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The Delusions of “Energy Independence”

Whether it’s financial independence, political independence, the Declaration of
Independence, or grilling hotdogs on Independence Day, America’s self-image is
inextricably bound to the concepts of freedom and autonomy. The promises laid
out by the Declaration—life, liberty, and the pursuit of happiness—are the shared
faith and birthright of all Americans.

Alas, the Founding Fathers didn’t write much about gasoline.

Nevertheless, over the past 30 years or so—and particularly over the past three
or four years—American politicians have been talking as though Thomas Jefferson
himself warned about the dangers of imported crude oil. Every U.S. president since
Richard Nixon has extolled the need for energy independence. In 1974, Nixon
promised it could be achieved within six years.' In 1975, Gerald Ford promised it
in ten.” In 1977, Jimmy Carter warned Americans that the world’s supply of oil
would begin running out within a decade or so and that the energy crisis that was
then facing America was “the moral equivalent of war.”

“Energy independence” has since become a prized bit of meaningful-sounding
rhetoric that can be tossed out by candidates and political operatives eager to
appeal to the broadest cross-section of voters. When the U.S. achieves energy inde-
pendence, goes the reasoning, America will be a self-sufficient Valhalla, with lots of
well-paying manufacturing jobs that will come from producing new energy tech-
nologies. Farmers will grow fat, rich, and happy by growing acre upon acre of corn
and other plants that can be turned into oil-replacing ethanol. When America
arrives at the promised land of milk, honey, and super-cheap motor fuel, then U.S.
soldiers will never again need visit the Persian Gulf, except, perhaps, on vacation.
With energy independence, America can finally dictate terms to those rascally Arab
sheikhs from troublesome countries. Energy independence will mean a thriving
economy, a positive balance of trade, and a stronger, better America.

The appeal of this vision of energy autarky has grown dramatically since the
terrorist attacks of September 11, 2001. During the 2008 presidential campaign, it
became a mantra for the candidates seeking the White House. Both John McCain
and Barack Obama frequently used the phrase on the campaign trail. For instance
McCain told voters in Iowa, “We need energy independence. We need it for a whole
variety of reasons...” On his campaign website, Obama declared that he wanted
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to “get America closer to energy independence” and that doing so “will require far
more than the same Washington gimmicks and continued dependence on costly
and finite resources.”

While McCain and Obama both recycled the same familiar rhetoric, it took
Paris Hilton, the hotel heiress/socialite, to take the energy independence rhetoric
to a new level of absurdity. In the summer of 2008, Hilton laid out her energy plat-
form in a video that was released just a few days after McCain’s campaign began
running a TV ad that compared Obama’s celebrity to hers.

“I want America to know that I'm, like, totally ready to lead,” Hilton purred in
an Internet video. Lying on a white recliner positioned on a perfectly manicured
green lawn, Hilton, wearing only a bathing suit and high heels, spoke directly to the
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too, was running for presi-
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Obviously, the phrase
“energy independence” has
plenty of traction among
Democrats, Republicans, and certain hotel heiresses. The only problem is that
energy independence is neither doable nor desirable. From nearly any stand-
point—economic, military, political, or environmental—energy independence
makes no sense.

America’s inane obsession with the concept of energy independence is causing
two serious problems. First, it prevents the U.S. from having an honest discussion
about the many energy challenges it now faces. Second, and far more damaging, is
that the rhetoric of energy independence is being used to support costly boondog-
gles like the corn ethanol scam, a program that has done next to nothing to reduce
oil imports but has effectively placed a new tax on food while also causing a myr-
iad of other problems.

Let’s start with feasibility. The idea that the U.S., the world’s single biggest

independence makes no sense.
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energy consumer, can be independent of the world’s single biggest industry, the
$6-trillion-per-year energy sector, is ludicrous on its face. The reality is that the
world—and the energy business in particular—is becoming ever more interdepen-
dent. And this interdependence will likely only accelerate in the years to come, as
new supplies of fossil fuel become more difficult to find and more expensive to
produce. While alternative and renewable forms of energy will make minor contri-
butions to America’s overall energy mix, they cannot provide enough new supplies
to supplant the existing global energy paradigm, one in which nearly every type of
fuel—crude oil, natural gas, diesel fuel, gasoline, coal, and uranium—gets traded
and shipped in an ever-more-sophisticated global market.

Regardless of the ongo-
ing fears about oil shortages,

global warming, conflict in The idea that the U.S.. the
the Persian Gulf, or terror- ) ) B

ism, the plain, unavoidable world’s single biggest energy
ruth is that the U.S, along consumer, can be independent
with nearly every other > p
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ue for the foreseeable future,  epergy sector, is ludicrous on its
meaning the next 30 to 50

years. That means that the face. The reality is that the
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must accept the reality of

energy interdependence. A

myriad of facts are available that demonstrate the reality of our increasing energy

interdependence. Here are just a few:

e In 2007, when you count crude oil and all other oil products, the U.S. imported
oil from 90 different countries.” In 2007, the U.S. exported—yes, exported—an
average of 1.4 million barrels of oil products per day to customers in 73 coun-
tries.®

e America’s nuclear power industry, which supplies about 20 percent of the coun-
try’s electricity, imports more than 80 percent of the uranium needed to fuel its
reactors.’

e In 2006, the U.S. imported electricity from both Canada and Mexico."” It also
imported coal from 11 different countries and natural gas from six others."

e Neither the Saudis nor the Iranians are energy independent. In 2005, the Saudis
imported an average of 83,000 barrels of gasoline and other refined oil products
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per day.” Iran currently imports about 40 percent of its gasoline needs, as well as
large quantities of natural gas.” If the Saudis, with their 260 billion barrels of oil
reserves, and the Iranians, with their 132 billion barrels of oil and 970 trillion
cubic feet of natural gas reserves, can’t be energy independent, why should the
U.S. even try?"

Furthermore, the focus on energy ignores America’s interdependence with other
countries for a myriad of strategic commodities. Although the U.S. imports about
60 percent of its total oil needs, it imports about 80 percent of its semiconductors.”
Like oil, semiconductors are an
essential commodity. And yet, the

The historical record shows U.S. has not deployed the 82nd

. Airborne Division to Taiwan as
that the most effective—and an insurance policy against the

also, unfortunately) perhaps possibility that a foreign power

) might halt the flow of flash mem-

the most painful—way to ory, processors, and other com-

change consumers’ habits is puter hardware. Nor are any

. ] politicians declaring the need for

through increased prices. America to be “semiconductor
independent.”

America’s interdependence

extends far beyond oil and semi-

conductors. The U.S. is heavily dependent on imported minerals. The U.S. imports

100 percent of its bauxite, alumina, manganese, strontium, yttrium, and 13 other

strategic mineral commodities. According to the U.S. Geological Survey, the U.S.

imports 99 percent of its gallium, 91 percent of platinum, 88 percent of its tin, 81

percent of its palladium, 76 percent of its cobalt, and 72 percent of its chromium.'

All of those items are essential commodities in the American economy. So why

aren’t the neoconservatives calling for palladium independence? or cobalt inde-
pendence?

Despite those facts, Congress has adopted numerous policies that are—at least
in theory—designed to reduce U.S. need for foreign oil. In the 1980s, during
another binge of rhetoric about energy independence, Congress spent billions of
dollars trying to make oil shale economically viable. It failed miserably. Today, bil-
lions of dollars are being wasted on counter-productive corn ethanol subsidies.

Whatever progress the U.S. has achieved in terms of increased energy efficien-
cy and reduced oil imports has largely come through the most effective force: mar-
ket forces. For instance, in the first eight months of 2008, oil demand fell by 4 per-
cent relative to the same period in 2007, the biggest decline since 1982. Meanwhile,
overall oil imports fell by nearly 14 percent.” Indeed, the historical record shows
that the most effective—and also, unfortunately, perhaps the most painful—way to
change consumers’ habits is through increased prices.
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Figure 1. U.S. Stocks-to-Use Ratios, 1980 to 2016: Corn, Wheat, and Soybeans

Source: U.S. Department of Agriculture, “U.S.D.A. Long-term Projections, February 2007,” 31.
Available at: http://www.ers.usda.gov/publications/oce071/0ce2007 1c.pdf.

THE CORN ETHANOL BOONDOGGLE

The corn ethanol mandates and subsidies are the single most offensive example of
America’s misguided energy policy. While corn ethanol has many negative effects
on air quality, water quality, and greenhouse gas emissions, I will focus here on the
most important issue: food.

In 2005 and again in 2007, Congress passed laws mandating increased use of
corn ethanol in America’s motor fuel mix. Those mandates have led to a flood of
capital investment in the corn ethanol sector. America now has about 200 corn dis-
tilleries—built at a cost of more than $15 billion'*—that will be capable of produc-
ing some 13.75 billion gallons of corn ethanol per year.”” In 2008, those plants gob-
bled up about one-third of all the corn grown in the U.S., about 4.1 billion bushels
per year. That 4.1 billion bushels of corn being used to make ethanol is more than
twice as much corn as was produced by the entire European Union in 2006, and
more than five times as much as was raised in Mexico.”

The result of these Congressional mandates is pure madness: the U.S. is burn-
ing food to make motor fuel at a time when there is a growing global shortage of
food and no shortage of motor fuel.

With the corn ethanol scam, the U.S. is setting the table for what could be a
global food crisis. The expansion of the corn ethanol sector is occurring at the
same time that global grain reserves are shrinking, world population is increasing,
and global agricultural productivity is slowing. In July 2008, the U.S. Department
of Agriculture (USDA) released a report that showed that global grain reserves
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were at their lowest levels since 1970. Furthermore, those grain reserves—about
300 million tons—were less than half the reserve volumes on hand as recently as
1997.*" And the agency expects the trend to continue. In fact, it expects that U.S.
stocks of corn, wheat and soybeans will be at or near historic lows through 2016.”
A 2007 report also plainly states that ethanol production is to blame for the lower
grain reserves, saying that “Strong ethanol demand sharply lowers U.S. corn stocks
in the projections.””

This is an essential point. Work done by Indian economist and Nobel Prize
winner Amartya Sen shows that in many cases of famine, the key issue is not nec-
essarily a shortage of food, but rather spikes in food prices. When combined with
increasing food demand and periods of declining wages and unemployment, the
increases in food prices can be devastating for the world’s poor.** Given the finan-
cial meltdown in 2008 and its effect on the poorest countries—the conditions that
Sen blamed back in the 1980s when he did his seminal work on famine—appear
to be on the march again. And Sen recognizes the corn ethanol boondoggle as a
problem. In an opinion piece published in the New York Times on May 28, 2008,
he called the corn ethanol mandates “misguided government policy.” The result of
the policy, he wrote, is that “the stomachs of the hungry must also compete with
fuel tanks.”

To be fair, a number of factors had an effect on the spike in grain prices, includ-
ing the increasing price of energy, poor harvests in other countries, the falling
value of the dollar, and rising grain demand from developing countries like India
and China. That said, there is simply no denying the effect that corn ethanol has
had on food prices. Since mid-2007, at least 11 studies have found that increased
biofuel production raised food prices.

Among the first studies was a May 2007 report by the Center for Agricultural
and Rural Development at Iowa State University, which said the federal ethanol
mandates (which require gasoline retailers to be using a minimum of 15 billion
gallons of ethanol per year in their fuel by 2015) at the time had increased the food
bill for every American by about $47 per year, due to grain price increases for corn,
soybeans, wheat, and others. The Iowa State researchers concluded that American
consumers faced a “total cost of ethanol of about $14 billion.”” And that figure did
not include the cost of federal subsidies to corn growers or the $0.51 per gallon tax
credit to ethanol producers.”

In March 2008, a report commissioned by the Coalition for Balanced Food and
Fuel Policy (a coalition of eight meat, dairy, and egg producers’ associations based
in Washington, D.C.), estimated that the biofuels mandates passed by Congress
will cost the U.S. economy more than $100 billion from 2006 to 2009. The report
declared that “The policy favoring ethanol and other biofuels over food uses of
grains and other crops acts as a regressive tax on the poor.” It went on to estimate
that the total cost of the U.S. biofuels mandates will total some $32.8 billion this
year, or about $108 for every American citizen.”

An April 8, 2008 internal report by the World Bank found that grain prices
increased by 140 percent between January 2002 and February 2008. “This increase
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was caused by a confluence of factors but the most important was the large
increase in biofuels production in the U.S. and E.U. Without the increase in biofu-
els, global wheat and maize [corn] stocks would not have declined appreciably and
price increases due to other factors would have been moderate.””

In early July 2008, Britain’s Renewable Fuels Agency concluded, “Biofuels con-
tribute to rising food prices that adversely affect the poorest.”” On July 16, 2008,
the Organization for Economic Cooperation and Development (OECD) issued its
report on biofuels that concluded, “Further development and expansion of the
biofuels sector will contribute to higher food prices over the medium term and to
food insecurity for the most vulnerable population groups in developing coun-
tries.””

Yet another telling report comes from the USDA, the federal agency that has
long been one of the corn ethanol sector’s biggest boosters. Its leaders have repeat-
edly downplayed the role that ethanol played in the food price spike.” And yet, in
July 2008, the department released a report called “Food Security Assessment,
2007,” which states very clearly that the biofuels mandates are pushing up food
prices. The first page of the report says, “The use of food crops for producing bio-
fuels, growing demand for food in emerging Asian and Latin American countries,
and unfavorable weather in some of the largest food-exporting countries in 2006-
07 all contributed to growth in food prices in recent years.””

While that admission is important, the relevance of the July 2008 report
revolves around its projections about the growing numbers of people around the
world who are facing food insecurity. And while the USDA report does not corre-
late this increasing food insecurity with soaring ethanol production, the connec-
tions are abundantly clear: as the U.S. uses more corn to make motor fuel, there is
less grain available on the market. That means more volatility in prices. The USDA
report goes on saying that the number of people facing food insecurity jumped
from 849 million in 2006 to 982 million in 2007. And those numbers are expected
to continue rising. By 2017, the number of food-insecure people is expected to hit
1.2 billion. And, says the USDA, “short-term shocks, natural as well as economic”
could make the problem even worse.

Despite these many reports, ethanol boosters continue to claim that they are
not to blame. For instance, the Renewable Fuels Association, a trade group funded
by the ethanol producers, has claimed that “corn demand for ethanol has no
noticeable impact on retail food prices.””

Just as maddening as their refusal to face the facts with regard to food prices,
the ethanol advocates claim that the U.S. should be increasing the use of corn for
motor fuel because it will help fight terrorism. This argument rests on a simple
thesis: that a collapse in the price of oil will mean the petrostates won’t be able to
afford terrorism and that they will reform their economies. This claim that oil
equals terrorism has become commonly accepted wisdom, repeated by politicos
from both ends of the political spectrum. Among the main promoters of this claim
is Set America Free, a group formed in 2004 by leading neoconservatives like for-
mer CIA director James Woolsey.” The group’s manifesto, published in September
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2004, declares that the U.S. can “no longer...postpone urgent action on national
energy independence.” It goes on, saying that “over the next four years” the U.S.
should achieve “a dramatic reduction in the quantities of oil imported from unsta-
ble and hostile regions of the world.””

The problem for ethanol advocates at organizations like Set America Free (who
also contend that corn ethanol is not a major factor in rising food prices) is that
their thesis about lower-priced oil cutting terrorism has already been tested, and
proven false.

Between about 1986 and 2000, oil prices generally stayed below $20 per barrel.
By the end of 1998, prices had fallen as low as $11 per barrel.

And yet those low prices did not stop terrorism. On September 11, 2001, the
day of the al-Qaeda attacks on the U.S., the price of oil was $27.65.” Even if the
U.S. quit importing oil—all oil—it won’t stop terrorism. Why? Because terrorism
is a cheap endeavor. The 9/11 attacks cost about $500,000.

In 2007, the Cato Institute did an analysis of oil prices and terrorism using data
between 1983 and 2005. Their conclusion: “there is no correlation between Persian
Gulf oil revenues and terrorist activity.””

Furthermore, even if the U.S. quits buying oil, it won’t mean an end to the flow
of money to the petro-states. According to the Energy Information
Administration, out of the 204 countries and territories that they track, 173 are net
oil importers.”™ If the U.S. quits buying oil, there are 172 other countries on the
planet who will enjoy cheaper oil. And they will buy it from the lowest-cost oil pro-
ducer. Oil is a fungible commodity. Whatever oil the U.S. does not buy will be
bought by someone else. Saudi crude being loaded at Yanbu that doesn’t get pur-
chased by a refinery in Corpus Christi or Houston will instead go to refiners in
Singapore or Shanghai.

The energy isolationists who preach the virtues of energy independence are
blind to the realities of the global energy market. Unless or until some inventor can
come up with a substance that can replace all of the world’s oil production, we can-
not put the petro-states out of business.

TOWARD A REALITY-BASED ENERGY POLICY

So what should be done with regards to U.S. energy policy? Here are a few sugges-
tions.

First and foremost, the U.S. must discard the notion of “energy independence”
and accept the reality of energy interdependence. Second, the U.S. should use more
natural gas in the terrestrial transportation sector, particularly for urban fleets of
heavy vehicles. The U.S. imports 60 percent of its oil, but only about 20 percent of
its natural gas. Using more domestic gas will improve air quality, reduce demand
for diesel fuel (which is in very high demand right now), and reduce greenhouse
gas emissions. Third, the U.S. can begin encouraging the use of electric cars—a
transition that appeared underway until the recent collapse in the price of fuel. A
handful of automakers are pushing this approach; they continue to do so not

46 innovations / fall 2008

Downloaded from http://direct.mit.edu/itgg/article-pdf/3/4/39/704301/itgg.2008.3.4.39.pdf by guest on 07 September 2023



The Delusions of “Energy Independence”

because of government mandates but because they see a potential market. Fourth,
convince a group of foundations to fund the Super Battery Prize. They should offer
$1 billion for anyone who can create a compact, affordable, safe battery that can
store multiple kilowatt hours of electricity. Offer $10 billion to anyone who can
create a battery with those attributes that can store multiple megawatt hours of
electricity. A Super Battery is the key breakthrough needed to make solar power
and wind power truly viable.”

Finally—and this is the hard one—the U.S. must engage the Arab and Islamic
worlds. Fear sells. And in order to keep selling what has become known as the “long
war” the neoconservative pundits in the U.S. are continually reminding Americans
that they are in dire straits,
that there’s a jihadi from
Yemen or Saudi Arabia

lurking in every airplane The world is growing smaller
lavatory, and that Islamic and more interdependent every
fanatics are prowling every ..
city, ready and willing to day. Whether the commodity is
k kable nucl : -
wieak uhspearaie mude  jPods and fresh flowers, or tennis
or biological havoc on the
residents of Des Moines and shoes and gasoline, world trade

Dubuque. The reality is that . .
o percent Mt the  isaccelerating.... The sooner the

world’s population—about  [J.S_accepts that reality, the safer
1.8 billion people—are

Muslim. Efforts to isolate and more prosperous it will be.
ourselves from them are
doomed to fail. The
American military strategist
John Boyd, in his declarations on strategy made it clear that the U.S. cannot isolate
itself from its potential foes. Instead, it must interact with them. Boyd declared that
“Interaction permits vitality and growth while isolation leads to decay and disin-
tegration.”

The continuing use of fear as a political tool—along with the constant drum-
beat of terrorism—has become part and parcel of America’s demented approach
to energy policy, a policy that has become far too reliant on militarism at a time
when markets, not militarism, are ascendant. And therein lies the essential point:
The U.S. must accept the reality of the global marketplace. The world is growing
smaller and more interdependent every day. Whether the commodity is iPods and
fresh flowers, or tennis shoes and gasoline, world trade is accelerating. The idea
that the U.S. should isolate itself from the gargantuan global energy market makes
no sense at all. Only by accepting interdependence can we be assured of reliable,
affordable, flows of energy. The sooner the U.S. accepts that reality, the safer and
more prosperous it will be.
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