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HOW HURRICANES, SUBSIDIES, AND HIGH ENERGY AFFECT

AN INTERDEPENDENT WORLD

Introduction

In a world before computers, news and life traveled at a manageable pace.  With the birth of desktop computers—the pace picked up. Then with the birth of portable computers, life started to get complex, as you could do it anywhere!  With the speed of the internet, you can now work anywhere in the world, thus, making life extremely complex.  Perhaps, we could say that Americans are now traveling at Category 5 hurricane speed with very little time to consider what is really happening in the world, in the country, or how it affects them.   

I started working on the September newsletter this past August and had 30 pages of abstracts, waiting to be written up.  In the June newsletter, I discussed the move towards a global tax and global currency. Then Hurricane Katrina hit; the UN held its 60th General Assembly meeting in September; followed by Hurricanes Rita; and now Wilma and Alpha (This is the first time a storm has been called by the Greek alphabet since 1953.  Alpha makes 2005 the most active hurricane season in 150 years (New Zealand Herald, 10/24/05, B1.).  Concurrently with the first two hurricanes, there was a landslide in Guatemala and an earthquake in Pakistan.  It should be noted that Katrina comes nine months after the South Seas tsunami.  We have witnessed an incredible catastrophe on the U.S. by two deadly hurricanes.  It has impacted energy prices and the cost to live.   The fact that the world is moving towards a global tax and a global currency points to the fact that we live in a world without any borders between the nation-states, and, that the country we once knew is in the middle of major changes of catastrophic proportions.   What I see is that the hurricanes are helping to facilitate the harmonization of countries from an economic standpoint.  For the last several years, the central banks of the world have harmonized their actions to either cut interest rates or raise interest rates.  It is now the central banks which are facilitating economic harmonization.  

With regard to energy, on August 12 oil prices broke their fourth consecutive nominal record for the week, as they rose to $66bbl. after the International Energy Agency pointed to a sharp slowdown in production outside the OPEC countries.  Phil Flynn of Alaron Trading in Chicago said his long-term forecast for oil was $70 bbl. (Financial Times-FT, 8/12/05,1).   By August 17 energy prices in the U.S. had increased by 20% for the previous 12 months.  The week before, gas prices averaged $2.29 in the U.S. and had increased to $2.55 by the 17th.  The increase in energy prices is due, not only to increased  domestic demand, but to the strong and fast economic rise of China and India.  Please refer to VFSI economic newsletters for December 2004 and March, 2005.  Furthermore, with the increase in gas prices there were attacks on Iraq’s oil production.  It was projected that the attacks would cut the country’s oil production from 2.4 million barrels to 2 million barrels a day (FT, 8/12/05, 1). It is expected that world oil consumption will peak at 1.8 million barrels per day in 2006. 

By September 22, Rita pushed the price of oil to $66.80 per barrel with gas prices at $2.78, down from the high of Katrina, which was over $3.00 gallon.  The October 15 Washington Post reported that inflation hit the highest monthly consumer price inflation in 25 years with consumer prices rising 1.2% and 4.7% in the previous 12 months.  This was the biggest monthly advance since March, 1980 and the steepest annual rise since May, 1991 (Washington Post-WP, 10/15/05, A1).  This increase has sparked an increase in Social Security checks for 50 million retired and disabled workers.  Their checks will rise by 4.1%. 

All this is happening amid the bird-flu, which is set to become a pandemic.  Lastly, the President’s Advisory Panel on Federal Tax Reform has put forth their recommendations, which include adding a 15% VAT to our current income tax system, which will be somewhat revised.  In a globalized world, we need to examine the effects of the hurricanes on the American economy and the world at large.  

HURRICANES KATRINA AND RITA

In a Globalized World

This newsletter has been reporting and commenting on the integration of the nation-states, as barriers between the countries have fallen for the past ten years.  All of the economic, political, trade, legal, military and intelligence barriers are down.  The world is ONE.  There are no barriers for the multi-national or transnational corporations or the international bankers to deal with.  For the first time since the creation of individual nation-states, there is a level global playing field, which means that every time the market drops 100 or 150 points, the inner circle of big boys who run the world, are “skimming off the top” and making hundreds of millions or billions of dollars on world markets.  Interestingly enough, the U.S. energy and supporting markets hit a high during Katrina, only to drop 10% several weeks later.  What was the reason?  The financial news reporters call it, “Profit-taking”.   

Before Katrina, this newsletter reported on the status of a global tax and a global currency.  Our   Congress has facilitated both, when it passed the Central American Free Trade Agreement-CAFTA, the Transportation Bill, and the Energy Bill before recessing for the summer.  CAFTA is the second phase of three phases which will complete the Free Trade Areas of the Americas-FTAA.  The FTAA is the joining of the 33 countries in this hemisphere into a free-trade zone like that of the European Union.  The first piece, the North American Free Trade Agreement-NAFTA, was passed in 1994.  

The $286B Transportation bill contained not only spending for highways, bridges, and mass transportation, but over 6,300 pieces of pork barrel, which was used to twist the arms of those legislators who were unwilling to sign CAFTA.  Senator John McCain referred to the pork-barrel as “No Lobbyist Left Behind.” Interestingly enough this bill was passed just in time to help rebuild the Gulf States.

The Energy Bill provides $85B in tax breaks and subsidies to encourage new nuclear plants, cleaner-burning coal facilities, and production of more oil and natural gas, ethanol, and electricity.  It offers incentives to produce energy from alternatives like wind and other renewable sources.  The petroleum industry also received new incentives to drill in the Gulf of Mexico, while ethanol received a federal mandate to double its output by 2012.  Tom DeLay inserted a provision worth $500M in subsidies for research into deep water oil and gas drilling. More importantly, with regard to globalization and the integration of the world, the Energy bill also repealed the Public Utility Holding Company Act of 1935, which allows for the deregulation of the eastern seaboard electrical grid, subsequently opening our electrical grid to foreign buyers which could transfer as much as $1T in utility assets into the global marketplace.  Again, this furthers global integration. 

The United Nations

In order to oversee a world in which the barriers have been torn down, there needs to be a global entity that is given the power of oversight.  That duty has been given to the United Nations-UN.  Therefore in any discussion of a globalized and integrated world, we must take a look at the UN, as well. 

My research over the last 11 years has concentrated on the structure of world government, global tax, global currency, sustainable development, and public-private partnership.  Once you understand these, you will then understand a very vast and complex agenda of radical change which is the modus operandi for the people of the world.  It appears that this change is being orchestrated by a very diabolical power too great for most people to even agree to its existence.      

Established in 1945, the United Nations held its 60th General Assembly in September 15-18.  While much of this report was finished before then, the agenda of the 60th General Assembly fit in with America’s natural disasters like “hand and glove”.  The 35-page document that world leaders agreed to before the opening of the 60th General Assembly contained embellishments that will finish the current integration of the world’s nation-states.  

That document gave new teeth to the power and structure of the United Nations. New reforms agreed to included: a new Peacebuilding Commission, a new Human Rights Council, establishing a UN Policing Unit to keep peace in countries emerging from war, global tax schemes, and an overall review of every UN commission, agency, and organ.   

Furthermore, there was great emphasis on the interconnectedness of all countries.  They framed the world as being “interdependent.” The document reaffirmed “the universality, indivisibility, interdependence, and interrelatedness of all human rights.”  The 60th General Assembly document was described by UN Undersecretary Bob Carr as a “substantive and broad package.”   

The document agreed to a “contribution” instead of tax on airline tickets [I was told the UN is not a government and therefore, they did not use the word “tax”], going into the capital markets to raise money for the Millennium Development Goals agreed to five years ago, and increasing Overseas Development Assistance from 0.2% of GNP to 0.7%.  For the U.S., the increase in ODA from 0.2% to 0.7% would raise our contribution to well over $55B a year from its current level of $16.2B in addition to the other monies mentioned.  You see the U.S. is not only funding our own countries needs but also those of the world through the United Nations.  We pay an annual contribution, not only to the United Nations, but also to the IMF/World Bank, the World Trade Organization, the World Health Organization, UNICEF, the United Nations Educational, Scientific and Cultural Organization-UNESCO, the International Atomic Energy Agency, the International Maritime Organization, etc. 

EVOLVING ECONOMIC STRUCTURE

Because of our continual evolutionary move towards interconnectedness, there is also an evolving economic structure that we need to be aware of. It has spawned new economic philosophies to advance the new structure.  In a previous economic newsletter, the June 2004, edition entitled, “Pac Man Capitalism and War,” I discussed my theory on “Pac Man Capitalism.”  In order for us to fully understand the “beauty” of natural disasters and war, we must understand three very important economic concepts: “Pac Man Capitalism”, Creative Destruction and the Permanent Revolution.

Pac-Man Capitalism

Pac Man Capitalism is my description for the goals and objectives of capitalism.  In the game of Pac Man you must eat your enemy before your enemy eats you!  So too, the goal of capitalism is to get the consumer to continue buying to continue demand so the economy does not slow down.  It is business and the flow and movement of business, i.e. money, which determines economic strength.  Part of this strength is built on the idea of a constant flow of new and innovative products.  Capitalism needs a stream of not only new products but new markets and new buyers.  In the last fifteen years the Berlin Wall has fallen providing new markets in Russia and the Comecom, countries as well as, China.  Capitalism cannot afford a slow period, as it must have the continual movement and production.  Behind the Iraqi War are new markets:  the Muslim countries!  

Creative Destruction

Economist Joseph Schumpeter in his work, Capitalism, Socialism and Democracy, coined the phrase, “Creative Destruction” in 1942 to denote a “process of industrial mutation that incessantly revolutionizes the economic structure from within, incessantly destroying the old one, incessantly creating a new one” (Answers.com).  He writes,

The essential point to grasp is that in dealing with Capitalism, we are dealing with an  evolutionary process…Capitalism, then, is by nature a form or method of economic change and not only never is but never can be stationary…this fact is important and these changes (war, revolutions and so on) often condition industrial change. 

The idea comes from the philosophy of Friedrich Nietzsche and from economist Werner Sombart.  However, Schumpeter said he gained much of his understanding of competition and the essence of creative destruction from Karl Marx. The idea that “something new kills an old thing is seen in marketing.  You always need a new widget and that is why the new item should be purchased.  Consider what technology does to computers, or new products to old products, or new ways to old ways, etc.  But also let us apply this to wars and natural disasters.  In both, we have “creative destruction.”  Hence, there is the need to rebuild, which provides an advantage to those with money, and serves as an economic stimulus to the economy.  Do hurricanes, floods, earthquakes, and other natural disaster provide this opportunity?  Yes.  Does war?  Yes.  

The Permanent Revolution

Now, let’s merge these two ideas. Geo-political expert Terry Hayfield defines “The Permanent Revolution” as

A continual process of war, revolution, and terrorism [creative destruction], removing major impediments for the global establishment of a unique and unified America/British capitalism based on the political, economic and social precepts of Fabian Socialism.  Free trade requires the complete destruction of national sovereignty and is a cornerstone of the Fabian Socialism.  In the end, it is an international form of socialism that will control all the economic, political, and social activities of this planet. The United Nations and its many agencies are assisting in helping to establish this reality.  Capitalism, Socialism, and Communism are all integral parts of the same process…The Permanent Revolution.

I am sure Mr. Hayfield would also include natural disaster in his definition of The Permanent Revolution. In other words Pac Man Capitalism means we need new products, markets, and consumers, while Schumpeter says Creative Destruction is good because it continues the economic cycle with Permanent Revolution saying that continual wars and revolution, and now natural disasters, are good because they, also, spur the economy.   

HURRICANE KATRINA

In a world where the barriers between the nation-states have been torn down, every problem is global; interconnectedness is being achieved. Therefore behind every global problem is a new opportunity to integrate some aspect of the global agenda. It appears that Hurricane’s Katrina and Rita fit into the goals and objectives of world government. News reporters were incredulous with regard to the kind of statistics that would be needed to calculate two major storms back to back, both of which affected America’s oil refineries, thus affecting the price of the energy worldwide, increasing the cost to live for all.    

Texas has 26 refineries, 18 are located near the Gulf of Mexico.  The combined crude oil distillation capacity of these refineries totals 4.0 million barrels per day, about 23% of the nation’s crude oil refining capacity. The Chairman and Chief Executive of Valero Energy, Bill Greehey, said Rita’s impact on U.S. crude oil production and refining could be a ‘national disaster’” (moneycentral.msn.com, 9/21/05).  

The Gulf States
History

I think it is terribly important to remember how key New Orleans is to our history.  For me, it is especially poignant. Although the Colonists won the War of Independence from the British in 1776, it was not until the Battle of New Orleans in 1815 that the British were routed out of America! Had the British taken New Orleans, the Louisiana Purchase would have been valueless to the U.S., especially if the British would not give it back.  Again because of its key position to our countries wealth, transportation, and energy needs. 

Enter the Gulf States, particularly Louisiana, and New Orleans and all that they represent. The Gulf States account for 17% of the country’s refining capacity and 25% of its daily crude output.  Much of the oil imported from Saudi Arabia passes through Louisiana.  The Mississippi and its river Delta is about 40 miles wide and broadens in the south to form the fertile, but low and swampy, delta.  Since the area around New Orleans is below sea level, the Mississippi, and other rivers are flanked by a system of levees.    

From the refineries in New Orleans there are two major pipelines, the 5,500 mile Colonial and the Plantation, which run from the Gulf Coast to the Midwest and up the East Coast, providing necessary home heating oil and gas and oil to those areas.   In other words, based on logistics, the movement of agriculture and the refining of oil, New Orleans amounts to an Achilles’ heel, being a portal for the vital interests of America.

The Port of New Orleans

The City of New Orleans is one of the world’s great ports, as well as, the business and financial capital of the South.  The city is surrounded by oil and natural gas deposits.  It also is a center of aerospace, shipbuilding, oil and chemical industries and has many manufacturing and processing plants.  It is also known as the birthplace of jazz.  

According to the Port of New Orleans web page and its magazine, “Port Review”, New Orleans has been a “center for international trade since 1718 when it was founded by the French.  Today, the port is at the center of the world’s busiest port complex, the Louisiana Lower Mississippi River.”     It has a 14,500 mile inland waterway system that makes New Orleans a key port for the movement of steel, grain, containers, coffee, rubber, forest products, metals, and manufactured goods.  About ten cruise lines call at the Port.  Because the Mississippi River and New Orleans intersect, it is a key waterway for the movement of agricultural products across America and overseas.  The Mississippi River and its tributaries give Central American countries access to 62% of the U.S. consumer spending.  

THE RISE OF NATURAL DISASTERS 

Natural Disasters on the Rise 

Interestingly enough, from AD 79 until 1950, there were 35 recorded earthquakes.  From 1960 to the present, there have been 36 earthquakes.  From 1228 until 1959, there were 9 major floods, avalanches and tidal waves in the world.  From 1962 until the present, there have been 28 major floods, avalanches, and tidal waves.  From 1776 until 1960, there were 18 hurricanes in the U.S. and from 1961 until the present, there have been 19 hurricanes in the U.S. (source:  Infoplease.com). 

Planned and Managed Natural Disasters

Is it possible to create hurricanes, rain, cyclones, earthquakes and other natural disasters?  I believe, based on the research that I have done that the answer is yes.  I would refer you to a newsletter that I wrote through my non-profit, The Women’s International Media Group, Inc., on Katrina.  Furthermore, there is a website that you should consider looking at, weatherwars.info.    

In April 1997, it was reported that U.S. Defense Secretary Cohen said, “Others are engaging even in an eco-type of terrorism whereby they can alter the climate, set off earthquakes, volcanoes, remotely through the use of electromagnetic waves…So there are plenty of ingenious minds that are finding ways in which they can wreak terror upon other nations. It’s real and that is why we have to intensify our [counter-terrorism] efforts.” The point that I wish to raise from a standpoint of the economic theory of “Creative Destruction” and my Pac Man Capitalism theory is that we have moved with great sophistication into a time in which we can send men to the moon and fix satellites in space. We can use the Global Information Satellite-GIS system to see the quality of soil two to three inches beneath earth’s surface to tell farmers how to adjust their planting and fertilization of the soil and to tell scientists if a tree has the wrong birds migrating to it.  So, can we change the weather?  I heard a report on the History Channel, which I recorded, that said the U.S. learned how to create rain to help our soldiers during the Viet Nam War.  Can we embellish hurricanes?  I believe we can.  This newsletter is written with that assumption.  Why?  Because war is an economic stimulus and so are natural disasters.  When a country has the kind of debt that we have, the only way to keep the economy from dropping is to continue economic stimulus.  Is this the only major natural disaster we are going to have?  No.  

FEDERAL RESERVE, INTEREST RATES AND TAXES

As a result of our growing federal and trade deficits, Federal Reserve chairman Alan Greenspan has been warning for a number of years of our folly. The Bank for International Settlements, the central banker’s bank, along with Mr. Greenspan, have been warning for the last two years about the housing bubble, America’s growing deficits, and the high level of personal debt as a result of low interest rates.  A week before Katrina, Greenspan delivered his last speech to the annual Jackson Hole, Wyoming Federal Reserve conference.  There, he warned of these very same things again and that Americans needed to save and slow their spending. 

Tell me, how could a very strong economy slow down?  Higher energy prices!  Everything is tied to energy prices:  gasoline and transportation, the price of building products, drugs, plastics, building and the cost to build and manufacture, etc.  I find it fascinating that the hot rage in homes for the last ten years has been the two story family room and entry hallway.  With higher heating prices and more open spaces, it will be more costly to heat those homes.  Furthermore, with the 45 year low interest rates people built bigger homes with bigger mortgages.  Additionally, in 2004 Americans extracted $140B from their homes in “cash out” mortgage-refinancing deals (Wall Street Journal-WSJ, 8/29/05, A4).  

In short, Americans have been led into the “Lion’s Mouth.”  In 2000, the Nasdaq crashed and wiped out $7T in value, causing people who had retired to go back to work, etc. (If we were to examine how that happened, it would be the result of doing away with the Glass-Steagall Act of 1933, which now allows for international banks to own brokerage firms, insurance companies and bring stocks public.  In other words, it provided for the international bankers to get their hands in the till, once again.  These are the people who are orchestrating YOUR financial destiny!  This newsletter wrote numerous times on the repeal of the Glass-Steagall and the crash of the Nasdaq.)  The Fed then reduced interest rates to 45 year lows to spur the housing market and create instant appreciation and demand, as people traded up.  Now, higher energy will punish these people in more ways than one. The cost of living will automatically facilitate the Federal Reserve’s goal to raise interest rates as well. The new Federal Reserve Chairman appointee, Dr. Ben Bernanke, has already said he will follow in the footsteps of Greenspan and inflation will be his mantra.  When the Fed fights inflation, it does not bode well for you and me.  Higher interest rates are equal to an additional tax.  

On November 1, the Fed raised interest rates another quarter point to 4%, the highest in 4 ½ years. For those who have adjustable rate mortgages, this will increase the cost to live—along with their rising energy bills. Then if they have an SUV, they have just lost 25% value or more of its trade in value.  

Also on November 1, the President’s Advisory Panel on Federal Tax Reform unveiled their recommendations to change the existing tax code.  Suffice it to say that in a global world, you need a global form of national taxation along with harmonized social security and pension plans.  I have asked Treasury Secretary Snow if the G8 countries were in the process of harmonizing their tax codes, and pension plans, and he told me no.  This is the same man who told me they were not considering a VAT tax, which, recall, is part of the plans just recommended by the President’s Advisory Panel.  Enclosed is a short summary of the Bush proposal.  Let me remind you if a VAT is also adopted, the only way it can go from 15% is up.   

So, what we see is that a VAT tax is part of a global move to “harmonize” national forms of taxation. But in addition to harmonized national taxation and pension (Bush has put Social Security Reform on hold for the time being), Hurricane Katrina has facilitated a repeal in government subsidies worldwide.  Currently, the World Trade Organization will be meeting to eliminate agricultural subsidies by wealthy governments (ours) which would allow for the free-flow of more cheaply produced products to come into U.S. markets. Other important government subsidies to be repealed include:  oil, airlines and shipping. 

OPEN SKIES 

If you are going to have an integrated world, then you need the ability for all countries to fly in and out without previous clearance.  In 1979 the U.S. began pursuing Open Skies agreements with other countries.  By 1982, the U.S. had signed 23 liberal bilateral air service agreements, mostly with smaller nations.  That was followed by a burst of agreements with 
European states during the 1990s.  Since 2000, another 30 agreements have been signed with numerous African countries, as well as Turkey in 2000; Poland, Italy, and France in 2001; Indonesia in 2004; and India and Ethiopia in 2005. 

To date, the US and EU have not signed an Open Skies agreement. In an article in the Fall, 2002 Transportation Magazine author, Kenneth Button, wrote that the impediments to Open Skies with Europe include the fact that only American owned airlines have access to American markets. This practice becomes a political issue, since the U.S. military maintains the Civil Reserve Air Force, which allows it to draw upon commercial fleets for airlift, during times of national emergency. The government is reluctant to allow shrinkage or foreign control of the U.S. commercial air fleet. European governments subsidize their airlines.  In addition, the costs of landing in the U.S. are 10% to 30% less than in Europe.  This is because European fuel prices are generally higher. This writer believes that the taxes charged by European airports also contribute to the differences.  America deregulated our airline industry in the 1970s, substantially reducing labor costs and working conditions. 

However, current negotiators are hopeful that an agreement will come by the end of 2005. It appears negotiators are ready to dump the “nationality” clauses, under which European airlines were allowed to operate transatlantic flights only from their home countries.  This would mean that there would be huge mergers in the airline industry. It would also mean being able to fly from any where in Europe to the US and it would give Europeans access to our domestic passenger market.  There would be huge mergers and acquisitions, as European airlines could buy or merge with their U.S. counterparts or vice versa (The Guardian-TG, 10/18/05).     

John Byerly, Deputy Assistant Secretary for Transport at the U.S. State Department, said airlines needed the stability of an “open skies” deal and the negotiations were “the last clear chance to achieve an historic breakthrough in transatlantic aviation before storm clouds gather on the European legal horizon.”  Furthermore, he said that the US would now accept that a European airline could serve the American market from anywhere in the EU, irrespective of national ownership, but he would not back demands that EU carriers operate freely within the U.S (TG, 10/18/05).    

(JV Thoughts:  If you are going to have a global tax on airline tickets which would help them since they would be paid to collect the tax, you also need a global airline or let’s say 10 global airlines that would effectively travel the world.) 

OPEN OCEANS

While the U.S. has been deregulating the airline industry and signing Open Skies Agreements since 1979, would it not make sense that you need to de-regulate and open our shipping to foreign vessels?  Hurricane Katrina did that.   

CNN’s Lou Dobbs reported on October 13 that “American shipping companies devastated by Hurricane Katrina are losing business to cheap foreign competitors because of a critical and costly decision by the Bush White House.”  He further reported that, as a result of damaged oil rigs and refineries in the Gulf, some of the work was picked up by foreign flagship vessels that charge a lower price (after the White House waived the Jones Act which prohibits foreign vessels from shipping oil through U.S. ports).   Rep. George Miller (D) California said that these non-American owned vessels are “undermining the merchant marine system in this country that is also tied to our national security.”  However, a representative of the American Farm Bureau Federation, Troy Bredenkamp, said, “U.S. flag vessels are costing considerably more than what a foreign flag vessel would cost, so it’s a two- side monster right now” (CNN, 10/13/05).

The Jones Act was passed in 1920 and requires U.S.-flagged vessels to be built in the U.S., owned by U.S. citizens, and licensed, under the law of the U.S. Several years ago, former Ohio Congressman James A. Traficant, Jr. supported the Jones Act when he wrote, 


As long as our foreign competitors continue to heavily subsidize their maritime fleets, and as 
long as foreign crews are paid slave wages, the Congress must continue to do whatever it can 
to protect American jobs and American security.  The Jones Act and U.S. Cabotage laws 
continue to make good sense, and continue to make the United States the number one 
maritime nation in the world.

In the past there have been numerous bills introduced to repeal the Jones Act. Currently the Jones Act is repealed until December 31, 2005.  The question is, “In light of Open Skies, is the Jones Act next?”

GLOBALIZED ENERGY

What we are now seeing is that global subsidies are at the heart of the next wave of integrating the nation-states.  Katrina has exacerbated a number of things that will foster global interconnectedness and interdependency.  One of the major variables at the heart of interconnectedness is energy.  Just as New Orleans is at the heart of oil refinery and distribution for the U.S., so, too, oil is at the heart of how the world runs.

Hurricane Katrina and Oil Refineries

There were a number of varying reports as to the damage caused by the two hurricanes. In September, the Financial Times reported Hurricane Rita caused more damage to oil rigs than any other storm in history. With Texas being home to about 27% of U.S. refinery capacity, there are reports that four refineries would be shut down for up to a month.  Furthermore, two oil drilling platforms had visible damage, and 38 mobile drilling units were uprooted.  As a result of Rita, 100% of Gulf of Mexico crude oil output and 80% of the area’s natural gas production has been shut down, as a precaution ahead of the storm.  All facilities will have to be inspected and repaired, as needed, before being returned to service (FT, 9/27/05, 4 Hoyos).  As of October, Reuters reports that 7 oil refineries are still off line.  They represent 11% of total U.S. refining capacity.  All of the refineries are expected to be back on line by the end of December.

With regard to oil refineries, no refinery has been built in the U.S. for about 30 years, as a result of the industry being concerned about regulatory barriers and profitability.  While there was a surplus of capacity in the early 1980s, profit margins for refiners fell and many facilities where shut.  Today, with increased demand, refinery capacity has not kept pace. The U.S. now relies on imported gasoline for 40 million gallons of its 380 million-gallon daily needs. Katrina hit in an area where U.S. oil operations are concentrated with the deep water wells located in the Gulf of Mexico, right in the path of the hurricanes (FT, 9/21/05, D1, Blum).   

Interestingly enough, our Congress passed the previously mentioned Energy bill before it recessed for August. This bill encourages the construction of new refineries. It also provides subsidies to small refiners and makes some federal land available for new refineries.  It also aims to encourage the construction of more pipelines. The swing votes were from Congressmen who received assurances that taxpayers would not have to cover a refinery’s legal bills, if it were sued by environmentalists.  The bill could cost taxpayers $3.5B through 2015, according to the Congressional Budget Office (WP, 10/8/05, A7, Blum/Weisman). 

With regard to oil rigs, which are moveable and used for oil exploration and development, there was a shortage before the hurricanes.  Rigs cost between $90M-$550M and take three to four years to build, depending on their sophistication and how deep the waters are where they will be located (FT, 9/28/05, 1 McNulty).  Many foreigners blame America for not having the proper infrastructure in place to   handle its needs: refineries and rigs.  Sadly, our government has had since the 1973 oil embargo to make serious changes, but did not.  It will take still another five years before we can see any effects from the Energy Bill.   
Repealing Oil Subsidies 

Next to the Europeans, there is no secret about the fact that Americans have cheap oil. However, we do not have the cheapest in the world.  In a world in which corporations evolved from being national to international to multinational to transnational, it must be that their business activities must, then, fit a new structure for a world without borders.  For a number of years, BP/Amoco has been buying up all kinds of related corporations that would fit into the oil business. In other words, if there is a problem with a supplier, it doesn’t have to worry, for it owns the supplier.  If there is a problem with a related entity that is important to the overall distribution of energy, BP/Amoco owns it and can fix it “in house.” 

In a globalized world, you need a “global refining system.”   In order to maximize the profits of this globalized system, you need for oil to be able to obtain “market” price anywhere in the world.  Currently that does not happen in many countries.  Governments in developing countries keep an artificial lid on fuel costs by making state-owned refineries sell at a loss and by using tax-payer funds to keep the refineries running, in other cases, by using taxpayer funds to buy imported gas.  According to the IMF, higher oil prices – market prices -- are not being fully passed through to the retail level in many countries, with consumers being protected.  

Many Asian and African governments subsidize the price of oil and natural gas for their people.  In the last several years, the World Bank has been working on getting countries to repeal these subsidies so that the price of energy can be “market driven” without bankrupting many of these poorer nations (WP, 10/3/05, 1 Blustein).

Obviously they are acting in the best interest of the market which is driven by maximizing profits and not by providing people with fair prices.  Thailand ended fuel subsidies in July and Malaysia which is a net oil exporter is raising domestic prices.  India which imports 75% of its oil needs increased the price of subsidized fuel in September. In 2004, their oil refineries lost $4.6B due to subsidies.  Meanwhile next-door neighbor, Pakistan, has fuel prices that are more than 15% under world market levels.  In Nigeria, Africa’s largest oil producer, thousands of people marched through the capital to protest a government move to increase the prices of gasoline and diesel by reducing subsidies.  Meanwhile, Indonesian gas consumers pay about 90 cents a gallon for gas, thanks to government subsidies.  Newly elected President Susilo Bambang Yudhoyono recently felt the wrath [of the international bankers] when he did not eliminate gas subsidies sooner than later.  The rupiah came under intense pressure in August by losing up to 20% of its value only to strengthen after he promised to rein in subsidies (WP, 9/29/05, A14, Sipress).   Just think, once government gets out of the way of big business, there will be nothing to stop business from maximizing their profits, just like Enron.
Taxation of Gas

In Europe, many countries depend on taxes that add as much as $5 to a gallon of gas.  Hungary and Poland approved fuel tax cuts and Belgium promised a rebate on home heating fuel taxes.  In France a gallon of regular gas was as high as $6.81 in Paris before farmers demonstrated and won a $36M package of tax breaks and rebates.  

Globally what do we have?  First of all, many governments around the world, have been subsidizing the price of energy, thus not allowing it to “freely float in value on the world market.”  Many people in poorer countries are going to be severely penalized when governments stop subsidizing the price of oil and gas.  Then on the other hand, we have the “rich” countries that put additional taxes on top of the free market prices of energy.  Here in America, we have market prices that are passed on to you and me with additional taxation of gas.  However, that will end when the VAT tax is imposed.      

IN CONCLUSION

First, I will not get into it, but I believe because we live in a world where we can send a man to the moon, do heart, liver, and kidney transplants, discuss the possibility of creating “designer babies,” that we can also alter and create weather patterns for economic and political purposes. Just like war, it is also a transfer of wealth. I am not asking you to believe what I think is possible.  However, consider the ramifications of that for a moment.  If it is possible, then New Orleans was the first hit, causing severe economic damage. Now, this damage will stimulate the economy.  Furthermore, the next natural disaster could impact any of us.  We are all at risk if man-made natural disasters are possible.

The rebuilding will entail, according to Mr. Bush, GO-economic zones which will also be comprised of public-private partnerships.  This would take another newsletter but in short, it changes the structure and function of government.   

America has been moving towards an open world in which there are no borders since the 1930s and Franklin D. Roosevelt.  Our economy has already been put on a “market-based” foundation in which everything is in the market:  our mortgages, credit cards, auto loans, stocks, etc.  Now everything else is going “market-based.”  This is seen in the repeal of subsidies.  

Katrina exacerbated the price of energy worldwide and we are now told that high energy prices are here to stay.   While gasoline prices were rising before Katrina, the hurricanes exacerbated America’s “Achilles’ Heel”.  Our government had many opportunities to shore up our energy dependence and our refining capacities but did nothing.  The higher cost of living as a result of the higher costs of energy will be felt in every sector of the economy.  The Fed will continue to increase interest rates in an effort to reduce inflation that they have brought on.  Great Gimmick!!  Between higher oil prices, interest rates and now the very strong possibility of a VAT, we are in for a number of earth changing changes.  

A number of years ago, I asked Sam Johnson, CEO of S.C. Johnson Wax & Company, now deceased, what he would like to see in America. He told me that he would like to get every housewife out of her SUV and into a car driven by alternative energy.  Higher energy prices will do that.  Given the fact that most Americans are barely making ends meet, when it comes to doubling the amount they pay for gas, they will sell their SUV and economize.  This is great news for companies that have high gas mileage vehicles.  The new Energy bill provides great incentives and subsidies to corporations to develop these cars.  Again, is this a better idea over a bad idea or creative destruction and/or economic stimulus?  It will take years before the Energy Bill really kicks in.  Until then we are in a tough position. 

  As of October 4, the sale of trucks and SUVs in September had fallen substantially while big Japanese automakers posted an increase in sales of 10-12% for high mileage vehicles.  Sales of Ford’s large SUVs, including the Ford Explorer and Expedition and the Lincoln Navigator sank by more than 55% each with GM sales of trucks, minivans and SUV’s dropping by 30% (WP, 10/4/05, D1, Freeman).   Needless to say, owners of these vehicles have also suffered huge losses, especially when they go to trade them in.

  Lastly, the open skies and open oceans will change the “fabric” of America.  At every turn, it appears that our industry, manufacturing, and white collar jobs and now aviation and shipping jobs are being transferred to countries with cheaper standards of living.  The point being, we are in the midst of a hurricane of political and economic change.  We need to recognize it and keep up with this kind of speed in order to stay ahead of its winds.  That means we must invest when our gut would say “no.” 
