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O
n Fe b r u a r y  1 7 , 2 0 0 6 , a  re b e l g ro u p  
c a lle d  th e  M o v e m e nt fo r th e  Em a n-
c ip a tio n o f th e  Nig e r D e lta  (M END ) 

d e c la re d  “ to ta l w a r”  a g a inst o il c o m p a nie s o p -
e ra ting  in Nig e ria ’s m a in o il-p ro d u c ing  re g io n. 
Nig e ria  is Afric a ’s le a d ing  o il e x p o r te r a nd  ra nk s 
f ifth  a s a n o il su p p lie r to  th e  Unite d  S ta te s. Fo r  
o il c o m p a nie s, it is o ne  o f th e  m o st inh o sp ita b le  
d o m a ins o n th e  p la ne t in w h ic h  to  d o  b u sine ss. 
In re c e nt y e a rs th e  c o u ntr y , h a lf o f w h ic h  is 
c o ntro lle d  b y  stric t Isla m ic  la w , h a s b e c o m e  a  
c a u ld ro n o f tu rm o il w h e re  se c ta r ia n v io le nc e , 
ra d ic a lism  a nd  c o rr u p tio n a re  ra m p a nt a nd  o n 
th e  rise . 

Th a t w inte r w e e k , M END  la u nc h e d  a  c a m -
p a ig n o f p ip e line  sa b o ta g e  a nd  k id na p p ing  o f 
o il w o rk e rs th a t le d  to  a  2 0  p e rc e nt d e c line  in 
Nig e ria ’s o il p ro d u c tio n. Fiv e  d a y s la te r, Ira q , 
w ith  th e  w o rld ’s se c o nd -la rg e st re se r v e  o f c o n-
v e ntio na l c r u d e , ne a rly  w e nt o ff line  w h e n th e  
S h i‘a  Ask a ria  sh rine  in S a m a rra  w a s b o m b e d , 
th re a te ning  to  d ra g  th e  c o u ntr y  into  a  b lo o d y  
c iv il w a r. S inc e  S a d d a m  H u sse in’s inv a sio n o f 
K u w a it in Au g u st 1 9 9 0 , Ira q  h a s b e e n p ro d u c -
ing  fa r le ss o il th a n its p o te ntia l c a p a c it y . Y e a rs 
o f sa nc tio ns a nd  ne g le c t h a v e  b ro u g h t p ro d u c -
tio n to  le ss th a n th re e  m illio n b a rre ls a  d a y  
(M B D ). Th e  Ira q  w a r h a s sinc e  b ro u g h t th e  

c o u ntr y  to  a  ne w  o il p ro d u c tio n lo w . A sa b o ta g e  
c a m p a ig n a g a inst th e  c o u ntr y ’s o il insta lla tio ns 
h a s re d u c e d  Ira q i p ro d u c tio n to  a  d isa p p o inting  
a v e ra g e  o f t w o  M B D . B u t th e  S a m a rra  a tta c k  
c o u ld  h a v e  p u sh e d  th e  c o u ntr y  o v e r th e  e d g e , 
sto p p ing  c r u d e  e x p o r ts a lto g e th e r. Th is w a s th e  
m o m e nt a l-Q a e d a  w a s w a iting  fo r. 

S inc e  S e p te m b e r 1 1 , te r ro r ist g ro u p s h a v e  
id e ntif ie d  o il te r ro r ism  a s a  w a y  to  b re a k  th e  
e c o no m ic  b a c k b o ne  o f th e  W e st. Until 2 0 0 2 , 
th e  o il m a rk e t h a d  su ff ic ie nt e la stic it y  to  d e a l 
w ith  o c c a sio na l su p p ly  d isr u p tio ns. S u c h  d is-
r u p tio ns c o u ld  b e  o ffse t b y  th e  sp a re  p ro d u c -
tio n c a p a c it y  o w ne d  b y  so m e  OPEC  p ro d u c -
e r s, c h ie f ly  S a u d i Ara b ia . Th is sp a re  c a p a c it y  
h a s b e e n th e  o il m a rk e t’s m a in so u rc e  o f liq u id -
it y . B u t d u e  to  b u r g e o ning  d e m a nd  in d e v e lo p -
ing  Asia , c o u p le d  w ith  th e  v o r a c io u s a p p e tite s 
o f tr a d itio na l c o nsu m e r s in th e  ind u str ia liz e d  
w o rld , th is liq u id it y  m e c h a nism  h a s e ro d e d  
fro m  se v e n M B D  in 2 0 0 2 , w h ic h  c o nstitu te d  
1 0  p e rc e nt o f th e  m a rk e t, to  a b o u t t w o  M B D  
to d a y , le ss th a n 2 .5  p e rc e nt. As a  re su lt, th e  o il 
m a rk e t to d a y  re se m b le s a  c a r w ith o u t sh o c k  
a b so rb e r s : Th e  tinie st b u m p  c a n se nd  a  p a s-
se ng e r to  th e  c e iling . 

W ith o u t liq u id it y , th e  o nly  m e c h a nism  le ft 
to  b ring  th e  m a rk e t to  e q u ilib riu m  is ra p id  a nd  
u nc o ntro lle d  p ric e  inc re a se s. Th is re a lit y  p la y s 
into  th e  h a nd s o f jih a d ists w h o  se e k  to  h u r t 
th e  W e ste rn e c o no m y  b y  g o ing  a fte r w h a t th e y  
c a ll “ th e  p ro v isio n line  a nd  th e  fe e d ing  to  th e  
a r te r y  o f th e  life  o f th e  c r u sa d e r’s na tio n.”  In
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an October 2004  videotape, Osama bin Laden 
explained: “We bled Russia for ten years until 
it went bankrupt and was forced to withdraw 
[from Afghanistan] in defeat. . . . We are con-
tinuing in the same policy to make America 
bleed profusely to the point of bankruptcy.” 
And that is why, throughout the world, jihadi 
terrorists have been attacking oil facilities al-
most on a daily basis, with significant impact 
on the oil market. 

On a normal day these attacks impose a 
“fear premium” on the oil market of around 
$ 10– 15 per barrel. For the United States, an 
importer of 12 MBD, this fear premium alone 
costs roughly $ 50 billion a year. But in Febru-
ary the combination of unrest in Nigeria and 
Iraq and fear over a looming crisis with Iran 
presented al-Qaeda with a unique opportu-
nity to deliver a crippling blow to the global 
economy by cutting off a significant amount 
of oil from the market. That could be done 
most effectively by an attack on a strategic oil 
installation in Saudi Arabia. So on February 
24  two trucks, driven by suicide bombers and 
each laden with one ton of explosives, blew up 
at the outer perimeter of Saudi Arabia’s Abqaiq 
plant— the world’s largest oil processing facil-
ity, through which more than half of Saudi oil 
passes each and every day. 

Luckily, the terrorists failed to cause signifi-
cant damage to the plant. But had they suc-
ceeded in turning the complex into an inferno, 
they would have denied the world of roughly 
half of Saudi Arabia’s oil and its remaining 
spare capacity. That would amount to more oil 
than all the OPEC members took off the mar-
ket during the 1973– 74  Arab oil embargo. Had 
such a calamity happened in conjunction with 
the shutdowns in Nigeria and Iraq, oil prices 
would have soared to $ 150– 200 per barrel. If it 
had happened in the midst of a hurricane sea-
son or an extra-cold winter, the outcome would 
have been even more catastrophic for the Unit-
ed States. Studies and simulations show that a 
loss of as little as three MBD can cause gasoline 
prices to double, causing a loss of more than 
one million jobs in the United States alone, 
and a significant spike in its current account 
deficit. If not for three factors— the terrorists’ 
incompetence, responsible behavior by Iraq’s 
Shi‘a clerics who calmed things down, and the 

Nigerian military— February could have ended 
with a far larger loss. 

For the U.S. economy and the world econ-
omy at large, the danger of simultaneous mul-
tiple failures in the global oil industry could 
be more economically damaging than an out-
break of a pandemic or a dirty bomb set off 
in New York City. The supply disruptions 
of the 1970s cost the U.S. economy between 
$ 2.3 trillion and $ 2.5 trillion.1 According to 
the National Defense Council Foundation, a 
disruption of similar proportions today could 
carry a price tag as high as $ 8  trillion— a fig-
ure equal to more than 60 percent of U.S. an-
nual GDP, or nearly $ 27,000 for every man, 
woman and child living in America.2 This is 
more money than the United States has spent 
in all of its wars combined since 1776. That 
ten of the top-14  oil-exporting countries are 
politically unstable; that the United States may 
be facing a long period of increased hurricane 
activity in the Gulf of Mexico; that, follow-
ing the Abqaiq attack, al-Qaeda promised “we 
shall not cease our attacks until our territories 
are liberated”— all of this implies that it is only 
a matter of time before the United States finds 
itself in the midst of a severe oil shock.3 Here 
is an eminently predictable catastrophe if ever 
there was one.

The Energy Weapon Is Back

Transportation underlies the modern U.S. 
economy. Since 97 percent of U.S. trans-

portation energy is petroleum-based, oil is the 
lifeblood of America’s economy. Without oil, 
goods and raw materials cannot reach their 
destinations, service providers cannot arrive at 
their clients, and children cannot go to school. 
America is poor in oil relative to its need. It con-
sumes one of every four gallons in the world, 
but has barely three percent of the world’s prov-

1Milton Copulos, “America’s Achilles Heel: The 

Hidden Cost of Imported Oil” (The National 

Defense Council Foundation, 2003).
2Testimony of Milton Copulos before the Sen-

ate Foreign Relations Committee, March 30, 

2006.
3Reuters, February 26, 2006.
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en reserves. The United States now imports 60 
percent of its oil, more than twice as much as it 
imported prior to the 1973–74 Arab oil embar-
go. While America grows increasingly depen-
dent on this resource, its supply to households 
and industries is ever more threatened, not only 
by non-state actors like MEND, al-Qaeda and 
the Iraqi insurgents, but also by the swaggering 
of oil-producing nations.

Conventional wisdom holds that the oil 
weapon used against the United States and its 
allies in the 1970s is obsolete. While it is true 
that the OPEC states that wielded the oil weap-
on subsequently suffered the most from it, the 
assumption that this weapon will not be used 
again is dangerous considering the fact that in 
the past five years alone, no fewer than six en-
ergy exporters unsheathed the oil saber when 
tension with the United States deepened. In
October 2002, member countries of the Orga-
nization of the Islamic Conference considered 
an oil embargo as a way to stop the United 
States from attacking Iraq. Mahathir Moha-
mad, then Malaysia’s prime minister, said: “Oil 
is the only thing Muslim nations have which 
is needed by the rest of the world. If they can 
cut back on supply, people will not be oppres-
sive on them. . . . It can be used as a weapon 
to protect the interest of Muslims.” Earlier, in 
April 2002, Saddam Hussein declared an oil 
embargo for thirty days in response to Israeli 
military operations in the West Bank. Libya 

immediately announced that it would follow 
suit if other Muslim oil-producers imposed an 
oil embargo. Iran’s supreme leader, Ayatollah 
Ali Khamenei, reminded his OPEC colleagues 
that if the West did not receive oil, “their facto-
ries would grind to a halt. This will shake the 
world!”4 A day later, similar sounds came from 
Saudi Arabia. More recently, Hugo Chavez has 
twice threatened to cut off oil shipments to the 
United States, and some senior Iranian officials 
have threatened to block the flow of oil from 
the Persian Gulf if the United Nations imposes 
sanctions over Tehran’s nuclear-weapons pro-
gram. In one case, Russia cut the supply of gas 
to Ukraine as punishment for its movement to-
ward democracy. 

This trend is alarming because it shows a 
growing inclination on the part of energy pro-
ducers to use a negotiating method that for 
the past three decades has been taboo. More 
unsettling is the fact that in the future the 
industrialized world will be much more be-
holden to oil and gas exporters, particularly to 
OPEC. While non-OPEC countries pump at 
full speed, OPEC producers stick to a quota. 
As a result, the former are depleting their oil 
reserves proportionately faster than OPEC. 
Exxon Mobil Corporation has estimated that 
non-OPEC production—this includes Russia 

Scene of the crime, February 25, 2006
AFP/Getty Images

4“Iran wields oil embargo threat”, B B C, April 5, 

2002.
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and West Africa—will peak within a decade.5

At that point, there will be little easily recover-
able oil left outside of the Middle East. As the 
International Energy Agency put it in Novem-
ber 2005, “We are ending up with 95 percent 
of the world relying for its economic well being 
on decisions made by five or six countries in the 
Middle East.”6

“Warping” Foreign Policy

Deeply embroiled in a struggle against 
radical Islam, nuclear proliferation and 

totalitarianism, the United States faces a stark 
reality: While its relations with the Muslim 
world are at an all-time low, more than 70 
percent of the world’s proven oil reserves and 
over a third of production are concentrated in 
Muslim countries. The very same Shi‘a and 
Sunni theocratic and dictatorial regimes that 
most strongly resist America’s efforts to bring 
democracy to the Middle East are the ones 
that, due to the market’s tightness, currently 
drive the world oil economy. While the U.S. 
economy bleeds, oil-producing countries like 
Saudi Arabia and Iran—sympathetic to, if not 
directly supportive of radical Islam—are on the 
receiving end of staggering windfalls. In 2005, 
the United States spent more than $251 bil-
lion on foreign crude oil and refined petroleum 
products. This year, with oil hovering between 
$60 and $80 a barrel, the figure could surpass 
$320 billion.

These figures make U.S. oil imports not only 
the cause of about a third of the U.S. trade defi-
cit but also an indirect contributor to the spread 
of radical Islam and anti-democracy forces. An
undetermined portion of the petrodollars sent 
to the Middle East finds its way—through offi-
cial and unofficial government handouts, char-
ities and well-connected businesses—to the ji-
hadists committed to America’s destruction. As
Under Secretary of the Treasury Stuart Levey 
told the Senate Committee on Banking, Hous-
ing and Urban Affairs in July 2005, “Wealthy 
Saudi financiers and charities have funded ter-
rorist organizations and causes that support ter-
rorism and the ideology that fuels the terrorists’ 
agenda. Even today, we believe that Saudi do-
nors may still be a significant source of terror-

ist financing, including for the insurgency in 
Iraq.”

The flow of petrodollars from consuming 
economies to the coffers of producers that, in 
the words of President Bush, “don’t particu-
larly like us”, not only casts a large shadow over 
America’s prospects of winning the War on 
Terror, but it also limits its diplomatic maneu-
verability on central issues like human rights 
and nuclear nonproliferation. Perhaps the most 
powerful statement of the impact on America’s 
ability to accomplish its foreign policy goals 
came from Secretary of State Condoleezza 
Rice, who told the Senate Foreign Relations 
Committee in April: 

We do have to do something about the en-

ergy problem. I can tell you that nothing has 

really taken me aback more, as Secretary of 

State, than the way that the politics of energy 

is . . . ‘warping’ diplomacy around the world. 

It has given extraordinary power to some 

states that are using that power in not very 

good ways for the international system, states 

that would otherwise have very little power.

One of these states is Iran. With 10 percent 
of the world’s oil reserves and the world’s second 
largest natural gas reserve, Iranian President 
Mahmoud Ahmadinejad seems unfazed by the 
prospects of international sanctions against his 
country as a result of its efforts to develop nu-
clear weapons. At high oil prices, leaders of hu-
man rights-violating countries like Sudan, Uz-
bekistan, Azerbaijan, Turkmenistan and Chad 
can persecute their people with impunity. The 
control over a large part of the world’s oil and 
gas market allows Russia’s President V ladimir 
Putin to bully his European neighbors, to play 
“hard to get” on Iran and to undermine democ-
racy in former Soviet republics like Ukraine 
and Georgia. 

Oil also lubricates the so-called Bolivarian 
revolution led by V enezuela’s President Hugo 
Chavez. Chavez is using V enezuela’s oil wealth 

5“Exxon president predicts non-OPEC peak in 

10 years”, Oil and Gas Journal, December 13, 

2004.
6“Energy Agency Sets Grim Oil Forecast”, W all 

Street Journal, November 8, 2005.
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to buy political influence in the Western Hemi-
sphere and to consolidate an anti-U.S. bloc in 
the region. Last year, he signed agreements to 
finance cheap oil to 13 Caribbean countries, 
bought up more than $1 billion of Argentina’s 
debt and worked to distance Mexico from the 
United States. At the same time he is leading 
a nationalization campaign against multina-
tional energy companies operating in South 
America, which will surely discourage energy 
majors from making the investments necessary 
to develop the region’s economies. 

U.S. diplomacy is further complicated by 
the indefatigable thirst for energy of emerg-
ing countries like China and India, which are 
becoming increasingly dependent on the very 
same countries the United States is trying to 
rein in. The growing appetite of developing 
Asian powers not only plays into the hands of 
the aforementioned rogue producing nations, 
but also feeds what could become a global com-
petition for control of energy resources.

Foreign Policy Begins in Our 
Garage

The unique strategic importance of oil to 
the modern economy—beyond that of 

any other commodity today—stems from the 
fact that the global economy’s very enabler, 
the transportation sector, is utterly dependent 
on it, with 220 million cars and trucks in the 
United States alone. Today’s vehicles have an 
average lifespan of 16 years and, for the most 
part, can only run on petroleum. Therefore, 
even if every new vehicle produced runs on 
some alternative fuel, we will still need unin-
terrupted supplies of conventional fuels for the 
next 15 to twenty years. 

The petroleum industry will doubtless do 
its part: With high oil prices expected for the 
foreseeable future we will likely see expanded 
domestic production using enhanced recovery 
technologies, the government relaxing some 
restrictions on domestic drilling, and, increas-
ingly, non-conventional sources of petroleum 
such as tar sands, extra heavy oil and oil shale 
coming online. There are an estimated 180 bil-
lion barrels of oil that can potentially be gener-
ated from tar sands in Canada, and technology 

is being developed to tap an additional 800 
billion barrels of oil from shale in Colorado, 
Utah and Wyoming—more than triple the 
proven oil reserves of Saudi Arabia. America’s 
vast coal reserves can also be tapped to produce 
synthetic petroleum. A process called Fischer-
Tropsch, which was used extensively by Nazi 
Germany and by South Africa, allows the con-
version of coal to clean diesel. The process is 
economically viable with oil selling at $45 per 
barrel and above; the U.S. Department of En-
ergy estimates that by 2030 a tenth of current 
U.S. oil production will come from coal. These 
solutions will require significant investment in 
the United States and abroad. The Internation-
al Energy Agency estimates that it will take $16 
trillion in spending, much of it by national and 
privately owned oil companies, over the next 25 
years on new energy infrastructure just to keep 
up with growing demand and to insulate the 
world from shocks.7

On the demand side of the equation, in-
dustrialized nations have demonstrated a re-
markable ability to conserve and improve ef-
ficiency once prices spike. Between 1979 and 
1985 U.S. oil consumption fell 15 percent 
and oil imports fell by 42 percent. Because 
60 percent of the projected increase in oil use 
in the next twenty years will be in the trans-
portation sector, the biggest efficiency gains 
can be accomplished there. Roughly 40 per-
cent of the world’s supply goes to power cars 
and trucks. Public policy initiatives such as 
gasoline taxes, fuel efficiency standards for 
cars and trucks and, in response to crisis, the 
introduction of mild austerity measures could 
dampen demand and push prices down. Af-
ter fuel economy standards were introduced 
in the United States in 1978, the fuel effi-
ciency of new cars and trucks rose quickly, 
though it has leveled off in recent years. The 
introduction of hybrid technology, which 
combines an internal combustion engine 
with an electric motor, allows auto manu-
facturers to increase efficiency without com-
promising safety or performance. Because of 
their high efficiency, hybrid electric vehicles 
can attain between 20 percent to over twice 

7Daniel Yergin, “Ensuring Energy Security”, For-

eign Affairs (March/April 2006).
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the mileage of conventional gasoline engines. 
In the more distant future the introduction 
of extra-strong lightweight vehicle materials 
could improve efficiency even further.8

But neither efforts to expand petroleum 
supply nor those to crimp petroleum demand 
will be enough to reduce America’s strategic 
vulnerability anytime soon. When the British 
navy made the shift from coal to oil, then-Lord 
of the Admiralty Winston Churchill famously 
remarked, “safety and certainty in oil lie in vari-
ety and variety alone.” To diminish the strategic 
importance of oil to the international system it 
is now critical to expand the Churchillian doc-
trine beyond geographical variety to variety of 
fuels. 

The United States and other major oil-con-
suming countries are well endowed with a va-
riety of energy resources, including coal—the 
United States has a quarter of the world’s total 
reserves—agricultural, municipal and industri-
al waste, dedicated energy crops, nuclear power, 
and solar and wind power. All of these energy 
sources can play a role in the transportation 
system as part of what might be called a “fuel 
choice” strategy. 

The key to “fuel choice” is the deployment 
of multi-fuel vehicle technologies that are read-
ily available and compatible with the nation’s 
current energy infrastructure. One key technol-
ogy is the flex-fuel vehicle (FFV). This feature, 
which adds only $150 to the cost of a new car, 
enables the use of any combination of gaso-
line and alcohols such as ethanol and metha-
nol. About six million such cars are already 
on America’s roads. In Brazil, where ethanol is 
widely used, the share of new car sales that have 
fuel flexibility has risen from four percent to 67 
percent over the last three years.

But where will the fuel come from? 
Throughout the world alternative fuels to-
day total a mere 2 percent of the transporta-
tion fuel market. But rising oil prices have 
brought a spike in demand and production of 
gasoline replacements. Ethanol production has 
more than doubled since 2000; production 
of biodiesel has expanded nearly threefold. In
many countries, motor fuel is already blended 
with ethanol. In Brazil, for example, ethanol 
accounts today for 20 percent of the country’s 
transportation fuel market.9 According to the 

Worldwatch Institute, the world could theo-
retically harvest enough biomass to satisfy the 
total anticipated global demand for transporta-
tion fuels by 2050.10

In the United States today ethanol is made 
primarily from corn. Hopes of drastically 
ramping up domestic production are predi-
cated on the commercialization of advanced 
technologies to convert cellulosic material like 
switch grass, wood chips and rice straw to etha-
nol using genetically modified biocatalysts. In
his 2006 State of the Union Address, President 
Bush set a goal for such technologies to mature 
in under six years. Until this happens, the Unit-
ed States should use sugar cane as well as corn 
for ethanol production. Sugar yields five times 
more energy than corn and costs half the price 
to turn into ethanol. Therefore, unlike corn, 
it does not require a government subsidy (al-
though, in today’s climate of high prices, with 
production costs of corn ethanol well under 
$1.50 a gallon and selling costs of about $2.30 
a gallon, it is questionable whether corn ethanol 
requires its current subsidies). 

Unfortunately, the United States does 
not have an ideal climate for growing sugar 
cane—sugar needs a long, frost-free growing 
season—and is not able to ramp up sugar pro-
duction to the level needed to even come close 
to satisfying its energy needs. This is why Latin 
American and Caribbean countries like Brazil, 
Guatemala, Honduras, the Dominican Repub-
lic, Costa Rica, El Salvador and Jamaica—all 
low-cost sugar cane producers—could become 
keys to U.S. energy security. Brazil, the Saudi 
Arabia of sugar, already exports half a billion 
gallons of ethanol a year and could provide the 
United States with cheap ethanol. “We don’t 
want to sell liters of ethanol”, Brazil’s Agricul-
ture Minister Roberto Rodrigues said in 2004. 
“We want to sell rivers.”11

Expanding U.S. fuel choice to include biofu-

8Amory Lovins, Winning the Oil Endgame (Rocky 

Mountain Institute, 2004).
9“Bumper Crop”, Wall Street Journal, January 9, 

2006. 
10State of the World 2 0 0 6 , Worldwatch Institute, 

2006, p. 74.
11“Brazil’s Biofuels Strategy Pays off as Oil Prices 

Soar”, Washington Post, June 18, 2005.
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els imported from our neighbors in the Western 
Hemisphere has significant geopolitical benefits 
at a time when U.S. standing in the region is 
challenged. Sugar is now grown in one hundred 
countries, many of which are poor. Encouraging 
these countries to increase their output and be-
come fuel suppliers could have far-reaching im-
plications for their economic development. By 
creating economic interdependence with sugar-
producing countries in Africa and the Western 
Hemisphere, the United States can strengthen 
its position in the developing world and provide 
significant help in reducing poverty. In many 
countries where coca is grown and used for the 
production of narcotics, sugar could replace 
coca and thus help address the scourge of the 
illicit drug trade.12 Yet despite the economic 
and geopolitical benefits of sugar ethanol in the 
United States, corn and sugar growers as well as 
major ethanol refiners oppose imports of sugar 
ethanol. The growers’ champions in Congress 
have imposed a stiff tariff of 54 cents per gallon 
on imported ethanol to protect local industry. 
The result is that, while we do not tax fuel im-
ported from Saudi Arabia or Venezuela, we do 
tax fuel coming from Brazil. This is absurd.

Agame-changing alcohol that could be used 
in flexible fuel vehicles is methanol, also 

known as wood alcohol. While ethanol can 
only be made from agricultural products like 
corn, sugar cane and, assuming technologi-
cal success, from cellulosic biomass, methanol 
can be made from all of them, plus an array 
of other carbon-rich energy sources with which 

the United States is well endowed. Today, about 
90 percent of the worldwide methanol supply is 
produced from methane, the main component 
of natural gas. Technologies to produce metha-
nol from coal are at hand, and a commercial-
scale plant in the United States now produces 
it for about fifty cents per gallon (methanol has 
about half the energy of gasoline, so this equates 
to about one dollar per gasoline-equivalent gal-
lon). In China, eight provinces have recently 
made a strategic decision to use methanol as a 
fuel and eighty coal-to-methanol plants are in 
the making. When it comes to biomass, metha-
nol enjoys a significant advantage over ethanol: 
A ton of biomass will produce 50 percent more 
energy if converted to methanol than to etha-
nol. Chemistry Nobel Laureate George Olah 
has also proposed recycling carbon dioxide 
emissions from industrial exhausts by combin-
ing them with nuclear or renewable hydrogen 
to produce methanol.13

No less promising is the use of electricity as 
a transportation fuel. In most of the industrial 
world petroleum is no longer used to generate 
power. Since the 1970s, oil-powered generators 
have been replaced by nuclear reactors, coal-
fired power plants, natural gas turbines, solar 
panels and wind turbines. Only about 2 per-

12Johanna Mendelson-Forman and Norman A.

Bailey, “Hooked-on-oil energy substitute?”, 

Washington Times, May 22, 2006. 
13George Olah, Alain Goeppert and Surya 

Prakash, Beyond Oil and Gas: The M ethanol 

Economy (Wiley, 2006).
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cent of U.S. electricity is now generated from 
oil. Using electricity as a transportation fuel 
enables the full spectrum of electricity sources 
to displace petroleum. Plug-in hybrid electric 
vehicles (PHEVs) are multi-fuel vehicles that 
can utilize grid electricity in addition to liquid 
fuel. PHEVs can be plugged into the electric 
grid and provide the stored energy for much of 
a typical day’s drive. Like the first-generation 
hybrids currently on the road, plug-ins have a 
liquid fuel tank and internal combustion en-
gine, so they have the same driving range as 
a standard car. A person who drives less than 
the car’s electric range in a day could do so 
exclusively by recharging the battery and sel-
dom have to dip into the fuel tank. Since half 
the cars on the road in the United States are 
driven twenty miles a day or less, a plug-in 
with a twenty-mile range battery would reduce 
gasoline consumption significantly. When 
the charge is used up, the PHEV automati-
cally switches over to running on the engine 
powered by the liquid in its fuel tank. PHEVs 
can reach fuel-economy levels of one hundred 
miles per gallon of gasoline. If a PHEV is also 
a flexible fuel vehicle powered by 85 percent 
alcohol and 15 percent gasoline, fuel economy 
could reach over 500 miles per gallon of gaso-
line. Ideally, plug-in hybrids would be charged 
at night in home or apartment garages, when 
electric utilities have significant reserve capac-
ity. The Electric Power Research Institute esti-
mates that up to 3 0 percent of the U.S. vehicle 
market could shift to plug-in hybrids without 
needing to install additional baseload electric-
ity-generating capacity.

Thinking Out of the Barrel

By shifting to non-petroleum next-genera-
tion transportation fuels like alcohol, non-

petroleum diesel and electricity, Americans can 
reduce the content of gasoline in their tanks and 
hence reduce their vulnerability to supply dis-
ruptions. Today, the United States imports 12 
MBD and it is projected to import almost twen-
ty MBD by 2025. If all cars on the road by 2025 
are either diesels burning some non-petroleum 
fuel or flexible and plug-in hybrid vehicles, U.S. 
oil consumption would drop by as much as 12 

MBD. Oil would face competition at the pump 
with other energy sources, which should serve to 
dampen its strategic value, enabling America to 
regain control over its foreign policy and reduce 
its vulnerability to an energy catastrophe.

A nationwide deployment of flex fuel cars, 
plug-in hybrids and alternative fuels could take 
place within two decades. But such a trans-
formation will not occur by itself. In a perfect 
world, government would not need to intervene 
in the energy market, but in a time of war, the 
United States is taking an unacceptable risk by 
leaving the problem to be solved by the invisible 
hand. This is especially true since the energy 
market is anything but free. It is manipulated 
by a cartel, heavily rigged in favor of the sta-
tus quo, and, as the case of Brazilian ethanol 
shows, riddled with protectionism. In the ab-
sence of appropriate public policy, hundreds of 
millions of petroleum-burning cars ill-suited to 
address the changing geopolitics and geology of 
oil will roll onto our roads in coming decades, 
with profound implications for the future. On
pure national security grounds, government 
must facilitate energy security by requiring that 
vehicles sold in the United States be able to run 
on other fuels in addition to oil-based fuel. A
fuel-choice standard would level the playing 
field and promote free competition among di-
verse energy suppliers. 

The shift from an oil-based economy to a 
fuel-choice economy is a big idea. But the 

American people have never shied away from 
big ideas. Space exploration, disease eradica-
tion and the proliferation of freedom were all 
big ideas that have benefited billions of people 
around the world. They all required dedicated 
and enthusiastic leadership, public support, 
close international cooperation and, more than 
anything, perseverance. An aggressive, inven-
tive energy policy can gradually diminish the 
role of oil in world politics and reduce predict-
able friction between consumers and produc-
ers and among consumers themselves. Such a 
vision is both practical and economical—far 
cheaper than maintaining our current energy 
system. The only question is whether our lead-
ers will lead, or whether, instead, they will be 
dragged to act by the most painful oil shock in 
American history. 


