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Lately, I’ve been wrestling with a nagging question:  What are Exxon Mobil and the other oil majors going to do with the Everests of cash that will pile up in their vaults when U.S. gasoline prices reach $5.00 a gallon?  

Drill for more oil? Certainly a reasonable expectation, but unlikely given what happened a generation ago, when oil companies large and small plowed their profits back into finding new fields rivaling Prudhoe Bay or the North Sea in productivity. Though the sums they spent were impressive, the results weren’t. 

The conventional wisdom in the Oil Patch is that it “is cheaper to buy oil than drill for it.” That’s bad news for the smaller outfits that have managed to score a few modest strikes in recent years. When these independents add the value of their discoveries into their balance sheets, they start showing up on the oil majors’ menus.

While industry consolidation plays well on Wall Street, particularly with the mergers and acquisition gang, the reaction of a considerably larger segment of the American public--motorists who don’t own stock in the oil majors--will be decidedly less enthusiastic. Though the strength of their displeasure is likely to fluctuate with the price at the pump, they will, rightly or wrongly, hold Big Oil responsible for diverting dollars that could be used for exploration into acquisitions that absorb their remaining competitors. Considering that Exxon Mobil alone is earning $10 billion per quarter, and that profits for the entire industry this year should top $100 billion, we are talking about an extraordinary concentration of wealth. Imagine what those numbers will look like when fuel prices increase by 50%.

Of one thing we can be certain: Exxon Mobil, BP Amoco, ConocoPhillips, Chevron Texaco et al will continue to spend a not-inconsiderable portion of their after-tax profits on a media campaign to prevent Congress from reinstating the windfall profits tax. This campaign will feature the usual genuflections to free market theology, not to mention the obligatory pronouncements of heresy to any policy that dares challenge the sanctity of consumer choice. 

But Big Oil has a powerful card up its sleeve--the old “any tax you pass will just be passed along to consumers” argument, as if it never occurred to its proponents that the price of motor fuels would go up as a result. But the point of that line of argument is not to demonstrate the oil industry’s keen grasp of the obvious. Rather, it is to remind Congress that, to the extent there is a coherent energy policy in this country, it is to maximize the availability of various resources, from established sources like petroleum to emerging sources like solar, through subsidies. 

Few will deny that the principal effect of these subsidies, be they tax breaks for offshore oil and gas extraction, liability ceilings for nuclear power, grandfathering of coal plants from the Clean Air Act requirements or tax credits for producing electricity from solar, wind and biofuels, is to encourage the consumption of energy. These subsidies were put in place in the belief that as energy use increases, so does economic output, and those two trend lines have advanced smartly in tandem through much of the Hydrocarbon Age. But the historical record, as evidenced from the Great Depression and the Oil Shocks of 1978-1982, also documents the same correspondence in periods of decline. In the case of the more recent disruption to the U.S. economy, the high cost of energy was the proximate cause of the tailspin.

Fast-forwarding into the present, petroleum extraction volumes have been treading water this year, and global export capacity could actually shrink between now and 2007. But as long as demand for liquid hydrocarbons keeps trending up, fuel prices will too, and that dynamic cannot help but concentrate even more wealth in the hands of the oil industry. It will also hasten the tipping point at which point the global economy will be thrown into reverse.

So how is Washington going to respond to the twin specter of rising fuel prices and escalating profits? We know that the political establishment is hopelessly wedded to the notion of cheap energy, and that mindset inhibits the development of rational policies to reduce demand for motor fuels, which are derived from an energy source that is teetering on the brink of terminal decline. Sadly, the political taboo on higher energy taxes spells certain doom for the eminently sensible proposals voiced by oilman T. Boone Pickens and New York Times columnist Thomas Friedman to increase taxes on fuel consumption and use those proceeds to build the infrastructure necessary to lessen our abject dependence on (mostly imported) liquid hydrocarbons. 

The dilemma facing the U.S. leadership class becomes thornier with each day of paralysis. Being broke, the federal government cannot underwrite a manageable transition to a post-petroleum future without sliding deeper into debt. The most obvious source of wealth to draw upon to rebuild our energy infrastructure are the very petroleum products that we depend on to prop up the U.S. economy. But that means jettisoning the widely held presumption across all political stripes that access to cheap energy is every American’s birthright. If we don’t begin taxing ourselves to rebuild our local economies and transportation networks, we leave our energy destiny in the hands of Exxon Mobil and its ilk, who have everything to lose and nothing to gain from hastening this country’s transition to the Post-Petroleum Age.  

Sources: 

“Is It Deal Time Again in the Oil Patch?” Norm Alster, New York Times, July 16, 2006.

Petroleum and Natural Gas Watch is a RENEW Wisconsin initiative tracking the 

supply‑demand equation for these fossil fuels, and analyzing its effects on prices,

consumption levels, and the development of energy conservation strategies and renewable energy alternatives. For more information on the global and national petroleum and natural gas supply picture, visit "The End of Cheap Oil" section in RENEW Wisconsin's web site:  www.renewwisconsin.org.
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