the industry," says British Airways chief executive Willie Walsh. "There's only so much airlines can do to offset the increased cost. It will drive airlines that are unprofitable out of the industry ­because they just won't be able to survive but, ultimately, it's going to lead to higher prices." He adds that if five years from now oil is $150 a barrel, the industry will have adapted to the new levels. "There will be fewer airlines and prices will be higher, which will impact on growth." Michael Cawley, Ryanair deputy chief executive, adds: "There will be a mass of collapses and merger pressure in the future [with higher fuel prices]. Airlines with the most fragile balance sheets will be poorly placed to withstand fuel price increases." BA's most visible response so far has been a February rise in its fuel surcharge. At Delta Air Lines, the response to an extra $400 million in first-quarter fuel costs has been to reduce planned capacity growth and raise fares. 

Airlines key to Afghan recovery – collapse Spurs Terrorism

Air Transport 11 ( 4/11/11, Airlines that know their stuff, “Cargo Airlines key to rebuilding Afghanistan” http://www.arabianaerospace.aero/article.php?section=air-transport&article=cargo-airlines-key-to-rebuilding-afghanistan”
Cargo airlines will play an increasingly important role in the redevelopment and reconstruction of Afghanistan as the US military pulls out of the country over the next three years, says Peter Donlevy, CEO, East Horizon Airlines. Speaking at last week’s Afghanistan Air Cargo and Logistics Conference in Dubai, Donlevy claimed, “The key to the organic growth of Afghanistan is to build commerce, and cargo flights are a major way of doing this. There will be a sustained demand for cargo to move around Afghanistan as the military withdrawal takes effect.” Serving as a panelist during the conference presentation, ‘Prospects for the Airline Industry in Afghanistan’, Donlevy discussed the role that transportation of air cargo is playing in boosting the domestic economy and aiding the rebuilding efforts, not only to the main airports but also to the more remote locations of Afghanistan. “As the stability of Afghanistan continues to improve, more and more commercial opportunities will open up within the country. Having access to reliable, efficient cargo carriers is crucial to rebuilding this trade, and our new fleet of versatile aircraft provides that,” he said. “We have the ability to load and unload cargo in most locations, with our aircraft enabling us to get into unimproved areas that are inaccessible to other aircraft such as Boeing and Airbus,” he added. “This will make it possible to get equipment, goods and humanitarian supplies to their ultimate destinations across Afghanistan more quickly, safely and reliably than ever before.” According to Donlevy, it is important for companies in Afghanistan to have a presence on the ground, partnering with locals and contributing more directly to the local economy, which is why each western employee within East Horizon Airlines is paired with an Afghan employee so that western expertise and local knowledge are shared. “An Afghan company is one that lives, breathes and works in Afghanistan – not one based in another country which visits from time to time. We live and work in Afghanistan and are committed to being part of its new aviation sector.” East Horizon Airlines is the first Afghan airline certified under the new internationally-compliant Afghanistan aviation standards. Having already taken delivery of its first aircraft, it is now preparing its first official cargo flights within Afghanistan. “As the first airline designed from the ground up to comply with the new internationally-recognized Afghanistan civil aviation regulations, East Horizon Airlines is uniquely positioned to lead the way as a new Afghan aviation industry emerges”. East Horizon will have a fleet of five aircraft in operation by the end of the year, with further expansion planned for the next two to three years as market demand dictates. 

Nuclear terrorism causes extinction

Morgan, 9 - Hankuk University of Foreign Studies, Yongin Campus - South Korea (Dennis, Futures, November, “World on fire: two scenarios of the destruction of human civilization and possible extinction of the human race,” Science Direct)
In a remarkable website on nuclear war, Carol Moore asks the question ‘‘Is Nuclear War Inevitable??’’ [10].4 In Section 1, Moore points out what most terrorists obviously already know about the nuclear tensions between powerful countries. No doubt, they’ve figured out that the best way to escalate these tensions into nuclear war is to set off a nuclear exchange. As Moore points out, all that militant terrorists would have to do is get their hands on one small nuclear bomb and explode it on either Moscow or Israel. Because of the Russian ‘‘dead hand’’ system, ‘‘where regional nuclear commanders would be given full powers should Moscow be destroyed,’’ it is likely that any attack would be blamed on the United States’’ [10].

Israeli leaders and Zionist supporters have, likewise, stated for years that if Israel were to suffer a nuclear attack, whether from terrorists or a nation state, it would retaliate with the suicidal ‘‘Samson option’’ against all major Muslim cities in the Middle East. Furthermore, the Israeli Samson option would also include attacks on Russia and even ‘‘anti-Semitic’’ European cities [10]. In that case, of course, Russia would retaliate, and the U.S. would then retaliate against Russia. China would probably be involved as well, as thousands, if not tens of thousands, of nuclear warheads, many of them much more powerful than those used at Hiroshima and Nagasaki, would rain upon most of the major cities in the Northern Hemisphere. Afterwards, for years to come, massive radioactive clouds would drift throughout the Earth in the nuclear fallout, bringing death or else radiation disease that would be genetically transmitted to future generations in a nuclear winter that could last as long as a 100 years, taking a savage toll upon the environment and fragile ecosphere as well.

And what many people fail to realize is what a precarious, hair-trigger basis the nuclear web rests on. Any accident, mistaken communication, false signal or ‘‘lone wolf’ act of sabotage or treason could, in a matter of a few minutes, unleash the use of nuclear weapons, and once a weapon is used, then the likelihood of a rapid escalation of nuclear attacks is quite high while the likelihood of a limited nuclear war is actually less probable since each country would act under the ‘‘use them or lose them’’ strategy and psychology; restraint by one power would be interpreted as a weakness by the other, which could be exploited as a window of opportunity to ‘‘win’’ the war.

In other words, once Pandora’s Box is opened, it will spread quickly, as it will be the signal for permission for anyone to use them. Moore compares swift nuclear escalation to a room full of people embarrassed to cough. Once one does, however, ‘‘everyone else feels free to do so. The bottom line is that as long as large nation states use internal and external war to keep their disparate factions glued together and to satisfy elites’ needs for power and plunder, these nations will attempt to obtain, keep, and inevitably use nuclear weapons. And as long as large nations oppress groups who seek self determination, some of those groups will look for any means to fight their oppressors’’ [10]. In other words, as long as war and aggression are backed up by the implicit threat of nuclear arms, it is only a matter of time before the escalation of violent conflict leads to the actual use of nuclear weapons, and once even just one is used, it is very likely that many, if not all, will be used, leading to horrific scenarios of global death and the destruction of much of human civilization while condemning a mutant human remnant, if there is such a remnant, to a life of unimaginable misery and suffering in a nuclear winter.
ext. airline turn

High oil prices collapse airline industry
Hylton 8 (5/19/2008, Vice President of Seaburg – Aviation planning and Technology, ACI-NA Commissioners’ Conference, “Air Service Development in a Tough Market” http://www.aci-na.org/static/entransit/Damon%20Hylton%20(Seabury%20APG).pdf)
Fuel expense...now represents approximately 40% of total following the more than 100% rise in jet fuel prices 2007. As a result, the impact of even a small price rise in WTI such as 2%-3% is material to the industry's bottom-line. a 3% daily rise in oil prices is enough to wipe-out an profit... Furthermore, ...there seems to be an endless supply oil prices should go higher for the foreseeable future. industry can attempt to pass on its higher fuel costs |n the "˜ multiple fare increases, but given the elasticity of demand, only can be done without substantially reducing domestic continue to believe that there is likely to be another large cut capacity in 2H 2008 if the industry does not see any record fuel

dollar hegemony turn

High oil prices key to dollar hegemony by forcing capital investment in the US

Stratfor 08 ( 1/8/2008, Strategic Forecasting, Inc., “Annual Forecast 2008,” web.stratfor.com/images/writers/STRATFOR_Annual_1_08.pdf.

Quietly developing in the background, the global economy is undergoing a no less dramatic transformation. While we expect oil prices to retreat somewhat in 2008 after years of surges, their sustained strength continues to shove a great deal of cash into the hands of the world’s oil exporters — cash that these countries cannot process internally and that therefore will either be stored in dollars or invested in the only country with deep enough capital pools to handle it: the United States. Add in the torrent of exports from the Asian states, which generates nearly identical cash-management problems, and the result is a deep dollarization of the global system even as the U.S. dollar gives ground. The talk on the ﬁnancial pages will be of dollar (implying American) weakness, even as the currency steadily shifts from the one of ﬁrst resort to the true foundation of the entire system. 

Dollar collapse is key to the global economy

Saft 11— Reuters columnist (James, may 19, 2011, “Good riddance to dollar hegemony” http://blogs.reuters.com/jim-saft/2011/05/19/good-riddance-to-dollar-hegemony/)

While the U.S. will fight it kicking and screaming, the dollar’s upcoming fall from its central global role will be a blessing all round. The World Bank on Tuesday predicted that the dollar will lose its place by 2025 as the principle global reserve currency, to be supplanted by a multipolar world where it, the euro and the yuan will share top billing. First off, things have come to a sorry pass when the dollar is going to lose out to two currencies of which one, the euro, many people worry may cease to exist, and the other, the yuan, isn’t even properly convertible. But beneath the ignominy lies a simple truth: being the world’s main reserve currency is a bit like being a pop star; there are lots of fringe benefits but it is very easy to end up in financial rehab. There are several supposed central benefits to being the world’s principal reserve currency; lower funding costs, a home-field advantage in financial intermediation and better control over one’s own monetary policy. All three have been a mixed blessing, at best, for the U.S. and may yet turn out to be mostly malign. “Countries whose currencies are key in the international monetary system benefit from domestic macroeconomic policy autonomy, seigniorage revenues, relatively low borrowing costs, a competitive edge in financial markets, and little pressure to adjust their external accounts. It has also produced a potentially destabilizing situation in which (a) the world’s leading economy, the United States, is also the largest debtor, and (b) the world’s largest creditor, China, assumes massive currency mismatch risk in the process of financing U.S. debt,” according to the World Bank’s report titled “Multipolarity: The New Global Economy.” “Another shortcoming of the current system is that global liquidity is created primarily as the result of the monetary policy decisions that best suit the country issuing the predominant international currency, the United States, rather than with the intention of fully accommodating global demand for liquidity,” it added. Because people must buy dollars to make many financial transactions, and central banks choose to hold dollars as a store of value, the dollar is too strong, borrowing in dollars is too cheap and there are inadequate controls on unsustainable behavior such as running current account deficits.

ext. dollar heg bad

Loss of dollar heg good—interest rates, benefits, market stability

Saft 11— Reuters columnist (James, may 19, 2011, “Good riddance to dollar hegemony” http://blogs.reuters.com/jim-saft/2011/05/19/good-riddance-to-dollar-hegemony/)

The U.S., both as a nation and a collection of individuals, would surely have borrowed less and arguably would have invested more if lower demand for the dollar had made real interest rates higher. It has been all the easier to believe fictions like the idea that we can all grow rich by buying each other’s houses when money was so cheap. There is then a direct line between dollar supremacy and the serial bubbles. That brings us to monetary policy and the supposedly huge benefits of being free to run it the way you see fit. This of course has not always been true, Chinese buying of dollars and Treasuries has meaningfully impaired the Federal Reserve’s ability to control the economy. Even beyond that, being able to run unimpaired monetary policy is akin to allowing small children to decide exactly what they will eat; they are going to tend to overindulge in sweets and get sick. Now part of that is due to the “heads, asset holders win, tails, they get bailed out” policies of the Fed, which has concentrated wealth and rewarded people for taking on too much risk. It is impossible to know how the Fed would have acted if the dollar were not king of the hill, but it’s a fair guess to say they would have placed less faith in the benign powers of debt and consumption. As for having a competitive edge in financial markets, this perhaps has been the real disaster, as America has financialized itself into a place with greater structural risks (think too big to fail), greater income and asset inequality and a hollowed-out manufacturing base. Now, if you want to know why the world will become financially multipolar you simply need to look at the growth projections the World Bank made for developed markets between now and 2025 — 2.3 percent annually — and the same figure for the emerging world — 4.7 percent. Power and centrality will follow the money. The new world will not be perfect either. If China opens its economy fully we will see a huge bubble as capital floods in to make money. And if you are not in one of the main currency areas you will face new and complicated issues of volatility and risk. The key point is that this transition must happen gradually. If the dollar’s reign does end the hard way, all of a sudden in a currency crisis, it will be in large part because of temptations inherent in being number one.

Dollar heg bad—replacements/competition

Telegraph 09 (Oct 6, 2009, “Dollar's demise plotted by oil producers, China and France, report says” http://www.telegraph.co.uk/finance/currency/6263992/Dollars-demise-plotted-by-oil-producers-China-and-France-report-says.html)

The move would see oil priced not in dollars but in a unit based on a basket of currencies including the Chinese yuan, the Japanese yen, and a new currency intended for use by the Gulf emirates, according to a report in Tuesday's Independent newspaper. The paper added that the transition from the dollar to a new currency will take almost a decade. Finance ministers and central bankers have held meetings in Russia, China, Japan and Brazil to discuss the idea, which the Americans are aware of, the Independent said. "Eventually there will be a move to non-dollar commodity contracts, and it may be the next big risk for the dollar," Ben Simpfendorfer, chief China economist for Royal Bank of Scotland, told Bloomberg. "At the same time, I don't want to overplay the importance of the story. There's no credible sources there." The financial crisis has intensified speculation about the eventual demise of the dollar as the world's reserve currency. In the last six months, Russia, Brazil, India and China have already discussed buying each other's debt as a way of cutting their dependence on the dollar, while the United Nations last month proposed a new global currency to replace the greenback. The dominant role of the dollar in world trade and financial markets - a position it inherited from sterling - has already been under threat since the formation of the euro and the emergence of China as a major economic power. The amount of the the world's currency reserves held in dollars has fallen over the past decade, with the it declining to a record low of 62.8pc in the second quarter, figures from the International Monetary Fund showed last week. The euro's share climbed to 27.5pc from 25.9pc. But few experts expect the dollar's status to be quickly eclipsed. Niall Ferguson, a Harvard University Professor, said yesterday that there wouldn't be a dollar collapse given the lack of proper alternatives. “There are enormously strong arguments for maintaining a substantial pile of your reserves in dollar form,” according to Professor Ferguson. "That is still the currency of choice for most of the trade that goes on in the world.” However, there seems little doubt that China's fears over the fate of the dollar have increased recently. Timothy Geither, the US Treasury Secretary, has sought to ease China's worry that America's combination of record low interest rates and a policy of printing money will spark a sharp decline in the currency. China is America's biggest international creditor.

economy turn

Turn—oil prices are rising now, failure to lower them causes inflation and decimates the economy
Shostak 8—adjunct scholar of the Mises Institute and a frequent contributor to Mises.org. He is chief economist of M.F. Global (Frank, “The Oil-Price Bubble”, Monday, June 02, 2008, http://mises.org/daily/2999, ZBurdette)
There are many factors behind the sharp increase in the oil price, but one is usually overlooked: it's a bubble. Where bubbles appear in the market (think of housing and tech stocks, to name two in recent memory), you will find the hidden hand of monetary policy at work. This is an underlying issue that helps explain the price. Recognizing this also helps us make a better judgment concerning the future of the oil price as it relates to overall economic well-being.
According to the Fed's minutes of its April 29–30 monetary policy meeting, US central bank policy makers have turned more pessimistic on the growth of the economy. The Fed is now forecasting that economic growth is likely to hover between 0.3% and 1.2% in 2008 — down from the 1.3% to 2% range, which was the Fed's previous forecast.
The main reason for the lowering of the forecast is a sharp increase in commodity prices and in particular the price of oil, which Fed officials fear could ignite inflation expectations and lift the underlying rate of inflation. On Friday, May 23, the price of oil closed at around $132/barrel. The yearly rate of growth of the price of oil jumped to 106.3% from 72.9% in April. According to the University of Michigan's consumer survey inflation expectations one year ahead jumped to 5.2% in May from 4.8% in April and 3.3% in May last year.
It is usually assumed that rising inflation undermines consumer's real disposable income, which in turn weakens consumer spending. Since spending is the major component of real GDP, real economic growth is obviously going to come under pressure, so it is held. By this logic, if the price of oil were to continue to climb further, then at no time would Fed officials be forced to lower their forecast to negative growth.
Fed officials follow the Keynesian framework of thinking. In this framework, spending by one individual creates income for another individual. Hence the more people spend, the more income is generated. (What causes economic growth is consumer spending, so it is held.) Also, note that the source of a possible recession in this way of thinking is various shocks, such as an oil-price shock, that disrupts consumers' ability to spend.
Most commentators are of the view that the presently observed sharp increases in the price of oil are on account of supply problems. Existing oil fields are becoming depleted as time goes by while not enough new oil fields are being discovered. Some other commentators blame the supply issue on US government restrictions on extracting oil from various areas in the United States for environmental reasons. Without diminishing the importance of the supply factors, we suggest that another factor that must be considered is the contribution of the US central bank's policies to the recent sharp increases in the price of oil.
Fed Policies and Market Bubbles
What makes it possible to generate the goods and services that people require to support their lives and well-being is the capital infrastructure of the economy and not spending by consumers as popular economics suggests. It is the enhancement and the expansion of the infrastructure that permits an increase in the production of goods and services.
An improvement in the infrastructure makes economic growth possible. The key factor that enables the improvement of the infrastructure is the flow of real savings that funds the enhancement of the infrastructure, i.e., enables the production of various tools and machinery also called capital goods. (With better tools and machinery, a better quality and a greater quantity of goods and services can be now produced.)
In a free unhampered market economy, the established infrastructure is in accordance with the tendency towards the harmony between various activities. On this Murray Rothbard, paraphrasing Ludwig Lachmann, wrote,


$60 $50
Capital is an intricate, delicate, interweaving structure of capital goods. All of the delicate strands of this structure have to fit, and fit precisely, or else malinvestment occurs. The free market is almost an automatic mechanism for such fitting; … the free market, with its price system and profit-and-loss criteria, adjusts the output and variety of the different strands of production, preventing any one from getting long out of alignment.

This harmony gets disrupted by the monetary policies of the central bank. An artificial lowering of interest rates by the Fed and the subsequent increase in the rate of growth of money supply gives rise to various nonproductive activities — bubble activities.
We define a bubble as the outcome of activities that have emerged on the back of the loose monetary policy of the central bank. In the absence of monetary pumping, these activities would not have emerged.
As a result, the economy's infrastructure gets distorted. Various projects are undertaken that, prior to the artificial lowering of interest rates and increased monetary pumping, would not be considered.
The increase in money supply, which supports various new projects, sets the foundation for additional demand for various commodities, including oil. More money is channeled toward commodities and oil. Since the price of a good is the amount of money paid per unit of the good, this means that the prices of commodities and oil are now going up.
Once the central bank tightens its monetary stance, the diminished flow of money weakens the expansion in the bubble activities — an economic bust is emerging.
Observe that bubble activities are supported by means of loose monetary policy, which diverts real funding to them from wealth-generating activities. Once the money rate of growth slows down, this slows the diversion of real wealth, i.e., slows down the support for nonproductive activities. As a result, the demand for various goods and services that emerged on the back of nonproductive activities comes under downward pressure. Consequently, the prices of these goods, such as various commodities and oil, follow suit.
Following this line of thinking, we can suggest that there is a high likelihood that the massive increase in the price of oil that we are currently observing is the manifestation of a severe misallocation of resources — a large increase in nonproductive activities. It is these activities that have laid the foundation for the oil-market bubble, which has become manifest in the explosive increase in the price of oil.
[See LvMI's new money aggregate page.]

The root of the problem here is the Fed's very loose monetary policy between January 2001 and June 2004. The federal funds rate target was lowered from 6.5% to 1%, while the money rate of growth had risen strongly. Between Q3 2001 to Q4 2004, the average yearly rate of growth of our monetary measure, TMS, stood at 7.5%. This should be contrasted with the rate of growth of 2% in Q2 2001 and 0.8% in Q4 2000. The easy monetary stance has given rise to various malinvestments, which we have labeled here as bubble activities.
From June 2004 to September 2007, the Fed had been pursuing a tighter monetary policy. The federal funds rate target was raised from 1% to 5.25%. In response to this, the yearly rate of growth of our monetary measure TMS fell from 7.1% in Q4 2004 to 0.4% in Q1 this year. Because of this sharp fall in the growth momentum of money supply, various nonproductive activities are currently coming under pressure. This in turn should start hurting the prices of various commodities, including oil.
Regrettably, the loose monetary stance that the Fed has adopted since September of last year (the federal funds rate was lowered from 5.25% to 2%), after a time lag, is likely to arrest the removal of various bubble activities and lay the foundation for the increased presence of these activities.
Obviously if the pool of real savings is shrinking — i.e., the flow of real savings is no longer sufficient to support various existing and new activities — economic growth will come to a halt and commodity prices will come under downward pressure, notwithstanding the Fed's aggressive lowering of interest rates since September of last year.
Now, it is not only the Fed's policies that must be blamed for sharp increases in the price of oil but also the policies of other countries such as China. Massive monetary pumping in China and the various structures that emerged on the back of monetary pumping there have contributed to the exaggerated increase in demand for various commodities, including oil.
For the time being, the pace of China's nominal economic activity continues to push ahead. We have estimated that the yearly rate of growth of nominal economic activity stood at 38% in Q1 against 36% in the previous quarter. This, coupled with an upcoming effect of the loose Fed's stance since September 2007, is likely to mitigate the downward pressure on the price of oil, all other things being equal.
Conclusion
We suggest that there is a high likelihood that the massive increase in the price of oil is the manifestation of a severe misallocation of resources. The loose monetary policy of the Fed from January 2001 to June 2004 is the likely key factor behind this misallocation. (The federal funds rate was lowered from 6% to 1%.) The tighter Fed stance from June 2004 to September 2007 should undermine the existence of various nonproductive activities and in turn reduce upward pressures on the price of oil.
Regrettably, the loose monetary stance that the Fed has adopted since September of last year, coupled with still very buoyant Chinese economic activity, is likely to counter any downward pressure on the price of oil. The Fed's current policy of fighting an emerging economic slump is, in fact, a policy of deepening the misallocation of resources, thereby promoting higher prices for oil. If our thesis regarding the oil market bubble is valid, then it is the Fed's policies that must be blamed for the erosion in consumers' living standards and not the rising price of oil.

ext. economy turn
High oil prices hurt the US economy
Cohan, 02/23 (Peter Cohan is the author of nine books, including Capital Rising (Palgrave-Macmillan, 2010), co-authored by U. Srinivasa Rangan, He has taught at Stanford University, MIT, the University of Hong Kong and since May 2002 has been an executive-in-residence at Babson College in Wellesley, Massachusetts and is a financer, “What Do Rising Oil Prices Mean for U.S. Economic Growth?” on February 23, 2011 from http://www.dailyfinance.com/2011/02/23/what-do-rising-oil-prices-mean-for-u-s-economic-growth)

But with oil nearing $100 a barrel, the question that must be concerning economic forecasters and politicians who depend on economic growth is this: How much will higher oil prices cut into economic growth? According to the International Monetary Fund, a $10-a-barrel increase in the price of oil reduces U.S. GDP growth by 0.5 percentage points. Based on that relationship, forecasters need to go back to the drawing board to estimate how much oil prices could rise, what that might mean for GDP growth and how policymakers ought to respond. While the rising price of gasoline at the pump is the most visible economic effect of higher oil prices, the reality is that oil and its byproducts are a bigger part of the economy. Here, according to NPR, are some examples of that cascading economic effect: Airlines are likely to add fuel surcharges to the price of tickets -- they've raised fares four times since the start of 2011, according to the New York Times, boosting the lowest ticket price 10% since last January. Delivery companies such as Federal Express (FDX ) and UPS (UPS) are likely to raise rates. Food prices will reflect the higher costs farmers incur to run their tractors and other equipment. Transport costs would also rise. Plastic goods might increase in price, since plastic is derived from oil. Crowding out -- since consumers' real incomes are already down 8.1% in the last decade, those higher prices will limit what consumers can spend elsewhere The "most likely scenario" would result in the price of oil rising to $100 a barrel and the price of gasoline climbing to $3.50 a gallon due to ongoing instability in the Middle East, but with Saudi Arabia continuing to control its oil supply. This would cause a roughly 0.5 percentage point decline in U.S. GDP growth to 3.1%. Under the "pessimistic scenario," crude would rise to $150 a barrel, and the price of gasoline would surge to $4.50 a gallon as political instability in Saudi Arabia caused a severe contraction in energy production. This would lead to a roughly 2.5-point decline in U.S. GDP growth, down to 1% for 2011. 

High oil prices cause recession

AAP, 3/29 (AAP, “Saudis and oil key to the global economy,” on March 29,2011 from http://www.theage.com.au/business/saudis-and-oil-key-to-global-economy-20110329-1cehz.html#ixzz1Qav9yQsu)
The fate of the world's economy and financial markets lies with Saudi Arabia's political stability and the price of oil over the next three months.That is according to independent economist David Hale, who says an escalation of friction between oil producers Saudi Arabia and Bahrain could tip the world back into recession. Mr Hale's opinion is backed by Magellan Financial Group's chief executive Hamish Douglass, who says a major conflict involving major oil producers could have the oil price skyrocket by $US200 a barrel. "I think the critical issue of a tipping point is Saudi Arabia and political stability. "If that's jeopardised, that could send the oil price up (by) $US50 a barrel, $US100 a barrel. That would tip us into a new global recession." Four of the past six US recessions were preceded by a spike in the oil price. Magellan's Mr Douglass on Sunday said a conflict involving major oil producers would cause oil prices to surge. "That would completely change the dynamics of the world," he told ABC Television. Mr Hale is the founder of Chicago-based Hale Advisors and advises global asset management companies across the world. "There's still the uncertainty going on around the Libyan crisis, Bahrain, Syria etc (and) there's a lack of clear information coming out of Japan." Macquarie Private Wealth director Martin Lakos said the market had already priced in those risks although heightened tensions in Saudi Arabia "would not be good". 
High oil prices curb economic growth and cause job loss

Loris and Ligon, 03/02 (Nicolas D. Loris is a Research Associate in the Thomas A. Roe Institute for Economic Policy Studies and John L. Ligon is a Policy Analyst in the Center for Data Analysis at The Heritage Foundation, “What to do about high oil prices,” on March 2, 2011 from http://www.heritage.org/research/reports/2011/03/what-to-do-about-high-oil-prices)
The price of oil passing $100 per barrel is triggering flashbacks for American consumers of summer 2008, when gasoline prices rose above $4 per gallon. However, the adverse economic effects of high oil prices spread far beyond pain at the pump. Federal Reserve Chairman Ben Bernanke recently noted that high oil prices could curb economic growth and result in modest inflation.[1] A Heritage Foundation analysis found that an increase in the per-barrel price of imported crude oil by $10 in the first quarter of 2011 and by $20 in the second quarter would reduce gross domestic product (GDP) by $20 billion, drop potential employment by nearly 100,000 jobs, and increase gasoline prices 18 cents per gallon in 2011 alone. Calls for increases in uncompetitive biofuel production and electric vehicle production will only drive up gas prices for consumers and waste taxpayer dollars. While rising demand for oil is pushing up prices, the political unrest in Egypt and Libya is cause for concern and only reinforces the need to tap into domestic sources. 

What’s Causing High Oil Prices? 

The most significant driver of rising oil prices is increased demand. Industrialized countries climbing out of their respective recessions are using more oil, and China and India are also using more oil as they continue rapid economic growth. Rising demand will continue to put upward pressure on prices as the world economy attempts to recover. Since crude oil accounts for more than 70 percent of the price of a gallon of gasoline, higher oil prices will undoubtedly affect consumers at the pump, but the economic pain spreads well beyond the gas station. Higher energy prices also drive up production costs, which must be reflected in product prices, especially for goods reliant on transportation. Since higher prices reduce quantities sold, producers produce less. In turn, this drives wages down and incomes decline. 
A continued price shock to the crude oil markets would have adverse effects on the entire U.S. economy. Heritage analysts conducted a simulation modeling the economic impact of an increase in the per-barrel price of imported crude oil by $10 in the first quarter of 2011 and by $20 in the second quarter.[4] As a consequence of such a price-shock scenario, the U.S. economy would shrink by $20 billion and fall a total of 99,000 private-sector jobs below potential employment. In 2012, the number of lost potential jobs would increase to 117,000, and an additional $13 billion in GDP would be lost.
food spikes turn

High oil prices are bad—they’re about to skyrocket—and they cause food price spikes
DeCapua 11 (Joe, VOA news, March 09, 2011, “Will Political Turmoil Collapse the Old Oil Order?”, http://www.voanews.com/english/news/africa/decapua-old-oil-order-9mar11-117651758.html, ZBurdette)

The political turmoil in the Arab world may not only lead to much higher oil prices, but greater competition for resources and a shift in priorities for oil-producing nations.  So says the author of Rising Powers, Shrinking Planet.
What’s happening in North Africa and the Middle East, says Michael Klare, is the collapse of what he calls the “Old Oil Order.”
“The old oil order, as I see it, is a network, a constellation of governments in the region, largely authoritarian, that were devoted to producing oil and making it available for sale to international markets.  And these governments were supported to a great deal by the United States and the West, not all of them, but most of them, because these governments favored the international market – the trade in oil,” he says.

Klare is a professor of peace and world security studies at Hampshire College in Amherst, Massachusetts.  He says some cracks were seen in the old oil order over the years in such countries as Iran and Iraq.

Now what?

The new oil order that’s emerging, he says, will cater less to Western desires.

“I think it’ll look a lot like Venezuela, in some cases, where (President) Hugo Chavez rules the state oil company, PDVSA, and uses the money for social purposes and political purposes in his country and to promote what he sees as the welfare of his people.  And he’s not very interested in improving the capacity, the efficiency of the company.  So, Venezuela’s oil production has fallen since he’s been in power,” he says.

He says any new governments that emerge in the Arab world, whatever their political orientation, will face “tremendous social and economic challenges.”  Those challenges will arise from growing populations and high unemployment.

“Their priority is going to be to use their money from oil production to improve employment, not to feed the thirst for oil in the rest of the world,” he says.

Pumped up price at the pump

Klare says, “With the demise of the old oil order, we will see the end of cheap petroleum forever.”  That means much higher fuel prices.  How high?  That depends on Saudi Arabia.

“Saudi Arabia,” he says, “is the linchpin of the global oil order because it has the world’s largest reserves.  It is the largest supplier of oil to international markets and it has the largest spare capacity – the ability to ramp up production in times of crisis like you have today.  So, as long as Saudi Arabia remains stable and keeps producing, I think oil won’t go beyond the record it set in 2008 of about $140-$150 a barrel.”

But, he says, if Saudi Arabia goes the way of Egypt, Tunisia and Libya, then there are no limits to how high the price of oil could go.

“$200 a barrel wouldn’t surprise me,” says Klare.

That could mean gasoline costing at least $5 a gallon here in the United States.  He says tapping the U.S. Strategic Oil Reserve to hold down gasoline prices would only have a temporary effect.  One thing, he says, that could cause oil prices to drop suddenly is another global economic crisis like the one in 2008.

What's food got to do with it?

The professor of peace and world security studies says it’s important to remember that oil and food prices are intertwined. And that prior to the economic crisis, a food crisis gripped the world.

“While the price of oil is rising, we have also seen a huge surge in the price of food, partly because oil is so expensive.  When oil rises, the price of food rises.  And it’s been the high price of food that triggered many of the uprisings, first in Algeria, then in Tunisia and Jordan and in some of the other cases.  And the price of food continues to rise, too.  And I expect that we’ll see more uprisings about food.  And I fear that there’ll be more of this in the future because of global climate change,” he says.

Climate change has been blamed for many droughts and floods, both of which destroy agricultural land.

Klare says the 21st Century brings greater competition for food, fuel and water among the western powers, as well as India, Russia and China.  Sub-Saharan African oil producing nations, such as Angola and Nigeria, he says, will be pressured to solve domestic problems, while trying to meeting growing demand for oil.

Klare says the world must develop some type of new energy system soon, not only to meet greater demand, but to deal with climate change, as well. 
terrorism turn

Oil dependency risks a crippling terrorist attack on supply 
Gartenstein-Ross 5/23 (Daveed, DC based counter-terrorism expert, Foreign Policy, MA in world politics, PHD candidate,“Osama's Oil Obsession: Al Qaeda wants to hit Americans where it hurts: in their gas tanks.”, http://www.foreignpolicy.com/articles/2011/05/23/osamas_oil_obsession?page=0,2, ZBurdette) 
The killing of Osama bin Laden has provided the U.S. public with a stark reminder of the risks posed by America's dependence on foreign sources of oil. On May 20, the Department of Homeland Security issued a new bulletin outlining al Qaeda's interest in targeting oil and natural gas infrastructure based on evidence unearthed after the Navy SEAL raid that killed the terrorist chief. "In 2010, there was continuing interest by members of al Qaeda in targeting oil tankers and commercial infrastructure at sea," said a DHS spokesman in a statement referencing the bulletin. He added that there was no information suggesting an imminent threat, but the department "wanted to make our partners aware of the alleged interest."
Bin Laden long believed that undermining the U.S. economy was central to his war against the United States -- an outlook that has permeated al Qaeda's ranks and will outlive him. Al Qaeda views attacking the oil supply as a smart strategy for good reason: America's reliance on oil for its transportation needs makes it a commodity that, if disrupted or made unaffordable, will cause the U.S. economy to collapse. The United States holds only 3 percent of conventional global oil reserves, yet uses 25 percent of the world's daily production. It imports more than 66 percent of its oil, amounting to a daily purchase of 12 million barrels of imported oil. A significant rise in the price of oil due to a terrorist attack would deal al Qaeda's main enemy a severe economic blow.
The threat that keeps counterterrorism officials up at night is a massive strike on Saudi oil installations, taking advantage of the limited number of production hubs to knock a significant amount of oil off the world market. The kingdom relies on its Abqaiq facility to process two-thirds of its crude oil, and on two primary terminals (Ras Tanura and Ras al-Ju'aymah) to export its oil to the world. The economic impact of a successful attack on one of these targets would be tremendous: Gal Luft and Anne Korin of the Institute for the Analysis of Global Security estimate that, if a terrorist cell hijacked a plane and crashed it into either the Abqaiq or Ras Tanura facilities in a 9/11-style attack, it could "take up to 50% of Saudi oil off the market for at least six months and with it most of the world's spare capacity, sending oil prices through the ceiling."
Former CIA case officer Robert Baer agrees, writing his 2004 book Sleeping with the Devil, "A single jumbo jet with a suicide bomber at the controls, hijacked during takeoff from Dubai and crashed into the heart of Ras Tanura, would be enough to bring the world's oil-addicted economies to their knees, America's along with them."
The prospect of a terrorist strike is so worrying because of the critical role that Saudi oil production plays in the world economy. Saudi Arabia produces almost 10 million barrels of oil per day, and is the only country able to maintain excess daily production capacity of around 1.5 million barrels per day (a "swing reserve") to keep world prices stable.Al Qaeda has certainly tried to attack the kingdom's key oil targets. The threat of terrorist attacks on Saudi oil infrastructure first became a reality in September 2005, when a 48-hour shootout with Islamic militants at a villa in the Saudi seaport of al-Dammam ended with Saudi police introducing light artillery. When police entered the compound in the aftermath of the battle, they found not only what Newsweek described as "enough weapons for a couple of platoons of guerilla fighters," but also forged documents that would have given the terrorists access to the country's key oil and gas facilities. Saudi Interior Minister Prince Nayef bin Abdul Aziz confirmed to the newspaper Okaz that the cell had planned to attack energy facilities, noting that "there isn't a place that they could reach that they didn't think about."
The most significant security incident to date targeting Saudi facilities came a few months later, on Feb. 24, 2006, when terrorists affiliated with al Qaeda in the Arabian Peninsula attacked the Abqaiq processing facility. Afterwards, Saudi Arabia's Interior Ministry released a statement explaining that two explosives-laden cars tried to enter the facility through a side gate, and a firefight broke out. The ministry claimed that the explosives in the vehicles detonated, destroying them. Local news sources played down the incident, with a security adviser telling the Arab News that it was proof of "how tight and impenetrable the existing Saudi security system is."
But the incident may have been a nearer miss than official rhetoric allowed. Written evidence submitted to Britain's House of Commons by Neil Partrick, a senior analyst in The Economist Intelligence Unit, claimed that the terrorists -- who wore Aramco uniforms and drove Aramco vehicles -- managed to enter the first of three perimeter fences surrounding the refinery. They were only fired upon as they approached the second fence. Partrick wrote that the terrorists either "had inside assistance from members of the formal security operation of the state-owned energy company" in acquiring the vehicles and uniforms, or else "security was sufficiently [lax] that these items could be obtained and entry to the site obtained." Neither possibility is reassuring. 

 Bin Laden didn't always see attacks on oil as a part of his fight against the United States. When he first declared war against America in 1996, he specified that oil was not one of al Qaeda's targets because the resource was "a large economical power essential for the soon to be established Islamic state." In other words, when al Qaeda's ultimate goal of re-establishing the caliphate was satisfied, bin Laden thought the new state would benefit economically and strategically from its control over a significant portion of the world's oil supply -- and for that reason, al Qaeda would not jeopardize that future wealth by targeting oil infrastructure.
One early indication of a shift in jihadist thinking on attacking oil facilities was Rashid al-Anzi's The Laws of Targeting Petroleum-Related Interests and a Review of the Laws Pertaining to the Economic Jihad, a treatise posted online in March 2004. Anzi, a noted jihadist thinker, called the widespread availability of oil the factor that "enabled America to dominate the world," and explained how attacks on the oil supply could harm the jihadists' foes. He claimed that rising oil prices hurt industrialized countries more than others, and that they were particularly devastating to the United States, the world's largest consumer.
Because of how critical oil is to the infidels, and the potential for damaging the United States, Anzi concluded that oil targets are "a legitimate means of economic jihad." He divided these targets into four categories: pipelines, oil facilities, individual leaders of the petroleum industry, and oil wells. He saw the first three as legitimate targets of attack, albeit with some caveats. However, Anzi did not sanction the targeting of wells. "The targeting of oil wells is not permitted," he wrote, "as long as an equally powerful alternative exists."
Bin Laden came around to the same basic ideas in an audio recording entitled "Depose the Tyrants," which was released on Dec. 16, 2004. In the recording, the al Qaeda leader asserted that "the biggest reason for our enemies' control over our lands is to steal our oil." He explained that oil prices were too low, and even the trading of oil on the free market constituted a theft by Western countries. For this reason, the jihadist movement should take the situation into its own hands. "Focus your operations on [oil]," he said, "especially in Iraq and the Gulf, for that will be the death of them."
This rhetoric was soon echoed throughout al Qaeda's ranks. In a December 2005 video, Ayman al-Zawahiri called for al Qaeda fighters to "focus their attacks on the stolen oil of the Muslims." He continued, "This is the greatest theft in the history of humanity. The enemies of Islam are consuming this vital resource with unparalleled greed. We must stop this theft any way we can."
Recognizing their shared vulnerability, the United States and Saudi Arabia embarked on an unprecedented expansion of their security cooperation beginning in 2008. The two countries are developing an elite security force tasked with protecting this infrastructure from attack. It will eventually have at least 35,000 members, the Associated Press reports. 
 But catastrophic attacks are just one way to target oil supplies. Insurgent groups frequently undertook disruptive attacks in Iraq, where oil facilities and personnel were targeted. Between the start of Operation Iraqi Freedom and mid-2008, researchers documented more than 450 unique attacks on Iraq's pipelines, oil installations, and oil personnel. Because of these disruptive attacks, Iraq was only able to return to a production level of 2.5 million barrels per day in 2008, slightly above its production in the last years of Saddam's rule.
Attacks on oil tankers fall into the disruptive rather than catastrophic category. Al Qaeda has undertaken such attacks in the past, including the 2002 bombing of France's Limburg tanker in the Gulf of Aden.
Attacks on the oil supply can raise oil prices even when they don't succeed, something shown by the fact that prices immediately jumped by $2.37 a barrel following the 2006 attack on Abqaiq. As Michael Scheuer, the former head of the CIA's bin Laden unit, notes, "Al Qaeda and its allies are well-placed throughout the Persian Gulf to attack oil facilities and officials."
Indeed they are. On March 24, 2010, Saudi Arabia announced the arrest of 113 alleged al Qaeda militants whom it claimed were planning attacks on oil facilities. Officials said the suspects were divided into three cells, and during raids security forces discovered weapons, ammunition, and suicide belts. The discovery of those belts suggested that the jihadists were preparing for attacks with suicide assault teams.
Terrorist attacks of this kind will continue and the oil supply will remain an ongoing source of vulnerability. As the bin Laden raid shows, the United States is able to mitigate this risk by striking terrorists capable of carrying out attacks. However, there is only one way for the United States to eliminate the threat completely -- by ending its dangerous addiction to oil. 
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Mechanisms DON’T adapt – Collapse of Iran’s oil industry prove
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October 1979–August 1980

In February 1979 the Ayatollah Khomeini returned to Iran from exile. Khomeini and his supporters spent the next few months consolidating political power, including control of the oil industry. Iran’s new leaders were deeply ambivalent about Iran’s role as an oil exporter. They understood that in the short-term Iran could only pump significant quantities by cooperating closely with the western oil companies. But this cooperation, they believed, corrupted the Islamic Republic, and those same corporations had supported the Shah. Through 1979 the new Iranian government increasingly distanced itself from the western oil majors.30 As cooperation deteriorated, so did Iranian oil production.31 In October 1979, eight months after Khomeini came to power, Iran still produced 4 mb/d, but by February 1980 Iranian output was only 2.8 mb/d. By May it dropped to 1.5 million. The 1979–80 collapse of the Iranian oil industry is the only case where the global response does not fit the expected pattern. Other oil producers did not increase their output. To the contrary, in 1980 the Saudis led OPEC in production cutbacks. By the end of the summer, Iranian production was down by over 2 mb/d (compared to the summer of 197932 ), and non-Iranian production was down by an additional 1.8 million barrels.
Not surprisingly, prices surged dramatically. In fact, soon after Khomeini took power (and eight months before the Iranian oil industry’s actual col- lapse), oil wholesalers recognized the potential for trouble ahead and began to fill stockpiles. As demand (from wholesalers) increased, prices began to rise steadily starting in April 1979, six months before the Iranian production shortfall. When the Iranian oil industry finally imploded in the fall, oil prices rose higher, causing wholesalers to panic and increase their stocks further to shield themselves from even higher future prices. Their panic buying created a self-fulfilling prophecy.33 The net effect of the two Iranian oil disruptions (1978 and 1979) was to double prices, from about $27 per barrel in the fall of 1978 to about $53 in the summer of 1980.34 Oil prices stabilized briefly at $53 per barrel in the late summer/early fall 1980, just in time for Iraq to invade Iran. One of the big puzzles for oil economists is why OPEC reduced output in the face of falling Iranian oil production. If the cartel had felt in early 1978 that the prevailing price was far too low, it could have reduced production to boost prices, but it did not do this. On the other hand, if the major OPEC members were satisfied with 1978 prices, they should have increased production throughout 1980 to counteract soaring oil prices. So why did the cartel members prefer to sell oil at about $27 per barrel in 1978 then suddenly change their minds and sell at $53 in late-1979?  One plausible hypothesis is that the Gulf monarchs were stunned by the Iranian revolution, and increased concern about their own domestic stability made them —particularly the Saudis—susceptible to pressure from Islamic fundamentalists or Palestinian groups to punish the West by raising oil prices.35 Unfortunately, this hypothesis cannot be confirmed without de- tailed evidence on internal Saudi decision making, evidence that is unlikely to ever become available due to understandable Saudi secrecy. But even though we have a reasonable, ad hoc hypothesis to explain the surprising lack of adaptation in this case, the oil-market outcome in1980 should somewhat reduce our confidence that adaptation mechanisms will generally insulate the United States from oil supply disruptions.
Other producers can’t fill in for Saudi Arabian output
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In the second scenario, the global economy and with it American national interests could be harmed by large-scale instability in Saudi Arabia: civil disorder could trigger strikes in the oil industry or attacks on oil facilities. Although intrastate violence in another oil producer might temporarily affect global oil supply, as it did in Venezuela in 2002–03, other countries could make up the gap in output. But a major civil war in Saudi Arabia could disrupt enough of the world’s oil supply that other producers could not expand output sufficiently to make up for the disrupted Saudi share.82 That disruption would impose a significant cost on the United States—enough cost that U.S. foreign policy decisionmakers should consider this scenario a serious threat.

Oil markets can’t adapt to oil empires, blocks in the Straight of Hormuz, or a Saudi Arabian Civil war
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Oil markets adjust to shocks, mitigating the duration and cost of disruptions. In three specific situations, however, these adjustments would be particularly painful. First, large-scale conquest in the Persian Gulf would limit adapta- tion because a regional empire could provide strong cartel leadership and because other oil producers would not have enough capacity to compensate for a reduction in the empire’s output. Second, adjustment would be difficult if the Strait of Hormuz were blocked because non-Gulf suppliers would be unable to fully replace the bottled-up oil. Third, a major civil war in Saudi Arabia could disrupt enough of the world’s oil supply that other producers would have difficulty expanding output to make up for the disrupted Saudi share. U.S. military planning should focus on preventing those three specific disruptions. In other oft-cited scenarios—such as international wars be- tween oil producers and interference with sea lanes other than the Strait of Hormuz—normal market adaptation would be swift, and no military ac- tion would be needed to protect U.S. oil interests. And even in the three worrisome scenarios, peacetime forward presence is not the best military strategy to protect American oil interests.57

h-3 thumper

Regardless of the plan – India will develop He-3 to replace oil – their space program is actually ahead of NASA
Singh et al 2-17-2006 (Deep Singh, Diana Otalvaro, Marsha D’Souza, an Interactive Qualifying Project Report: requirement for degree of Bachelor of Science from Worcester Polytechnic Institute “Harvesting Helium-3 from the Moon” http://www.wpi.edu/Pubs/E-project/Available/E-project-031306-122626/unrestricted/IQP.pdf) BW

India, one of the fastest developing nations after China, depends heavily on oil, coal and natural gas for its technological advancement. Currently India's oil consumption is around 84 million tons per year compared to its production of 33 million tones. In addition, its GDP growth of 6 per cent will enhance the oil consumption to almost 275 million tones by the year 2020. India also has natural gas reserves of about 660 billion cubic meters. But with the present rate of development, India will have to import about 25.5 billion cubic meters of natural gas by 2010. India also produces a good amount of coal. It currently has 443 million tons of coal reserves. It is the most abundant available fossil fuel in India and provides a substantial part of energy needs. It is used for power generation, to supply energy to industry as well as for domestic needs. India is highly dependent on coal for meeting its commercial energy requirements. The coal based electricity generation capacity was 51000 MW in 1995. This is expected to go up to 140000 MW by 2009-10. However, at present, the country faces an energy shortage of about 15% and peaking shortage of 30%.

Furthermore, the Indian population has already crossed one billion and is growing at a steady rate. The energy sources on the other hand have been decreasing at a much greater pace. The reserves in India will not be able to sustain the increasing population. 83 Thus, India will not be completely self- sufficient in the energy sector and will need an alternative energy source to sustain their development. In the future, Indian dependence on energy source will increase rapidly and thus Indian scientists and energy security analysts are currently analyzing He-3 as a potential source of energy. 

But with India’s many development challenges many skeptics of India’s space program are wondering why India is showing so much interest in exploring space. When India first detonated a nuclear device in 1974, the US and European nations imposed widespread sanctions to restrict India's access to technologies that could be used to make a nuclear missile. This provided India with the opportunity to develop a rocket program and forced the Indian Space Research Organization (ISRO) to reinvent technologies it could no longer buy. In the long run this has given India an advantage over other countries with aspirations to reach space. Its space program is quite self-sufficient and aims to be completely independent of foreign support. India's political leaders say the country cannot afford ‘not’ to have a space program. Indira Gandhi, the late prime minister of India, believed it was not only important for science, but also vital to India's development. Currently, India is eyeing the abundant He-3 reserves on the Moon. Indian President Abdul Kalam is aware of the fact that the Moon contains huge reserves of He-3. 

“One can generate a large amount of fusion-type energy from helium. We have to develop complex fusion technology to use He-3” (Ananthaswamy, 2005). 

The Indian Space Research organization (ISRO) has planned a lunar orbit mission under the Chandraayan-1 Mission. The main objective of the mission being to search for He-3 deposits on the Moon. The mission which is scheduled to launch in 2008 has almost everything prepared. The space craft and the launch vehicle are already ready and 84 currently they are working on fabricating the payload. During its mission the Chandraayan-1 will obtain high resolution geological, mineralogical and topographical maps of the Moon’s surface (Jayaraman, 2005). 
solar thumper

Solar energy triggers the link inevitably
Solterra 6/28 (Renewable Technologies Blog, Manufacturer of Quantum Dots for commercial use and the use of Solar Cells for the Flexible Solar Power Industry “Solar and Oil don’t MIX” http://solterra1.wordpress.com/2011/06/28/solar-and-oil-dont-mix/ kdej)

That new paradigm in solar by Quantum Materials Corp/Solterra Renewable Technologies, Inc (QMC/SRT) is down right deadly for the Oil moguls. Their ride for the past 60 years is about to come to an end the next 5-10 years. It won’t happen instantaneously but it will happen. There are several reasons the landscape is going to change in the oil industry. First and foremost is technology. Entering the explosive growth that is about to start in Nanotechnology is for most going to be mind boggling. Hard to comprehend what some of the space sci –fi imaginations are thinking about will be able to come to reality. 3D Holograms, who would have thought. In the future that will be the entertainment theater in which you are right in the middle of all the action. You thought 3D IMAX was something, you haven’t seen anything yet. So if technology gets us to this new level how does that affect the old staple oil? First to be affected is the decrease in real demand, it isn’t going to dry up but it isn’t going to be driven by the oil speculators driving up the price instead of from real demand. Second, most of the large developed countries will be extensively powered from alternative fuels and 80% off the grid. Solar will be the most dominant of the energy sources that will decrease the need for oil initially. Third is Third world countries will drive the demand and resultant price for oil. Power even there for electricity will come from some of the alternative fuels. That leaves a huge demand decrease and drop in oil prices. Fourth, more electric cars will mean more solar arrays for power and less gas guzzlers needing gas. Fifth is economically depressed countries lacking electricity will also cut into the oil profits and demand. They won’t need to use the oil as they start to evolve into productive entities. Power will be cheaper and more reliable locally produced with solar. Sixth, the strategic oil reserve just opening up tells me the government is looking to lower cost replacement oil, if it is even replaced at all in the future. The electricity replacement from solar power will offset the utilities generating costs using oil. Competition in this case will be very healthy for the average customer. Seventh, the Cartel is without leadership that can rule. Hard to get consensus between the members any more. .Aside from the new finds several of the non cartel countries are making their way into the global market. When given an alternative to the oil most will opt for the environmentally friendly product. Make the alternative cheaper, add in that it is the oil pollution solution and it’s a done deal. Overall oil is going to have a hard time holding a candle to solar in the foreseeable future. Oil will always be around but as far as a THE dominant source for generating power and energy, history will write that it’s time has come and gone. Clean nanotechnology trumps dirty oil courtesy of Quantum Materials Corp and its subsidiary Solterra Renewable Technologies, Inc. 

oil prices qritiq

The threat of high oil prices is the ultimate recurring phantom sword of Damocles that never materializes as a catastrophe precisely because within capitalism it is unable to—the fear engendered transmutes the value of the commodity to be paid in blood to the value of the illusory. Once wars may have been fought for oil, today they are justified by the affirmative’s rhetoric which values the illusory price over the material commodity

Buchanan ‘5 Ian Buchanan, School of English at the University of Tasmania, Deleuze and the Contemporary World I, Journalisms, June 7, 2005

“Capitalism is indeed an axiomatic, because it has no laws but immanent ones. It would like for us to believe that it confronts the limits of the Universe, the extreme limit of resources and energy.” But the reality is that the only limits it confronts are of its own making. And even as it confronts these limits it repels them, or displaces them, thus avoiding the moment when the system would actually have to change. The oil industry offers an instructive case in point. In spite of scaremongering, from both the left and the right, there is no shortage of oil. Oil shortages - or at least the threat of oil shortages - are expedient political weapons for both sides: the green-hued left use it as leverage to foster a more eco-friendly outlook and to encourage greater investment in research and development to find a replacement energy source; meanwhile the hawkish-right use it to argue that imperialism is necessary to protect ‘energy security’ and the lifestyle we have. And there are a plethora of positions in-between. Yet, the fact is, even if China and India continue to escalate their rate of oil consumption, oil isn’t going to run out in the short or medium term. Current estimates are that proven reserves are sufficient to last us another 150 to 500 years (one hopes that this will be time enough for a replacement energy source to be standardised). Some theorists, like Yeomans, have argued, that what there is a shortage of, is cheap oil. Cheap oil is oil that can be extracted and processed at low cost. If one looks at the various potential oil sources in the world, from Canadian shale oil, to North Sea oil and gas, to Texas, and the Middle East, it is Middle East oil that is cheapest by a big margin. Whereas extracting oil from oil sands can cost upwards of $14 a barrel and is environmentally messy, Iraqi oil costs a mere $1.50 a barrel and is relatively clean or at least far enough away not to attract much attention from the NIMBY set. The difference in profit potential is obvious. While this puts the Middle East oil producing countries in a strong position in the marketplace, if they do not keep oil prices down then they make presently uneconomical oil reserves attractive and risk losing market share which is effectively what happened in the years following the ‘oil shock’ of early 1970s. “As Saudi oil minister Sheik Yamani said in 1981, ‘If we force Western countries to invest heavily in funding alternative sources of energy, they will. This will take them no more than seven to ten years and will result in their reduced dependence on oil as a source of energy to a point which will jeopardise Saudi Arabia’s interests.’” In most of the West this is precisely what happened in the 1970s. Fuel efficiency suddenly become a watchword everywhere, even in the US with its notorious lack of energy thrift. By the same token, the so-called ‘oil shock’ was in fact a boon for producers and retailers alike, so from the point of view of the accumulation of capital it was anything but a disaster. As such, this version of the oil shortage argument is not, finally, persuasive. The inverse - or, oversupply - argument is more compelling. “The history of oil in the 20th century is not a history of shortfall and inflation, but of the constant menace - for the industry and the oil states - of excess capacity and falling prices, of surplus and glut.” In other words, the real oil crisis is not an external crisis or “extreme limit” of vanishing resources; but, an entirely internal crisis of the volatility of prices. On this argument, the Gulf Wars have been fought to stabilise prices and regularise profit-taking. Blood is not being spilled for oil, as such, which at least has a certain materiality, but for the utterly nebulous and by nature completely ephemeral, base points on the stock exchange. In the end, as Retort have argued, it is not even the price of oil that matters, so much as the sustainability of the triangular trade of arms sales, and military base construction, that has grown around the oil industry - fighting over oil concessions, building military bases to protect oil interests, are ultimately just as profitable as dealing in oil, at least when viewed from the perspective of the domestic US market. With so many new players in the oil and guns business, it has become impossible to regulate the market by the old-fashioned oligarchic means. Hence the necessity of war. War is the last resort of the axiomatic, which usually has much more powerful instruments at its disposal.
a2: oil prices qritiq

Oil is market driven – your qritiq assumes commodities are de-linked from real inputs which is hippy crap
Press and Gholz ‘7

(Daryl, Associate Prof. Gov. @ Dartmouth, and Eugene, Assistant Prof. Public Affairs @ LBJ School of Public Affairs @ UT, “The Myths that Make Americans Worry About Oil” 4-5, http://www.cato.org/pubs/pas/pa589.pdf)

Because of the market’s complexity, media accounts often suggest that oil markets move without a clear connection to economic fundamentals and that irrational fears or the actions of shadowy governments drive price and product availability. Although consumers’ fears and suppliers’ political decisions surely matter, their effects can be understood within a fairly traditional market framework. Two main processes determine oil prices: (1) the forces of supply and demand and (2) constraints on those forces created by political risk and cartel behavior. Market Forces Geologic features determine the location and quantity of oil deposits, but they do not determine “oil supply” in any meaningful sense. Supply depends on the difficulty (and hence cost) of oil exploration and production and on companies’ economic decisions about how much money to spend looking for new oil fields, developing pumping capacity from the fields they find, and filling pipelines with oil. In any given region, geologic factors, such as the porosity of the rock, determine whether meaningful oil deposits exist and how expensive they are to discover and tap. But geology merely creates the playing field for oil exploration and extraction. The amount of oil that can actually be “produced” at any given time, that is, extracted from the ground, transported to refineries, refined, and then transported in various forms to end users, depends on how much money oil companies have invested in a given field. Prices drive fluctuations in oil supply. High prices encourage producers to pump their working fields at a higher rate to maximize profits before prices drop; lower prices lead them to reduce production. And companies with large inventories of oil generally respond to high prices by selling their stocks, unless they expect prices to rise even higher in the future. Price troughs encourage them to hold (or expand) their inventories, reducing supply in the short term. Similarly, expectations about future petroleum prices shape long-term trends in oil supply. Oil companies, some of which are owned by the governments of countries with large reserves, decide how much to invest in exploration, new extraction technologies, and refining and transportation infrastructure and whether to pay large up-front costs to tap difficult- to-reach fields (such as those under deep water). Those major decisions, far more than geologic constraints, determine how much oil can be produced in the coming decades.2 And in the oil industry like all others, investment decisions are driven by expectations about future prices: if the companies expect oil prices to be high, they will invest more heavily today since the enormous upfront expenditures will be recouped by high per barrel prices in the future.3 But if they expect prices to be low, they will trim investment, reducing future supplies.4 Oil prices do not merely affect oil supply; they also play a key role in determining global demand. In the short term, demand does not change much in response to price fluctuations. People need to drive to work and heat their houses even if oil prices soar, so they tend to cut expenses elsewhere rather than go without oil. But higher prices still reduce long-term demand: as prices increase, companies spend money on more efficient equipment and production processes, and individuals buy more efficient cars and improve the insulation in their houses. Finally, high prices spur investment in equipment that uses nonpetroleum energy sources, reducing the demand for oil. Although rising prices generally dampen demand, in the short term climbing prices may actually spark additional demand. If the factors pushing up prices seem likely to continue, then consumers, brokers, and producers may decide to fill their inventories so that they can profit from the even higher price they expect in the future. Such speculation is the principal mechanism at work when fears of war or political instability drive up oil prices.5 But this dynamic occurs only in the short term: eventually inventories become full or the price rises sufficiently that speculators start to sell their inventories. Demand returns to a level commensurate with actual consumption, and the price is temporarily depressed because the market draws supply both from ongoing extraction and from the excess inventory. Day-to-day prices may bounce around quite a bit as consumption, extraction, and inventory strategies adjust, but that volatility is centered on a price level determined by “real” supply and demand.6 The overall point is that the oil market has its idiosyncrasies and arcane details, but it generally functions like other markets: Rising prices increase supply, stimulate investment, and reduce demand. Price fluctuations match up the amount of supply on the market at any given time with the amount of demand, such that there are no “gaps” between supply and demand on a day-to-day basis. 
misc

High oil prices hurt Obama’s capital
Leonard, 11 (6/9/11, Andrew, Salon,  “Blame China, not Obama, for high gas prices”, http://www.salon.com/news/env/energy/?story=/tech/htww/2011/06/09/blame_china_not_obama_for_high_gas_prices SW)

In the U.S., gasoline prices have been falling, on average, for about a month, but that doesn't seem to be dampening the ardor with which Republican presidential candidates are using the high cost of fueling your automobile to bash President Obama. Tim Pawlenty mentioned $4 a gallon gas in the second line of his June 7 speech on the economy. On June 3, Mitt Romney took a swipe at "higher gas prices" while stumping in New Hampshire. Barring a sustained decline at the pump, we're going to keep hearing all the usual boilerplate attacks, which can be handily divided into two categories: Either Obama is purposefully making gas prices higher by attempting to regulate pollution or subsidize renewable energy, or he isn't doing enough to bring them down, i.e., allow as much offshore and onshore drilling as the earth will allow.
Solar energy proportionally increases the demand for oil

Motavalli 9 (Jim, editor of E: The Environmental Magazine, and has written for the New York Times, the Los Angeles “Plant-based solar panels to remove oil from the equation” http://green.yahoo.com/blog/daily_green_driving/42/plant-based-solar-panels-to-remove-oil-from-the-equation.html kdej) 

"Everybody loves solar, the shiny superstar of renewable energy," reports the Los Angeles Times. "But scratch the surface of the manufacturing process and the green sheen disappears. Vast amounts of fossil fuels are used to produce and transport panels. Solar cells contain toxic materials. Some components can't be easily recycled." Egads, solar not eco-friendly? Consider the unavoidable fact that solar panels are made from petroleum, and thus dependent to some degree on low oil prices. When the price goes up, as it inevitably will, so will the cost of making photovoltaics. Ironic, isn't it? Dr. David Lee, CEO of BioSolar, calls it a "fundamental contradiction." BioSolar starts with recycled cotton and castor beans, and produces a protective backing for solar cells. Its product is intended as a competitor to Tedlar, a petroleum-derived film made by DuPont that is the industry standard for silicon-based solar cells. And it's 25% cheaper, too. Green Energy News says the new technology "may possibly revolutionize the solar power industry as we know it today." The magazine adds that bio-plastics have been tried for solar before, but delicate molecular structures and the tendency to melt when exposed to high temperatures made them "a wavering option for solar-cell fabrication." According to Dr. Lee, "Oil prices go up and down a lot, and putting a huge new demand on the petroleum industry as solar production increases is just not a good idea." He added that cotton and castor beans are just two of the bio-based ingredients of the company's new product, but the others are proprietary. The bio-film will be on the market in the latter part of 2009; other bio solar products are in the research and development stage, Dr. Lee said. 

