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High oil prices increases likelihood of Russian economic crash

ENGLUND ’11 – Washington Post Staff Writer (Englund, Will. “Increase in oil revenue amid unrest in Arab world gives Russia some breathing room”. March 21, 2011. http://www.washingtonpost.com/wp-dyn/content/article/2011/03/10/AR2011031001553.html)

But with increased oil revenue also comes the danger of complacency. Bureaucrats, defense contractors, pensioners and workers in construction and finance all stand to gain from the money coming in, along with the oil companies. But the cash also feeds corruption, encourages increased financial opacity and discourages attempts to shake up the system - all of which could spell trouble for Russia down the road. "All of the dominant groups in Russia get a share of the increased oil revenue," said Alexander Auzan, an economist and adviser to Medvedev. "Yet it contradicts their long-term interests." Largest oil producer It's a powerful prop for the status quo - which Auzan and others say is unsustainable. But as Sergei Guriev, head of the New Economic School in Moscow, pointed out, any change is going to involve a cost for someone, so why take the risk if the money is flowing in? Russia is currently the world's largest oil producer. When the price last spiked, in 2007, Moscow was flooded with money and people close to Putin were suggesting that Russia was genuinely self-sufficient and had no need to engage more deeply with the West. The economic crisis the following year brought that talk to an abrupt end, and Medvedev began pushing for a Western-oriented program of modernization and diversification away from dependence on energy exports. The Kremlin moved to stimulate the economy in 2008 by increasing government salaries and hiking pensions by 35 percent. Now it is stuck with those increases. With oil revenue providing 40 percent of the Russian budget, the Gaidar Institute for Economic Policy here has calculated that at any price less than $105 a barrel the government will be in the red. That tempers any inclination toward hubris, said Daniel Treisman, a political scientist at UCLA who follows Russian developments. The Kremlin was looking at a difficult financial crunch, with parliamentary elections coming late this year and a presidential election next March, so the timing of this rise in revenue is more a relief than a goad to aggressive behavior. "We don't need high prices," said Leonid Grigoriev, an economist and former World Bank adviser. "We need good relations, a long-term market and reasonable prices," which he put in the $70-to-$90 range. Russia will not turn its back on the West, by any means, he said. But, especially in an election year, its leaders may be more vocal in pointing up differences with the West. In 2010, Russia had enough problems at home that it was actively trying to avoid them abroad; now, with money to address domestic issues, that caution may not be so evident. Treisman, like many others, did not think much would ever come of Medvedev's modernization plans - it's not the sort of change, he said, that can be ordered from the top down. But the oil bulge makes the Westernization of the Russian economy less likely. It helps big companies - which, Grigoriev said, already dominate the economy to a much greater extent than in other developed countries - and it hurts small ones, where jobs and creativity tend to be nurtured. Information technology firms, with high labor costs, will suffer, Guriev said, and they are central to Medvedev's vision for the future of Russia. 
Low oil price is key to cutting Putin’s spending program

REUTERS ’12 (Reuters. “Standard and Poor’s warns Russia on oil price risks”. March 26, 2012. http://www.alarabiya.net/articles/2012/03/26/203282.html)

Economists estimate that the six-year spending plan announced by Putin during his successful campaign for a third term will cost around $170 billion and may require oil prices of more than $150 to sustain.
Putin said the spending will be limited to 1.5 percent of gross domestic product rather than the four or five percent figure estimated by some analysts.
A top Kremlin economic adviser last week said Russia may cut non-essential spending to fulfill Putin’s program if oil prices decline.

That cuts military modernization

RDP ’12 (Russian Defense Policy. “Not Enough Resources”. February 27, 2012. http://russiandefpolicy.wordpress.com/2012/02/27/not-enough-resources/)

Makiyenko, Deputy Director of CAST, is by no means anti-regime.  He is, however, honest.  His observations appeared in Interfaks-AVN, and you can read them courtesy of VPK.name.
He concludes simply that Russia may not have the resources for the plan of major army and defense industry modernization Putin laid out in his campaign article:
    “The Russian economic system, which, with oil prices at 100 dollars a barrel, provides only four percent GDP growth, isn’t capable of being the base for realizing the plans outlined.”
AVN says Makiyenko doesn’t exclude that, owing to insufficient budgetary resources, the Finance Ministry will have to work out plans for future cuts in spending on national defense.  But, at the same time, he apparently said Putin’s manifesto on the army wasn’t populist, and he has ”no objection” to majority of the Premier’s proposals.

Lower oil prices key to saving the economy

DOLAN ’12 - Reuters' Investment Strategy Editor in Europe. He has been a correspondent and editor for the past 20 years, working for Reuters from London and Washington DC in a variety of roles covering global policymaking, economics and investment trends (Dolan, Mike. “Oil price slide – easy come, easy go?”. July 3, 2012. http://blogs.reuters.com/globalinvesting/2012/07/03/oil-easy-easy-come-easy-go/)

One of the very few positives for the world economy over the second quarter — or at least for the majority of the world that imports oil — has been an almost $40 per barrel plunge in the spot price of Brent crude. As the euro zone crisis, yet another soft patch stateside and a worryingly steep slowdown in the BRICs all combined to pull the demand rug from under the energy markets, the traditional stabilising effects of oil returned to the fray. So much so that by the last week in June, the annual drop in oil prices was a whopping 20%. Apart from putting more money in household and business purses by directly lowering fuel bills and eventually the cost of products with high energy inputs, the drop in oil prices should have a significant impact on headline consumer inflation rates that are already falling well below danger rates seen last year. And for central banks around the world desperate to ease monetary policy and print money again to offset the ravages of deleveraging banks, this is a major relief and will amount to a green light for many — not least the European Central Bank which is now widely expected to cut interest rates again this Thursday.
Of course, disinflation and not deflation is what everyone wants. The latter would disastrous for still highly indebted western economies and would further reinforce comparisons with Japan’s 20 year funk. But on the assumption “Helicopter” Ben Bernanke at the U.S. Federal Reserve and his G20 counterparts are still as committed to fighting deflation at all costs, we can assume more easing is the pipeline — certainly if oil prices continue to oblige.  Latest data for May from the OECD give a good aggregate view across major economies. Annual inflation in the OECD area slowed to 2.1% in the year to May 2012, compared with 2.5% in the year to April 2012 – the lowest rate since January 2011. While this was heavily influenced by oil and food price drops, core prices also dipped below 2% to 1.9% in May.
JP Morgan economists Joseph Lupton and David Hensley, meantime, say their measure of global inflation is set to move below their global central bank target of 2.6% (which they aggregate across 26 countries)  for the first time since September 2010.
After peaking at 3.9%oya in September 2011, global inflation is expected to dip to 2.4%oya this month. If our top-down model is correct, global consumer price inflation could slide to just 2.1% by
year-end, 0.5%-pt lower than both our forecast and central bank targets. The risks are most skewed to the downside for the developed markets (DM), where consumer prices are more
sensitive to moves in oil prices.
The JPM economists say this modeled outcome undercuts their own house forecast and if the model is correct, this could accelerate monetary easing by central banks and boost consumer spending.
In response to this sharp boost to purchasing power, global consumer spending should accelerate in 2H12. Indeed, based on its historical relationship with oil prices, global consumer
goods spending looks set to accelerate to one of the strongest gains in over a decade.
Jim O’Neill, chairman of Goldman Sachs Asset Management, is also keen to flag the potential boost from oil prices and in a  series of slides on the world economy he points out that the more important 5-year forward price of oil — which is less prone to spot market volatility — has fallen below its 200-day moving average.
As I have argued all year, I would rather trust the 5-year price than the spot price, and it is now below its own moving average. This has to be good news for anyone, other than those long crude oil.

Data proves – high oil prices will collapse our economy

CHANEL AND SPENCER’12 - Research Fellow in economics AND*** Thomas Spencer, Research Fellow in climate and energy policies, both at the Institute for Sustainable Development and International Relations (Lucas. Thomas Spencer. “Greasing the Wheel: Oil’s Role in the Global Crisis”. May 23. http://www.theoildrum.com/node/9201)

Between January 2002 and August 2008, the nominal oil price rose from $19.7 to $133.4 a barrel. This led to a large increase in oil revenues for oil exporters and a deterioration of the current account for oil importers (Figure 1). Between 2002 and 2006, net capital outflows from oil exporters grew by 348%, becoming the largest global source of net capital outflows in 2006 (McKinsey 2007).
Capital outflows from oil exporters therefore played an important role in the global liquidity glut during the build-up to the US subprime crisis. Analysis of direct capital flows is hampered by the lack of reporting transparency and the use of foreign financial intermediaries. Indirect recycling also took place, i.e. direct oil-revenue investment in a given financial market led to corresponding knock-on flows towards the ultimate net borrower. Nonetheless, analysis from the US Federal Reserve suggests that “…most petrodollar investments [found] their way to the United States, indirectly if not directly” (Federal Reserve Bank of New York 2006). In short, the US was the ultimate net borrower, in order to finance its growing current account deficit.
Such capital flows were invested in US treasuries, corporate bonds, equities, and asset markets. In turn, this placed downward pressure on US interest rates and helped fuel further borrowing. Quantifying the specific contribution of oil-revenue inflows is difficult. Nonetheless, oil revenues do seem to have reduced US interest rates (see IMF 2006 for a discussion). In sum, the direct and indirect recycling of oil revenues was a factor in the global liquidity glut that helped to fuel the US subprime mortgage crisis.
Bursting the bubble
Oil prices also played a role in eventually bursting the US subprime bubble. As we document in a recent working paper (Spencer et al. 2012), this occurred via a number of channels which are difficult to disentangle. It is also next to impossible to identify the threshold of mortgage delinquencies, which led to the meltdown in the subprime market and then global financial markets. Nonetheless, one can examine the individual channels through which oil prices contributed:
    Direct impacts on discretionary spending. Between 2002 and 2008, average household expenditure on gasoline rose 120%, from $1,235 to $2,715, or by 2 percentage points of overall household expenditure (CES 2011). For (poorer) suburban households this effect was even more pronounced. In 2003, the average suburban household spent $1,422 a year on gasoline, which rose to $3,196 in 2008 (Freilich et al. 2010). Kaufman et al. (2010) show, using VAR analysis, that rising household energy prices constrained household budgets and increased mortgage delinquency rates, once other factors are controlled for.
    Indirect impacts of interest rate increases. The federal fund rate rose from 1% in May 2005 to 5.26% in March 2007. A quick read of the Fed’s Monetary Policy Reports shows the recurring importance of energy price concerns in the Fed’s decisions to raise the fund rate. Annual mortgage repayments for an average household increased by 33% between 2004 and 2007 (CES 2011).
A number of contextual factors also interacted with the oil price increase to potentially worsen vulnerabilities:
    Labour market interactions. Peersman and Van Robays (2009) show that the inflationary impact of the oil price shock from 2004-8 was reduced in the US due to the structure of the labour market. Producers used a strong bargaining position to pass the cost burden onto consumers through a reduction in real wages. Thus, while second-round inflationary impacts were mitigated, this was at the expense of a decline in real wages. This had negative impacts on aggregate demand (see below), and constrained household budgets.
    Distributional impact of energy prices. Energy price shocks have strong distributional effects, mostly impacting energy expenses of suburban households and low-income households spending a greater income share on energy. Subprime mortgage loans were also concentrated on poorer households, leading to a confluence of risk factors.
    Maladapted urban planning. Between 1969 and 2001, the annual average distance driven per licensed driver increased 90%, from 5,411 to 10,244 miles per year (NHTS 2009). The heavy reliance on personalised vehicle transport increased oil price risk exposure among US households.
    Fuel inefficiency of the vehicle fleet. Sivak and Tsimhoni (2009) show that the fuel efficiency of the US vehicle fleet barely improved from 1991 to 2006, increasing from 16.9 to 17.2 miles per gallon. The figures for Europe are 31.2 in 1991 and 35 in 2006.
Finally, increasing oil prices had an impact on aggregate demand. This operates via a number of channels – reduced discretionary income, increased precautionary savings, and operating cost effects, whereby consumers are deterred from purchasing energy-intensive goods, and reallocation effects. In particular, the auto sector played an important role in transmitting the shock. Between the peak in 2003 and the last pre-crisis year, 2007, household expenditure on vehicle purchases fell 13%. Expenditure on more energy-intensive, domestically produced autos likely fell further, as indicated by Edelstein and Kilian (2009). The decline of the US auto sector was an important contributing factor in tipping the US into recession in 2007Q4, although there was clearly a mutually reinforcing interaction between the recessionary slide, which began in 2007Q3, and the subsequent further decline of the auto sector in 2008.

High oil prices destabilizes Africa – attracts militarized oil interests

LAY ‘12 - journalist and used to investigate oil companies for Platform in East Africa (Taimour, “Africa: A New Frontier - the Rush for Oil and Gas in East Africa”. May 29. http://allafrica.com/stories/201205290783.html)

Now the oil majors are entering the market, they are using a different argument - that the wider regional choice means they must be incentivised to invest in one country over another. When China National Offshore Oil Corporation (Cnooc) struck a deal with Tullow to develop Uganda's fields, it warned Museveni that there wasn't time to wait for Parliamentary debates over the issue - pausing now could mean Uganda losing its winning lottery ticket to Kenya or Ethiopia.
These threats and gestures will do much to shape how oil and gas resources are exploited. The pressure is on to export rather than process domestically, and to lighten tax regimes to attract investment. The signs are that the cash, when it comes, will serve to encourage the worst, not the most progressive, trends in East African economic growth. Staple food inflation, youth unemployment and low agricultural productivity will remain unaffected or grow worse. Only fuel may become cheaper in the medium to long-term, but even that is far from a given, as experience in west Africa has shown.
Security conundrum
The majors have another interest not shared by the smaller explorers of 2007 - integration of operations across the region. Total is now in Uganda and has interests on the DRC side of Lake Albert too. Cnooc, in charge of Heritage's old block III in Uganda, is likely to aim for the same. One of the most intriguing developments over the next decade will be China's attitude to security in and around licence areas. A 'hands-off approach' will in reality translate into training, sales and support to national armies.
Optimists point to the potential for security to become backed by foreign companies working in partnership with governments. This was part of South African oil companies' pitches to DRC in 2007/8, including the offer of police training in Ituri. Realists see the prospect of escalating militarisation, including the use of Private Military Contractors, the wider use of 'safety zones' that push local communities from the land and opaque deals that entrench incumbent governments that promise to protect existing rights.
A lot has changed since the tragic events of 2007. The oil and gas rush is now a regional phenomenon. Amidst all the excitement of deal-making and discovery, it may prove to have political and economic effects that few are predicting today.

Great power war

Glick ‘7 - Senior Middle East Fellow – Center for Security Policy (Caroline, “Condi’s African Holiday”, 12-12, http://www.centerforsecuritypolicy.org/home.aspx?sid=56&categoryid=56&subcategoryid=90&newsid=11568)

[bookmark: _GoBack]The Horn of Africa is a dangerous and strategically vital place. Small wars, which rage continuously, can easily escalate into big wars. Local conflicts have regional and global aspects. All of the conflicts in this tinderbox, which controls shipping lanes from the Indian Ocean into the Red Sea, can potentially give rise to regional, and indeed global conflagrations between competing regional actors and global powers.  The Horn of Africa includes the states of Eritrea, Djibouti, Ethiopia, Somalia, Sudan and Kenya. 
