THE GEOPOLITICS OF OIL

Beatrice E. Rangel

By 2015, we will need to find, develop and produce a
volume of new oil and gas that is equal to eight out of
every 10 barrels being produced today ... the cost as-
sociated ... is expected to be considerably more than
what the industry is now spending.

— Mike Bowlin, CEO, ARCO, 1999

Since the world witnessed the rise of the nation-state,
world geopolitics have not been as turbulent as those
prevailing in the XXI century. As in that historical
period, the world was shaken by wars, disease, and
famine. Unlike those days, today modern technolo-
gies facilitate the global movement of these three
scourges. But perhaps the most critical difference be-
tween the XVII and the XXI centuries is that back
then, the world energy structure was diverse, while
today is it is dependent on a single resource: oil. And
the world is running out of this non-renewable
source of energy.

Indeed, the world is running out of cheap oil. Like
the production of most mineral commodities, the
production of oil follows a bell curve. The top of the
bell coincides with the point at which 50% of the
known reserves of oil have been depleted. The date
for such an event to take place has been forecast to be
between 2004 and 2010. We thus have roughly 15
years to rebuild Western civilization, as soon oil pro-
duction will meet a negative EROEI (Energy Return
on Energy Invested). This simply put is the point at
which no matter how much oil is underground, its
extraction cost would make it useless for economic
purposes. In the 1950s you needed one barrel of oil
to extract 30 barrels. By the 1990s the ratio had fall-

en to 5 to 1. Once the ratio hits 1 tol, oil may be
technically extractable but it will be of no use as an
energy source.

The occurrence of the Oil Peak or Huber’s Peak
would call for strong international cooperation to
rapidly increase output while curbing demand and
investing in alternative energy sources. But what if
someone has an alternative plan?

SCENARIO A: ALL COME TOGETHER
The Middle East finds a path to stability; the Ameri-

cas actively engage in development of energy resourc-
es, as the region holds 12% of the world’s energy re-
serves. The Americas come together under a
development-based approach to Energy Security
which reduces the rate of consumption of oil in the
United States while creating up- and down-stream
job opportunities for the lower income echelons in
the countries where significant oil and gas reservoirs
are located. Pricing policies entice development of al-
ternative sources. Over a period of 20 years, the ener-
gy structure of the Americas becomes the most diver-
sified in the world. Innovation tied to alternative
sources of energy boosts development rates in the
hemisphere. Democracies become gradually more
stable, as the development approach touches the dai-
ly lives of the many who now have a stake in stability
and growth. Ethanol, compressed natural gas, hydro-
electric power, nuclear and solar energy, reduce oil
consumption and the speed of the oil depletion
curve. The world economy finds some bumpy roads
but rebounds strongly thereafter to enter a three-de-
cade long growth path.
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Figure 1. Energy Security in the Americas
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Latin America Region Oil Facts

« Latin America (including Mexico) has almost 12% of
world proven reserves.

« Latin America has a low production-reserves ratio,
allowing increased production in the future.

« “The U.S. priority in strategic terms should be to - R B
stimulate crude oil production in Latin America —
particularly the Andean Region, where the bulk of the
Hemispheric reserves are located.”
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North America Energy Security Situation
« World oil demand is an estimated 82 million barrels per day in 2004.
* U.S. and Canada demand is 22.7 million barrels per day.

« The U.S. and Canada net production in 2003 (production less demand) was -11.8 million barrels
per day
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SOURCE: Intemational Energy Agency; AON Corp; Wall Street Journal, Sept. 2004. Statistical
Review of World Energy 2004, British Petroleum.

SOURCE: Inter-American Development Bank, Wall Street Journal, Statistical Review of World Energy 2004 - British Petroleum

SCENARIO B: SOMETHING HAPPENED ON
THE WAY TO GENEVA

Castro is about to face an embarrassing demise from
world history. Economic collapse is nurturing a
strong internal opposition that is about to launch a
people’s movement against the regime. Energy defi-
cits are critical. Venezuela is about to change its vote
on the Human Rights Commission in Geneva, open-
ing the path to international direct surveillance of
Castro’s political practices. Castro decides to exact
retribution by inviting to Cuba the leader of a failed
coup d’etat who was pardoned by an unwise head of
state and suddenly the spark of strategic vision light-
ens Castro’s rainy days.

Mr. Chévez not only is an advanced student, but
could gain control of the single most strategic re-
source to challenge and win a duel with his nemesis.
Similarities facilitate the partnership. Like Castro,
Mr. Chdvez led an unsuccessful violent attempt to
topple an elected government. Like Castro, Mr.
Chdvez is planning to use the armed forces and insti-
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tutional deconstruction to suffocate freedom. Like
Castro, Mr. Chdvez is no friend of the United Sates.
Thus the triumph of Mr. Chdvez achieves two goals:

*  resurrects a regime that is withering away; and
* enables that regime to successfully wage a power
struggle with the United States.

The strategy of course is nothing new to historians.
The fall of the Soviet Union has cleared the path to
documentary review the strategic raison d’etre of the
alliance of that nation with Cuba. For the Soviets,
Cuba was an excellent watching post and a good re-
minder to the United States of how close to its
homeland the Soviet Union could get. As such, Cuba
could be used to revitalize communism in Latin
America so as to make the United States deploy dip-
lomatic resources in the region to keep Cuba under
control. Meanwhile the Soviet Union could continue
to expand its influence zones in Asia an Africa. Need-
less to say that for Cuba the deal was, simply stated, a
life insurance policy for the Castro regime. When
Castro attempted to up the ante and engage in arm-



ing guerrillas throughout the hemisphere, the Soviet
Union tightened the reins. The guerilla plan was best
suited for Africa, where there was no modus vivendi
with the United States.

Enter the XXI century. No Soviet Union any more.
The United States engaged in a war against terror-
ism; Castro under firm control of politics in Venezu-
ela.

Suddenly, as if by spontaneous generation, Chdvez-
like political movements begin to sprout in Latina
America. Propelled by a decade of reform policies
that fulfilled the financial targets of Wall Street while
forgetting Main Street, Latin Americans are in search
of saviors. Castro and Chédvez have fanned this dis-
content by carefully selecting allies in countries
where energy resources are key to the national securi-
ty of the United States. Ecuador is about to intro-
duce the policies of institutional deconstruction; Bo-

The Geopolitics of Oil

livia will soon see President Morales emerge
victorious from elections to then convene a constitu-
tional assembly; Peru is seeing the rise of an indige-
nous leader with a platform that resembles that of
Morales in Bolivia. What do these countries have in

common? Energy Stupid!

With Mexico’s population unwilling to support the
opening of the oil industry and the energy heart of
South America under the control of Castro and
Chdvez, one does not need to have a very brisk imag-
ination to imagine the kind of energy shock that
could be created for the United States and the world
economy. Because what is going on is what any his-
torian of the sixties and seventies would dub “Foquis-
mo without Guerrillas”

As the Huber’s Peak clock ticks I wonder if any of
you will be able to sleep tonight.
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