High Gas Prices
John English

The Problem

During President Bush’s term, average gasoline prices have risen 164%

e Gasoline has risen from an average price of $1.56 per gallon in 2000 to $4.12 in June
2008, according to the Department of Energy.’

e Much of this price increase is attributable to the even more dramatic increase in the price
of oil, which has skyrocketed from $28 per barrel in January 2004 to well above $100
most recently.?

Increasing gas prices disproportionately affects low-income workers. Earners in:
e the lowest income fifth spent nearly 10% of their after-tax incomes on gasoline.

e the middle-income fifth spent about 5% of their after-tax incomes on gasoline.
e the wealthiest income fifth spent 2.5% of their after-tax incomes on gas.®

What has President Bush done?

President Bush waged war in Iraq

e The most significant intervention in the oil market was the war in Iraq, which has
destabilized the oil-exporting Middle East region. The destabilization increases the risk
premium associated with purchasing oil. That is, if oil purchasers believe an oil field in
Irag or Iran could be destroyed in the near future, they are willing to pay more for oil now
so they can be insured for the future. This uncertainty bids up the price of oil, and
consequently, gasoline.

e According to the National Security Network, “The invasion of Irag, with its destruction
of petroleum infrastructure, hundreds of uncontained attacks on production and transit
facilities, and slowness to return production to pre-war levels has added a significant
additional expense.””

e The National Security Network suggests that the risk premium adds as much as $30-$40
to the price of a barrel of oil.

What has President Bush failed to do?

President Bush failed to invest in alternative energy sources. Such investments could have
potentially lowered demand for gasoline, thereby mitigating the price increase. More
specifically:



President Bush opposed the Renewable Energy and Energy Conservation Tax Act (H.R.
5351), which would “extend tax credits to encourage producers and homeowners to
employ wind, solar, geothermal, and other renewable energy technologies.”®

President Bush advanced an energy plan that “does little for efficiency or renewable
energy,” according to The New York Times.” In fact, of the 105 recommendations, only
seven target renewable energy.®

President Bush’s 2003 budget proposed cuts in “funding for numerous clean energy and
energy efficiency programs, including funding for bioenergy, wind and geothermal
electricity sources,” according to the Union of Concerned Scientists.®

President Bush’s 2007 budget proposal requested funding for energy efficiency,
renewables, and energy conservation that was nearly identical to the amount appropriated
in 2001.%% In real terms, the funding request represented a reduction from 2001.

According to Gristmill, “President Bush’s Fiscal Year 2008 budget [proposed] to cut
research funds for wind, eliminate them for geothermal energy, and leave funding for
solar stagnant.”**

In his 2009 budget request, President Bush proposed a 27% cut for the Department of
Energy efficiency and renewable energy programs.*?

President Bush failed to challenge OPEC

Many observers have criticized the Organization of Petroleum Exporting Countries for
using their market power to restrict oil supply, thereby increasing the price of oil, and by
extension, gasoline

President Bush has actively protected OPEC’s cartel, pledging to veto the Gas Price
Relief for Consumers Act of 2008, which would allow the Justice Department to charge
OPEC with violation of antitrust laws.*®

President Bush failed to invest in conservation.

President Bush could have slowed the growth of gas prices by attempting to stymie
increased aggregate demand of gas through programs that encourage conservation.

The President’s 2008 budget cuts a key energy conservation program—the Energy Star
Program—by 12%.%

President Bush failed to institute new commodity market regulations. While oil supply has
stayed constant, prices have increased significantly, which means that demand has increased.
Part of the increase in demand comes from the rapid growth and industrialization of China and
India, but another key source of the increased demand comes in the form of institutional
speculators. President Bush’s failure to impose regulations on commodity speculation represents
a missed opportunity to slow the growth of gas prices.

Over the last five years, the increase in speculator demand is almost equivalent to the
increase in demand from China.*



e Index speculators have stockpiled 1.1 billion barrels of oil on the futures market.®

e In his testimony to the Senate Committee on Homeland Security and Government
Affairs, hedge fund manager Michael Masters said: “Index speculators’ trading strategies
amount to virtual hoarding via the commaodities futures markets. Institutional investors
are buying up essential items that exist in limited quantities for the sole purpose of
reaping speculative profits.”

e Legislation that closes the swaps loophole—which exempts swaps transactions from
“speculative position limits”—could “curtail Index speculation” and, in turn, help bring
down the price of oil.
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