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Blaming 'Big Oil' misses the point 

By Steve Higgins , Register Business Editor 

The price of gasoline is at an all-time high, and there's no question that hurts. 

People's budgets are getting stretched, sometimes painfully, as they shell out more each week to fill up the gas tanks in their family vehicles.

Unfortunately, along with the rise in prices has come a resurgence in playing the blame game. The favorite target, once again, is "Big Oil."

It's popular to blast the major oil companies as greedy monsters of uncaring capitalism who gleefully turn up the price spigot and watch us all squirm. And it's easy to see why people think this way: Profits at ExxonMobil and Chevron keep hitting record highs, while the average Joe can't take little Johnny and Julie to Florida this summer — Rhode Island will have to suffice.

Blaming Big Oil is popular, but there is no evidence to back it up. 

For one thing, Big Oil isn't so big. The major Western oil companies — ExxonMobil, Chevron, Shell and BP — control a small amount of the world's oil output. State-controlled companies in Russia, Latin America and the Persian Gulf dominate easily. For instance, Saudi Arabia's Aramco has more than 20 times the oil reserves that ExxonMobil has.

Also, endless federal investigations of the U.S. oil industry have failed to turn up significant evidence of price gouging, including one carried out by the Federal Trade Commission in the wake of Hurricane Katrina, which damaged production and refining facilities in the Gulf of Mexico.

Even if you assume these investigations were faulty or fixed, and that major oil companies worldwide — not just those in the West — are involved in price fixing, conspiracy theorists still have one major question to answer: Why now?

United States residents have enjoyed some of the lowest gasoline prices in the world for more than two decades. Profits for major Western oil companies were so low during the 1990s they couldn't afford to open more refineries, and actually closed many.

During that time the price of just about everything else rose steadily, with the notable exception of electronics. It costs far more to buy the vehicle you are pumping that gas into today than it did 10 or 15 years ago. And those groceries you are carting in the back cost two and three times as much as a decade ago.

But gas prices did not go up. So if the rise in gas prices is a dark conspiracy to squeeze the American consumer, why did it start a couple of years ago? Why not in 1986? 1994? Does greed have a start date?

The answer is, there is no conspiracy. The run-up in gasoline prices is a function of the classic laws of supply and demand, complicated by geopolitical events including turmoil in oil-producing regions such as Africa and the Middle East, and by the usual government meddling.

The U.S. government requires oil companies to sell different fuel mixtures in different areas for environmental reasons, which means supplies can't be shifted around as needed; enforces regulations that make it too expensive to build new refineries; and prevents oil companies from developing areas that offer new oil deposits, such as in Alaska.

Demand is up as a result of welcome economic growth in countries such as China, India and many other parts of the world, including the West. But supply is down due to a lack of domestic refining capacity, recent refinery problems in the United States and Venezuela, a cut in output from OPEC countries last fall, and a drop in imports from Europe.

Futures traders on the world's stock exchanges look at these factors and raise the price of crude oil, in order to balance supply and demand. Oil companies have to pay more for crude, so they charge more for gasoline. That's Economics 101.

Will prices return to the below-$2 a gallon levels of three years ago? Not necessarily. Why should Americans expect the price of gasoline to remain the same year after year when the price of just about every other consumer good continues to rise?

And that's the problem with blaming Big Oil for everything. If it's a conspiracy by the oil industry, the thinking goes, the U.S. government surely will foil the plot and gas prices will return to 1990s levels, leaving all of us free to build more three- and four-car garages in our energy-munching McMansions.

Instead of wasting time focusing on imagined enemies, Americans need to realize that gas is not guaranteed to remain a bargain forever, and start planning their budgets and their behaviors in line with that reality.

The new global economy is raising the standard of living of people around the world, and that's a very good thing. But it will require changes to our thinking and our behavior. And focusing on the Big Oil boogie man is a costly distraction.
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