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GLOBAL FOOD SHOCK, by Jennifer Barry —
http://www.marketoracle.co.uk/Article4656.html

As an American, I've taken for granted that | can get just about any food | want at the
supermarket. In fact, the number of choices is dizzying. | never really thought about the
tenuous chain between myself and my food. Less than 1% of the U.S. population is
employed in agriculture, and 40% of these farmers are 55 or older. The chain of
transportation that brings goods to the stores is tenuous and depends on a few key
railways and truck drivers. Supermarkets could experience spot shortages if the proposed
trucker strike gains momentum or more drivers quit the business... Rich countries like the
U.S. used to store extra food in case of emergencies. Many grain elevators were built in
the Great Plains after World War 1l for this purpose. This stockpile reduced the volatility of
food prices. When prices rose, the government released some grain into the market.
When costs were low, the Department of Agriculture would support prices by purchasing
surpluses. Excesses of wheat, milk, and butter were exported, given away, or even
destroyed for lack of demand. After the passage of the 1985 farm bill, the USDA divested
itself of grain stocks and other foodstuffs.

What happens in the U.S. agricultural markets has a great impact on the rest of the world.
America is the “Saudi Arabia” of grain as it is the largest exporter. The U.S. supplies 70%
of the world's corn, and it has little 2007 crop surplus of soybeans and wheat left to sell.
Many poor countries depend on imports of these staples to feed millions of their hungry
citizens.

Another major cereal exporter, Australia is just starting to lift out of a drought that started
in 2002. They lost most of the winter wheat crop and their main breadbasket, the Murray-
Darling Basin, is still excessively dry. Officials hope that the La Nifia weather pattern will
lead to bumper crops this fall; however, the La Nifia that should bring rain to Australia and
India will likely deny it to the U.S. agricultural heartland, as well as parts of Brazil and
Argentina.

With increasing world demand and poor weather in the Southern Hemisphere, the margin
for error has become very thin. This year, global wheat supplies are projected to hit a 60-
year low, and barley will plunge to a 42-year low. Corn stocks are expected to drop to the
lowest level since 1984. Global grain supplies are down to 50 days, less than half the
amount just 8 years ago... Another pressure on cereals is the increased global
consumption of meat and dairy products. Asians were mostly vegetarian 50 years ago;
today they can afford more animal protein. Increased demand for meat puts upward
pressure on grain prices; we have livestock consuming large quantities of feed, which is
necessary to produce each pound of meat.

While China has approximately 25% of the world's population, it only has 10% of its
arable land, making it vulnerable to food shortages. More land is turning into desert every
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year from climate change and poor soil management practices. Ground water is being
depleted at a frightening rate, and China will likely have to import water in the form of
grain. China isn't expected to export any corn this year, and may become an importer.
Half the world's soybean crop is now consumed by China, and a small 2007 harvest has
left stocks low. Asian crises like bird flu and the current pig disease further deplete food
supplies.

Another threat to the food supply is a mysterious disorder killing honeybees called Colony
Collapse Disorder, or CCD. Even before this threat, bee populations shrunk 50% from
their peak in the 1970s. Bees are essential to pollinate many commercial crops we take
for granted. About one-third of fruits and vegetables produced in the U.S. depend on
insect pollination... Worker bees are suddenly disappearing and abandoning their hives,
and some keepers have suffered a 90% loss of their insects. Even odder, bee predators
like the wax moth won't touch the unguarded hive. Theories range from stress to mites,
fungus, pesticides, genetically modified crop poisoning, and even abnormally large
honeycombs, but no one knows for certain. Now another pollinator, bats are dying in a
similarly baffling way in the Northeast U.S.

Much of the world's food supply is not eaten, but converted into biofuels. Even coffee
beans are being harvested as an energy source. The EU has mandated that 10% of car
fuels should be from biological sources by 2020, a target that will lead to much higher
food prices... Last year, 24% of the U.S. corn crop was used to produce ethanol. In
America, ethanol production is subsidized which pushes up the price of corn. At the same
time, taxes are levied on foreign sugar ethanol to support domestic sugar growers. About
20% of the U.S. soy oil production is used for biodiesel... However, this biofuels
production is a drop in the bucket of gasoline demand. Even if all the grains harvested
in America were converted to fuel, only 16% of the automobile needs would be met.
Peasants in the developing nations may be forced off productive cropland so that
governments may produce more profitable and non-edible biofuels for export to the
energy thirsty West... The world can't increase supply of food or biofuels easily. Global
arable land has reached a plateau at 3.7 million acres. Prime farmland is still being
purchased for housing developments, decreasing acreage for planting. In suburbs across
the United States, former farms are now growing condos and big box stores. Without
more acreage under cultivation, "we go to a religion-based energy policy — pray for good
weather," remarked Monte Shaw, head of the lowa Renewable Fuels Association.

All this excess demand has caused rapid increases in food prices, putting the poor in
grave danger. Wheat, barley, and oats have more than doubled over the past year. The
poorest individuals already spend 80% of their income on food, and they can't afford the
price hike. There are nearly 900 million hungry people in the world with the population
growing every year... Jacques Diouf, head of the UN's Food and Agriculture
Organization, warned of serious social unrest if food prices continue to skyrocket. In
Argentina, farmers are currently on strike to protest the high export taxes on their
soybean crop, while Italians protested the high price of pasta with a one day boycott last
year... In 2007, there was a huge protest in Mexico City as the price of corn jumped by
more than 400%. Food riots have also occurred in West Bengal, Burkina Faso, Yemen
and Uzbekistan... Nations feel pressure to control prices that are spiraling out of
control and keep their citizens from going hungry. Russia, Argentina, and the Ukraine
decided to restrict wheat exports to ease the pressure on the price of bread. Kazakhstan
has a four-month moratorium on exports. Vietnam, Cambodia, and Egypt have reduced
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their foreign rice sales, while India and Bangladesh banned exports of most types of rice.
The devastating cyclone that recently hit Myanmar has only increased anxiety about the
supply of staple foods.

Some experts hope that technology will be able to solve the food crisis. In the past, the
“green revolution” was a great success, enabling the world to feed more people on less
land using hybrid crops, irrigation, fertilizer, and pesticides. In fact, this was really a
petroleum revolution. Cheap energy allowed farmers to fuel tractors and other machinery
that raised productivity. Globalization and low transport costs allowed farmers to find
markets at the opposite end of the globe, allowing consumers to eat apples in May and
strawberries in December. Fertilizers made from natural gas allowed food to grow in
depleted, even sterile soil. Commercial pesticides are also produced from
petrochemicals. Oil is imbedded in every calorie we eat, and the surging price of
petroleum will only accelerate food price inflation... If you look at the price of a staple
food like corn, the price was severely depressed. U.S. farmers were getting no more in
nominal terms for their crop in 2005 than they did in 1994. Meanwhile, official CPI had
increased by a third... The bull market in foodstuffs is driven by real fundamentals. Prices
are high because stockpiles are depleted, and forecasts for production in many
commodities are poor. Prime farmland has been turned into subdivisions and big box
stores. Pollinators are dying while the global population explodes. Food is being burned in
gas tanks instead of eaten, eroding the margin of safety. The manufacture of biofuels also
uses up part of the rapidly dwindling petroleum reserves... Food is not a luxury, and
demand will not be significantly depressed by rising prices or punishing “speculators.”
These higher food costs are not going away. In fact, | expect that food will take an ever
increasing bite out of your budget, as governments competitively debase their currencies.
News of shortages only exacerbates the problem as individual consumers stock up. While
the Federal Reserve disparages this “inflationary psychology,” | think buying some extra
nonperishable food is a wise idea.

“The consequences of tghd mde Tranditg bydike Sabot a
Harrington, from The Energy Resources List

| did some checking at US DOT and discovered that there were 31 million motor vehicles
in the U.S. in 1940, declining to 29 million in 1945. The 1940 census indicates that there
were 131 million people in the US in 1940, so the per capita motor vehicle registration
was less than 0.24. In 2000, there were about 200 million motor vehicles in the U.S. and
292 million people, for a per capita motor vehicle registration of 0.68. This represents
practically a tripling of motor vehicles per U.S. inhabitant in 60 years. In that period, the
U.S. population increased by 123%, but the absolute number of motor vehicles increased
by 545%! ...So, that tripling of motor vehicle registration came right out of public transit in
the U.S. If you go back and look at the public transit industry in the 1940s, by perusing
timetables and maps of railroad passenger trains, streetcars, and buses, you'll see it was
several times bigger then than now, even though the population of the U.S. has more
than doubled.

The fact that Americans were rationed to 3 gallons of gasoline per week during WW Il
only tells part of the story. The number of automobiles affected by rationing was
substantially less, both in absolute and per capita terms. The savings in energy
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consumption was attributable to two factors, both mutually reinforcing:

1) Public transit, streetcar, bus, and railroads, was substantially more developed than
today.

2) Automobile-induced sprawl was practically nonexistent, with the result that most
people lived in compact communities where all traveling could be accomplished on foot,
by bicycle, or by public transit... In other words, motorists could be rationed to three
gallons per week without undue hardship, since there was a collective transportation
infrastructure for them to fall back on. What's more, since most people did not have
access to an automobile, the bulk of the population wasn't even affected by gasoline
rationing.

What a mess has been made of America's transportation system in only 60 years!

OIS ISIEISLI>L>

Peak oil: *“1t"s bybeve Andewssand Rantdylgdall ! ”
EnergyBulletin.net, published May 12, 2008 by ASPO-USA

Recent peak oil c¢critic: “In the public mind,

Verbal shots from legendary political consultant James Carville land with the shock of a
hand grenade. If the always-blunt and ever-controversial Carville were to grasp our oll
dilemma and begin a peak oil education campaign, his war-room slogan would probably
paraphrase his winning axiom from the 1992 Clinton campaign, using “It's the Flows,
Stupid!” ...Peak oil is about peak flow. It’s that simple, despite all those lame statements
(some from people who ought to know better) that “we aren’t running out.” That’s right, we
aren't, but who said we were! ... “Running out” is a framing technique used with some
success to belittle the legitimate peak oil concern. The “running out” epithet has been
uttered often by Daniel Yergin, president of Cambridge Energy Research Associates. If
you haven’t heard Yergin on CNBC saying, “this is the fourth or fifth time we were
supposed to have run out of oil,” it could be because he’s up to “sixth time” by now.
Yergin must know better, doesn’t he? But maybe he isn’t all-knowing but rather is the
man behind the curtain in the Wizard of Oz. After all, CERA had forecast something like
$70 oil in 2008, not the $125 we’ve seen recently. CERA's recent forecasts have been
laughably bad. A stopped watch is right twice a day — more often than Yergin’s shop has
been right in a few years.

Peak oil describes the maximum flow rate of oil from a well, an offshore platform, a field,
a basin, or a geographic area — state, nation, continent, and eventually the world.
Webster’s Dictionary defines “peak” as “the highest or most important point.” This
summer we’ll watch Olympians in Beijing straining for peak performance — for their best.
Peak doesn’'t mean the end or the bottom or the dregs. It’s golfer Arnold Palmer or soccer
player Mia Hamm at their most impressive zenith some years back. It's Tiger Woods
winning the 1997 Masters by 12 strokes, embarrassing the best players in the world. In
most areas of human life, peak is a high point, a cause for celebration... When the USA
hit its peak in October 1970, the record went unnoticed. Today, more than 50 nations
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have peaked, including Mexico, and, it now appears, Russia. During the next few years
the world will hit peak oil; it could be a sharp summit precluding a steep fall or perhaps a
gentle bump on a long plateau... Petroleum engineers know very well what peak oll
means. Indeed, in larger projects they spend billions designing enormously complex
systems to meet expected peak production. Consider Thunderhorse, BP’s offshore
platform in the deepwater Gulf of Mexico. If memory serves, when it begins operation
later this year, the platform will process 250,000 barrels of crude oil per day.

The American Petroleum Institute published a 56-page paper entitled, “Are We Running
Out of Oil?” in December 1995. The executive summary concludes with this red herring:
“There is a very real danger that attempts by government to address the non-problem of
resource exhaustion will distract from or even aggravate the real challenge of removing
remaining institutional barriers to supply growth.” Peak oil does not mean “resource
exhaustion,” though. M. King Hubbert’s [Ed.: Technocracy’s co-founder] curve does
show production declining to zero many decades into the future.

Why does the obfuscation of peak oil deniers matter? The coming end of the
growth” worl d wil/ paadigin shéft: thene will Ipea fitthe dess il to

divvy up among more people. We will need to conserve with a vengeance and substitute

ingenuity, intelligence, and efficiency where we can. Treating this imminent event as a

non-problem could end up being enormously painful.

Because they don’t understand peak oil, many reporters keep getting the story wrong.
Because they don’t understand peak oil, some in the U.S. Congress and Senate now
threaten to sue OPEC. Because they don’t understand peak oil, business journals keep
whining that producer nations don’t practice rational economics... And indeed they don't.
Lacking refinery capacity, Iran exports crude, imports finished gasoline, subsidizes it at 40
cents/gallon, and then rations its sale to curb consumption. Seems crazy, but Iran isn’t
the only nation where cheap energy is the opiate of the people.

Summer sales tax holiday on U.S. gasoline, anyone? After all, we aren’t “running out.”

Steve Andrews and Randy Udall are two of the co-founders of ASPO-USA.
http://www.aspo-usa.com/index.php?option=com_content&task=view&id=370&Itemid=91

OIS L>

Get Ready to Spend $6,000 a Year on Gas, By Mark Clayton, Staff Writer for Christian
Science Monitor Posted on May 14, 2008, Printed on May 14, 2008
[http://lwww.alternet.org/story/85280/]

Two years ago, a leading economist published a study provocatively titled: "What would
$120 oil mean for the global economy?" Answer: a global recession, if the price stayed
there for a year... Now the future has arrived, with the United States and other nations
getting a double whammy from both the mortgage crisis and oil futures hovering at $120
per barrel. If oil prices stay stratospheric, the cost of fueling cars and planes could slash
U.S. economic growth up to 2.3 percent and global growth by 3.6 percent, says Robert
Wescott, former chief economist of the president's Council of Economic Advisers and
author of the $120 oil report.
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While many energy-security experts worry about a terrorist attack that suddenly crimps
global oil supplies and hammers the U.S. economy, Dr. Wescott and other experts say a
terror attack is hardly the only, or even the worst, oil threat the nation now faces. "What
we are seeing today is more of a slow-motion, rolling oil crisis rather than a sharp shock,
yet ultimately we end up with the same sorts of impacts [as a terror attack]," says
Wescott, now president of Keybridge Research, a Washington economic-consulting firm.

Unlike the 1970s, when an oil embargo left Americans waiting in long lines at gasoline
stations and paying higher prices, today's oil crisis has been stealthy. Its economic impact
has been masked by consumers tapping credit cards and home equity to cover the rising
cost of energy and some consumer goods... "We're having a replay of the 1970s without
the Arab oil embargo part; so, it's been hard for many people to see,” says Amy Myers
Jaffe, an energy scholar at the Baker Institute at Rice University in Houston.

Even with U.S. airlines cutting flights and SUV sales now tanking, the effects of expensive
oil on the American family could be stark, Wescott's report says.

In 2003, with oil approaching $40 per barrel, the average U.S. family spent about $1,900
(4.8 percent of its income) on natural gas, heating oil, and gasoline. But today at the $120
per barrel level, a family will spend about $6,000 a year or about 15 percent of total
annual income, Wescott's report predicts.

Compared with the oil crises of the 1970s, the U.S. paradoxically is in a bit better, yet also
worse, position. The good news is the U.S. economy is less energy intensive — using
only about half the energy it did in the 1980s to produce a dollar of economic growth. That
should make it more resilient... But the bad news is that imported oil has risen to about
12 million barrels a day, about 60 percent of the 21 million barrels the U.S. consumes
daily. That financial drain at $120 per barrel is jamming the brakes on the U.S. economy
and inflating the trade deficit, economists agree. "The question now isn't whether we're
going into recession, it's whether there will be a soft landing ... or we have a hard
landing," Ms. Jaffe says.

Nariman Behravesh, chief economist at Global Insight, Lexington, Mass., has done
economic projections with oil at even higher prices. While oil at $120 a barrel "makes a
mild recession a little deeper," the results of oil at $150 would be much worse with the
nation "looking at a fairly serious recession."

But where there is awareness of the problem there is hope. Perhaps nobody knows better
what the nation could do — but mostly has not yet done — than Amory Lovins. An
American energy guru since the gas lines of the 1970s, he has focused like a laser beam
on how the nation can save energy. "What we need to do to cut oil consumption is quite
clear," says the co-founder of the Rocky Mountain Institute, an energy think tank in
Snowmass, Colo. "But attention keeps getting focused on the wrong things — like
subsidies for the oil industry to find more oil. That's the wrong way to go."

Congress's move last year to raise vehicle fuel-economy standards to 35 miles per gallon
by 2020 was a good first step — but not enough, he says.

In today's slowly unfolding yet serious oil crisis, Mr. Lovins would slash 9 percent of the
nation's oil demand in one year with more than 30 fuel-saving measures. Among them:
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Reduce speed limits to 60 miles per hour for light vehicles, 55 m.p.h. for heavy trucks.
Expand HOV-lane use to include alternative fuel vehicles (AFVs), hybrids, and all-
electric vehicles.

Encourage mass-transit use by letting all citizens deduct the cost from their taxes.
Require "parking cash-out” so employees can take cash instead of free parking at
work.

Extend federal tax credits for AFV, hybrid, and electric vehicles to many more than the
current 60,000 vehicles per manufacturer limit

Require one-engine-only idling for jet aircraft waiting to take off. Offer U.S. loan
guarantees to airlines upgrading to efficient aircraft and tax credits for replacing heavy
interior parts with lightweight materials.

"Our nation has met a whole lot of crises in our history," he says. "This energy and
climate-change challenge is perfect for the American public, industry, and government to
really do something about. We just need to be honest with ourselves that business as
usual can't continue."

Glenn Beck: 'The Future of Energy' according to Boone Pickens - May 23, 2008
http://glennbeck.com/content.articles/article/198/10382?ck=1

GLENN: I'm sitting there with T. Boone and said, how much role is speculation?
BOONE: They play a role but it is not a significant role.
GLENN: There's enough money out there.

BOONE: Glenn, first of all, understand one thing. Production currently is at 85 million
barrels a day — so we have 85 million barrels. The demand is at 87 million barrels a day,
making us two million barrels short every single day. Since those two lines have crossed,
it is supply and demand. That's why it's going up...

GLENN: Now, he's also a believer in peak oil. There's a chapter in my book on peak oll,
and if you're a real freak on the program, you might have noticed that that's the only
chapter that | have not discussed on the air and the reason why is because | put it in
there saying that this is a possibility. However, there are a lot of people who think that
peak oil is just, “the sky is falling.” | wasn't sure. I've got enough "Sky is falling" stuff in my
life. | didn't need to tell you that we're running out of oil as well, but | thought it was
important enough. Since there are credible people who do believe in peak oil, it was a
piece of the puzzle that | thought you needed to know. | still don't know if | buy into peak
oil. However, what | do believe in is we are out of cheap oil. We are out of the bubbling
crude where, you know, Jed goes out and he's shooting some varmint and all of a sudden
up comes bubbling crude? That's done. That's over. The cheap oil is gone. There's
plenty of oil left but it's deep sea oil, it's difficult to get, or it's heavy crude, and it costs a
lot more to pull out — so the days of cheap gas are over.
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The other part of that is demand. With China and India and the rest of the world coming
online. Stu, what was that stat? | know I'm going to get this one wrong. There's a stat that
China has purchased more SUVs in the last five years or something than we've ever
purchased. It's some ridiculous stat of what China is doing. China is coming online. You
think they care about the environment. Not so much. They are coming online with a
vengeance. So you've got demand going through the roof. With just demand going up
through the roof and cheap oil being gone, you are going to have higher and higher gas
prices. | said, so do you believe in peak oil?

BOONE: Oh, yeah, peak oil. Some people think it's 2010, 2012. Some people think we've
already hit it back in the Nineties. | think we hit it in 2006, so now we're going to start a
slow drift down. We're at 85 million barrels, and we're going to start a slow drift down

GLENN: Well, then, why aren't we going into the ANWR and offshore, et cetera, et cetera.

BOONE: You can, you should, but that's not going to solve your problem. it's not going to
bring you back to $2 a gallon gasoline, because now what you're doing is just filling the
gap. If you're at 85 million barrels now, it's going to start to come down to 82, 81, 80; so,
everything that you find now in the ground is going to replace that gap to bring you up to
85 million barrels a day — hopefully bring you to 87, but then you have another line of
demand and that's going up, so your gaps are getting bigger and bigger. So, yes, you
need to go drill and get everything you can, but you're no longer in the situation where
you're going to have a shap back. Unless demand goes way, way down, you are not
going to have that snap back to $2 a gallon.

GLENN: Wait a minute. You believe that we're going to hit $150 a barrel this year?
BOONE: Yes.

GLENN: So, Boone, $150 a barrel by the end of the year. When does this break the back
of the economy?

BOONE: We're there. We're at a full-fledged emergency. It’s just that nobody will talk
about it. Nobody will recognize it. Nobody will say it. We're at a full-fledged energy
emergency right now. We need an Eisenhower highway project. We need somebody with
vision.

GLENN: Wait a minute. Why is it that the people who we have in power aren't going
there?

BOONE: | have no idea.

OIS L>

THINK OIL PRICES HURT NOW? JUST WAIT, an Analysis by Nick Carey, May 22,
2008 — http://Iwww.rey\uters.com/article/GCA-Oil/idUSN2248967220080522

DALLAS, Texas (Reuters) — Sky-high oil prices are causing pain at the pump, bit
bills for air conditioning this summer and heating next winter, combined with rising

food cost s, promi se to sqgqueeze U. S. consumer s
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gallon, households already have less to spend on a new grill at Home Depot, a
vacation at Walt Disney" s [BesBuy o.,Woaméwd, a new
“hog” f r o-Davidson Coe y
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Saudi King's Quiet Bombshell, By Steven Andrews and Randy Udall— Eight oll
industry experts give their views on King Abd

Open Access Article Originally Published: April 21, 2008

"In any case, there is now a broad-based move by energy exporters, including Russia,
Angola, Azerbaijan, and Norway, to restrict expansion to maximize plateau flows. If this
takes hold, then global supplies will reach a peak rather earlier than analysis of future
projects would indicate."

Matt Simmons, chairman of Simmons & Co. International: — "This statement by the
Supreme Ruler of Saudi Arabia has far-reaching implications. That King Abdullah would
now instruct his servants to conserve the oil they pump and save some for the kids and
grandkids of today's Saudi citizens is most profound.

"King Abdullah has exhibited a sense of wisdom not seen since his brother King Faisal
ruled the Kingdom until his tragic assassination. Assuming his health continues, he might
lead Saudi Arabia successfully into a post-peak world and create sustainable middle
class wealth for the 90% of Saudi Arabia who had accidentally been left behind.

"The world should bless this intelligent pronouncement. It is a reflection that twilight set in
on the oilfields of Arabia a few years ago."

Richard Nehring, president of Nerhingdatabase.com — "This development is part of
what I've called the ‘Prudential Plateau.' Some key countries with large reserves and
resources have decided to maintain production at current levels — but not increase it.
This is a two-edged sword: you can no longer count on these countries for increases, but
you can count on them for the base. The United Arab Emirates and Qatar will probably
join in this shift."

Jeffrey Rubin, chief economist, CIBC World markets — "A far more plausible
explanation for faltering growth in Saudi production and exports is that they are rapidly
approaching maximum production. Given soaring rates of internal consumption for oil,
they will soon be exporting less, not more, crude to world oil markets.

"Russian Natural Resource Minister Yuri Trutnev's has said that Russian production and
exports will fall this year for the first time in a decade. We forecast that exports from
OPEC, Russia, and Mexico will actually decline by 2.5 million barrels per day between
now and 2012. It's far from obvious who is going to fill this supply gap, let alone meet the
need of future global crude demand growth."

Jeremy Gilbert, BP's retired chief petroleum engineer — "I have no idea whether there
was a real choice for the Saudis to make. Perhaps it's all 'spin’; perhaps there were
discoveries, but there was some property of the reservoirs which made them very difficult



TRENDEVENTS 10 MAY 2008

to develop, and it made sense to delay development until improved technology or much
higher prices arrived; perhaps it's the plain basic truth—- a very rare commodity.

"What | do know is that several countries in the Gulf have long chosen to operate their
fields with depletion rates far below those that a Western company would consider
optimal, or even sensible. Depletion rates of between 1%and 2% per year are not
uncommon in the United Arab Emirates. Local leaders have repeatedly said that they feel
an obligation to preserve some of their natural resources. These feelings must be
intensified when their recent production has been sold for U.S. dollars, which have
depreciated by 25% or more against other strong world currencies over the last four
years.

"The countries around the Gulf, which would once have come to the aid of a faltering
U.S., now are either delighted about the U.S. plight or just don't care. They are not going
to do anything to reduce world oil prices. Instead, they are going to maximize their
economic take while minimizing depletion of their sole natural resource."

U.S. and China Are Over a Barrel, by MichaelT. Klare , CommonDreams.org,, April 28,
2008 — in The Los Angeles Times

In the Costly Competition for Oil, Cooperation is the Wisest Course

Among the many reasons given for the recent surge in gas prices is China’s soaring
demand for petroleum. Because the Chinese are running around the world buying up
every available barrel of oil, the argument goes, we Americans have to pay that much
more to outbid them for the leftover pools of crude, and the fact that the Chinese yuan
has been growing stronger while the American dollar is shrinking in value has only
exacerbated the problem... Unquestionably, there’s some truth to this. China’s
consumption of oil rose from about 4.2 million barrels a day in 1997 to 7.8 million barrels
in 2007, an increase of 86%, the U.S. Department of Energy reported earlier this year.
More to the point, the percentage of this oil that had to be imported grew even more. In
1997, China supplied all but 1 million barrels of the oil it consumed each day from
domestic fields; by 2007, the shortfall between domestic output and consumption had
jumped to 4 million barrels, all of which had to be imported.

To obtain these additional barrels, in fact, the Chinese have in fact been shopping in
some of the same foreign oil bazaars as the United States — and, with more demand
chasing a finite supply, prices naturally tend to rise... But let’s put this in perspective. In
2007, according to Energy Department figures, the United States consumed about 21
million barrels of oil a day, nearly three times as much as China. Even more significant,
we imported 13 million barrels every day, a vastly greater amount than China’s import
tally. So, although it is indeed true that Chinese and American consumers are competing
for access to overseas supplies, thereby edging up prices, American consumption still
sets the pace in international oil markets.

The reality is that as far as the current run-up in gasoline prices is concerned, other
factors are more to blame: shrinking oil output from such key producers as Mexico,
Russia, and Venezuela; internal violence in Iraq and Nigeria; refinery inadequacies in the
U.S. and elsewhere; speculative stockpiling by global oil brokers, and so on. These
conditions are likely to persist for the foreseeable future, so prices will remain high.


http://www.latimes.com/news/opinion/commentary/la-oe-klare28apr28,0,1651403.story
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Peer into the future, however, and the China factor starts looming much larger... With its
roaring economy and millions of newly affluent consumers — many of whom are now
buying their first automobiles — China is rapidly catching up with the United States in its
net oil intake. According to the most recent projections, Chinese petroleum consumption
is expected to jump from 8 million barrels a day in 2008 to an estimated 12 million in 2020
and to 16 million in 2030. American consumption will also climb, but not as much,
reaching an estimated 27 million barrels a day in 2030. In terms of oil imports, moreover,
the gap will grow even smaller. Chinese imports are projected to hit 10.8 million barrels a
day in 2030, compared with 16.4 million for the United States. Clearly, the Sino-American
competition for foreign oil supplies will grow ever more intense with every passing year.

How, then, should we respond to this challenge? One answer, favored by many in
Washington, is to step up American political, economic, and military involvement in Africa,
the Middle East, and Asia so as to enhance America’s competitive advantage in the
struggle for access to the world’s remaining untapped supplies of crude oil... This
competitive approach may give American companies a slight advantage in a few oil-
producing areas, but it is unlikely to alter the big picture or reduce the cost of gasoline to
American consumers. At the same time, it is sure to boost U.S. military expenditures and
produce a greater risk of American involvement in overseas energy conflicts.

Make no mistake: Intensified competition between the United States and China for
access to the world’s remaining supplies of oil (and other sources of energy) will
inevitably add to the forces pushing gasoline prices skyward and will generate an
increased risk of regional instability. Trying to fight China over oil is the wrong approach;
we’d both be better off by cooperating in the search for petroleum alternatives.

Michael T. Klare is a professor of peace and world security studies at Hampshire College
and t he &iginghlPowers,&lirinkiing Planet: The New Geopolitics of Energy. 0

SUPPLY-DEMAND IMBALANCE BOOSTS OIL PRICES, by David R. Baker, San
Francisco Chronicle Staff Writer — May 27, 2008 [http://sfgate.com/cqi-
bin/article.cqi?f=/c/a/2008/05/27/BUHH10S61B.DTL]

Even as the cost of crude oil has soared in recent years, the amount pumped from the
ground hasn't.

Worldwide oil production has barely budged, despite record prices. Since the start of
2004, oil's price has gone from $33 per barrel to $132. Production, meanwhile, has risen
just 1.8 percent, to 84.6 million barrels per day...That's not enough to keep pace with the
world's growing thirst for oil, which has increased 3.7 percent during the same time, and
the imbalance between supply and demand keeps pushing prices higher. It's one of the
main reasons gasoline now costs more than $4 per gallon... This isn't the way economics
are supposed to work. When a product is in short supply, the price rises, and the
companies that make it usually produce more so they can cash in. Supply eventually
outstrips demand and the price goes down.

Faced with rising global demand and record prices, the oil companies have a powerful
incentive to find, pump, and sell as much crude as they can. Instead, they're having a
hard time keeping their output level, much less expanding it. Big, untapped oil fields —
often called "elephants” in the industry — are harder and harder to find..."There aren't
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many elephants or super fields left,” said Ken Medlock, an energy research fellow at Rice
University's Baker Institute for Public Policy. "The major (companies) are looking for
places to make large investments, but they haven't found many."

The Organization of the Petroleum Exporting Countries, meanwhile, refuses to pump
more oil, saying there's enough on the market, but that refusal may mask problems within
the cartel, analysts say. While some OPEC countries could increase production if they
chose, others such as Iran and Venezuela haven't invested enough money in their oll
fields and have seen their production decline as a result. "The best they're going to do is
plateau,” said David Kirsch, director of market intelligence for the PFC Energy consulting
firm.

At the peak?... Stagnant production over the past few years makes some wonder
whether the dreaded moment of “peak oil” has arrived. Petroleum is a finite resource, and
sooner or later, global production of it will peak before going into an irreversible decline.
No one knows for certain when that moment will hit. It's the kind of milestone that can
only be seen in retrospect, after years of falling production, but the fact that oil companies
have not yet been able to ramp up their output to capitalize on today's prices alarms
people who believe peak oil is upon us..."It's a strong signal that global oil production is
probably peaking about now," said Richard Heinberg, senior fellow at the Post Carbon
Institute think tank in Sebastopol. Heinberg has popularized the notion of peak oil in a
series of books. "That's not to say we won't see another month or two of higher
production, here or there," he said. "But we're on the plateau.”

Many if not most oil industry analysts disagree. A few even argue that enough new wells
will be drilled in the next few years to create an oil glut and lower prices..."We're
projecting by the end of 2009 we may actually be in a surplus,” said Frank Verrastro,
director of the energy program at the Center for Strategic and International Studies... But
even if the glut materializes, it won't last long, he said. Demand is rising too quickly for
that, in such places as China, India, and the Middle East.

"There's this growing concern that by the middle of the next decade, if demand keeps
rising, there's going to be a gap," Verrastro said... In the oil industry, there's always a lag
between rising prices and rising production. Qil fields take years to find and develop, and
the contracts to pump and market their oil can last for decades. Oil companies often
hesitate to commit themselves when prices first start rising, because the increase could
prove to be short-lived..."Companies, early on, weren't really sure the prices were going
to hold," Verrastro said. "Even if you could get the people and you get the (drilling) rigs,
you didn't want to lock yourself into an agreement that lasts 30 years."

The last time oil prices hit a historic high — in 1981, after oil industry deregulation and the
start of the Iran-Iraqg War — production didn't rise for the next five years. By the end of the
decade, the market was swamped with crude, leading to years of low prices for both oil
and gasoline...The global oil market, however, has changed substantially since
then...The need for oil is rising in parts of the world that 20 years ago used very little.
Large, undeveloped oil fields are scarce. The fields that oil companies are finding now
tend to be in hard-to-reach places, like the bottom of the sea, and oil-rich countries have
become much more assertive in their dealings with the big oil companies, sometimes
insisting on business terms that drive the companies away... At the same time, prices for
steel and other materials needed to build oil wells and offshore platforms have
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skyrocketed. Skilled oil field workers and engineers are in short supply.
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