Given the right conditions, oil price bubble will burst
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Political flip-flopping about offshore oil drilling may be just the right strategy at the right time. With current oil prices largely driven by speculation, any serious move to expand the areas available for offshore oil exploration and drilling will by itself be a catalyst to lower oil prices.


Let me say from the start that I have been involved in energy policy and economic matters since the early 1980s, and remain a staunch advocate of energy conservation, alternative energy, and yes, production of our indigenous sources of energy, where economically feasible. There is no doubt that conservation and the use of renewable resources must be an increasing part of our energy future to ultimately free us from dependence on foreign sources of fossil fuel.

The current oil fundamentals (world production, supply and demand) do not justify today's price. There is plenty of crude oil in inventory in the U.S., and even more inventory of refined products.

After 17 years of continued gasoline demand growth, Americans have finally reduced their gasoline consumption. We have always wondered what it would take for consumption to level off and actually fall; now we know. But driving up oil prices are the financial and hedge fund institutions that are buying and trading oil futures at what they believe are cheap prices based on what future prices could be.

It is a panicky, psychological paper-transaction game that has created a real price bubble in the market. Like other booms, it too can bust. If Congress permits more offshore oil drilling, oil and gas prices will tumble on the news of drilling rig construction. Speculators will sell their futures fast and the price bubble will burst.

Initiating oil drilling in the Gulf of Mexico, off the Atlantic coast, tracts in the Rocky Mountains, and the Arctic National Wildlife Refuge, could add a few million barrels of oil a day to the current U.S. supply chain. While that would not make us independent of foreign oil, it would decrease our reliance on imported oil and the price would sink to possibly $40 a barrel or lower.

Should we count on this for a long-term strategy? No. It would, however, provide time for the U.S. to develop the alternative and renewable energy sources and strategies for energy conservation that could help diminish our need for fossil fuels. As the price of oil drops, Congress would then be smart to implement a national fuels tax of $1 per gallon on gasoline and dedicate this tax to improvement and development of a national rail and mass transit system.

Florida could be a big beneficiary of just such policies from the royalties it could receive from the offshore oil drilling, as these oil dollars would remain in the state. In the same way, conservation minimizes the exportation of energy dollars that can remain in the state to stimulate the Florida economy.

The bottom line is we must continue to develop alternative forms of energy, aggressively conserve, develop modes of transportation that use less energy, and utilize renewable forms of energy. In the long run, as global oil demand keeps rising, and as world oil production strains to meet this demand, the issue will not be how much oil costs, but whether there is enough supply on the market to meet the demand at any price.

This coffee has been perking for over 40 years, and it is time we Americans wake up and smell it.

