
Many people fear that a hostile foreign oil 
producer will be able to damage Americans 
and, for that reason, think that the U.S. 
government should ensure U.S. access to 
oil. But a foreign government cannot cause 
Americans to line up for gasoline. Only 
price controls imposed by U.S. govern-
ments can do that, which is what they did 
in the 1970s. A hostile foreign oil producer 
cannot inflict more than a small amount of 
harm on Americans by refusing to sell oil to 
Americans, unless this oil producer is 
willing to cut its own output. If a hostile 
foreign oil producer maintains output but 
cuts exports to the United States, it initiates 
a game of musical chairs in which the 

number of chairs equals the number of play-
ers. Different buyers will be linked with 
different sellers than before the hostile 
producer reduced its oil exports to the 
United States, but the cost to Americans of 
switching suppliers would be negligible. The 
only way a foreign oil producer can harm 
Americans is by cutting output, but that 
producer will then harm itself and also harm 
all other oil users, not just U.S. consumers. 
This harm is likely to be well under 0.5 
percent of U.S. gross domestic product 
(GDP). Ironically, war for oil could well 
drive the price of oil higher, not lower, thus 
costing Americans twice—as taxpayers and 
as oil users.  
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Introduction
Many people at various points on the political 
spectrum have claimed that the U.S. thirst for 
oil is so great that, unless we change our hab-
its (the left emphasizes conservation, and the 
right emphasizes drilling in the Arctic wildlife 
refuge and elsewhere), the U.S. government 
will fi nd itself drawn into wars to maintain 
access. Th is thinking shows a fundamental 
misunderstanding of how energy markets 
work. Th ere is no good case for going to war 
over oil. 

Ominous Noises
In March 1975, Harper’s published an arti-
cle, “Seizing Arab Oil,” authored by “Miles 
Ignotus.” Th e author’s name, explained 
Harper’s, “is the pseudonym of a Washington-
based professor and defense consultant with 
intimate links to high-level U.S. policy mak-
ers.” At the time, many insiders speculated 
that the author’s real name was Edward 
Luttwak, still today a prominent military ana-
lyst. Th e article was published less than two 

years after the Organization of Petroleum 
Exporting Countries (OPEC) had become a 
cohesive cartel and had raised the world price 
of oil from below $3 a barrel to about $12. Th e 
author expressed frustration at the high price 
of oil and argued that no nonviolent means of 
breaking the cartel’s back would work. Even 
massive conservation, he argued, was unlikely 
to solve the problem. Moreover, he claimed, 
“there is absolutely no reason to expect major 
new discoveries.”

So what options were left, according to 
“Ignotus”? He wrote: “Th ere remains only 
force. Th e only feasible countervailing power 
to OPEC’s control of oil is power itself—
military power.” Where should this force be 
exerted? Ignotus wrote:

Th e goal is not just to seize some oil 
(say, in accessible Nigeria or Venezuela) 
but to break OPEC. Th us force must 
be used selectively to occupy large and 
concentrated oil reserves, which can 
be produced rapidly in order to end 
the artifi cial scarcity of oil and thus 
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cut the price. Faced with armed con-
sumers occupying vast oil fi elds whose 
full output can eventually bring the 
price down to 50 cents per barrel, most 
of the producers would see virtue in 
agreeing to a price four or fi ve times 
as high, but still six times lower than 
present prices. Th is being the ulti-
mate goal, there is one feasible target: 
Saudia Arabia. 

“Ignotus” devoted the rest of the article 
to laying out, in detail, the number of divi-
sions needed, where to place them, and so on. 
Ignotus’s article, though one of the most artic-
ulate, was far from the only call in the United 
States for a U.S. invasion of a Middle East oil 
country. Of course, no such U.S. invasion 
occurred in the 1970s. Nevertheless, Ignotus’s 
kind of extreme thinking made respectable 
the idea that the U.S. government should 
seriously consider invading countries in the 
Persian Gulf to drive down the price, or assure 
the supply, of oil.

On January 1, 1975, just two months 
before Ignotus’s article appeared, Secretary 
of State Henry Kissinger had stated that mili-
tary force should not be used “in the case of a 
dispute over price,” but should be considered 
“where there is some actual strangulation of 
the industrialized world.”1 Kissinger did not 
say what he meant by “strangulation.” In May 
of that year, Secretary of Defense James R. 
Schlesinger made further threatening noises, 
stating, “we might not remain entirely passive 
to the imposition of [another oil] embargo. 

I’m not going to indicate any prospective reac-
tion, other than to point out that there are 
economic, political, and conceivably military 
measures in response.”2 

Indeed, in 1977 President Jimmy Carter 
issued an order for the U.S. military to start 
a Rapid Deployment Force (RDF). Th e 
idea of such a force was to give the govern-
ment the ability quickly to send a substan-
tial invasion force to various parts of the 
world. After the fall of the shah of Iran in 
1979, the Rapid Deployment Force became 
focused on the Persian Gulf. In 1983, dur-
ing the Reagan administration’s tenure, this 
Rapid Deployment Force became known as 
the U.S. Central Command (CENTCOM). 
Th e cost of this force, even in years of relative 
peace, has been high. Although the U.S. gov-
ernment tends to hide the cost of various pro-
grams, making it hard for analysts, let alone 
citizens, to know these costs, one analyst, Earl 
Ravenal,3 estimated the fi scal year 1985 bud-
get for CENTCOM at $59 billion, $47 bil-
lion of which, he claimed, was for the Persian 
Gulf alone. At the time, that amounted to a 
full 1 percent of U.S. gross domestic product 
(GDP). To put that $47 billion in perspective, 
in today’s dollars, it would be $89 billion. 

Nor, of course, was this the end of serious 
U.S. planning for an invasion of the Middle 
East over oil. In January 1980, after the Soviet 
government had invaded Afghanistan the pre-
vious month, President Carter, in his State of 
the Union address, announced the “Carter 
Doctrine.” Th e most-relevant sentence of that 
doctrine was the following:
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Let our position be absolutely clear: 
An attempt by any outside force to 
gain control of the Persian Gulf region 
will be regarded as an assault on the 
vital interests of the United States of 
America, and such an assault will be 
repelled by any means necessary, includ-
ing military force. (January 23, 1980). 

In the sentences leading up to this state-
ment, Carter made clear that the specifi c threat 
he had in mind was from the Soviet Union. 

Finally, of course, the fi rst Gulf War was 
initiated by the U.S. government at least partly 
over the issue of oil. President Bush I stated 
that his military action in the Persian Gulf was 
partly about “access to energy resources that are 
key…to the entire world.” Bush claimed that if 
Saddam Hussein had gotten greater control of 
oil reserves in the Middle East, he would have 
been able to threaten “our jobs” and “our way 
of life.”4 James A. Baker III, secretary of state 
at the time, claimed that Saddam Hussein, 
by controlling much of the world’s oil, “could 
strangle the global economic order, determin-
ing by fi at whether we all enter a recession, or 
even the darkness of a depression.”5 And the 
ever-present Henry Kissinger wrote that an 
unchecked Saddam Hussein would be able to 
“cause a worldwide economic crisis.”6

Th ere has been much speculation about 
whether the current President Bush waged 
war on Iraq over oil. It is always hard to know 
someone’s true motives. But we don’t need 
to know George Bush’s motives. Th e fact is 
that many people at various points along the 

political spectrum believe that if the United 
States wants to have access to oil, then it needs 
to make occasional wars on countries in the 
Middle East or at least have a strong military 
presence there. But this view ignores some 
basic economics. 

The Economics of Oil Price Controls
Many people believe that foreign governments 
whose countries produce a great deal of oil 
for export can cause U.S. consumers to line 
up for gasoline. Th is belief became common 
after 1973 when OPEC reduced the supply of 
oil, driving up the world price from less than 
$3 per barrel to about $12 per barrel. Millions 
of Americans each spent many hours over the 
next few months lining up for gasoline. But, 
as any introductory microeconomics textbook 
will tell you, this belief is false. No foreign 
government, no matter how powerful, can 
cause Americans to line up for gasoline. Only 
governments in America have the power to do 
that, and they do so with price controls.

A reduction in supply causes the price 
to rise to the point at which the amount 
demanded just equals the amount supplied. 
Sellers have a strong incentive to raise the price 
if they fi nd that more is being demanded than 
they are supplying. And so they do. Th is is 
the everyday story of free markets. When bad 
weather reduces the orange crop in Florida, for 
example, the prices of oranges and orange juice 
rise, but all people willing to pay that price can 
get all they want. Th ere are exceptions to this 
rule of price increases occurring quickly to 
eliminate shortages. Th e recent PlayStation® 3 
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is one such exception. But the exceptions are 
almost always due to deliberate decisions by 
producers in niche markets who want to create 
a buzz for their product. Oil and gasoline are 
not such an exception. Indeed, as noted above, 
when OPEC reduced the supply of oil, the 
world price of oil shot up quite quickly. 

Th e reason Americans lined up for gaso-
line in the 1970s is that the U.S. government 
had imposed price controls on gasoline. On 
August 15, 1971, President Nixon imposed 
Phase I of his multiphase program of price 
controls. Phase I was a ninety-day price freeze 
on all prices, including wages, in the United 
States. It was followed by higher-numeral 
phases that relaxed the freeze but still kept 
price controls on the vast majority of goods 
and services. Among the goods whose prices 
were government controlled was gasoline. So 
when the reduction in world oil supply caused 
the price of oil almost to quadruple, people 
who used oil as an input in their production, 
including gasoline refi ners, were not allowed 
to raise the price as much as they would have 
without the price controls. With the price of 
gasoline not allowed to rise as much as it would 
have, more gasoline was demanded than other-
wise, and less was supplied than otherwise. Th e 
result: a gasoline shortage. Countries whose 
governments did not impose price controls on 
gasoline, such as Switzerland and Germany, 
avoided shortages. Th e lesson many people 
learned from the 1970s—that reductions in 
world supply lead to shortages and lineups—
was the wrong lesson. Th e real lesson is, or 
should be, that price controls cause shortages. 

Price controls remained in place through-
out the 1970s, with occasional relaxations but 
never abolition. When world oil supplies tight-
ened in 1979, the shortages returned because, 
again, gasoline prices were not allowed to rise 
to free-market levels. In 1981, after President 
Reagan used his discretionary power to end 
price controls, shortages disappeared. 

The Resilience of Modern Economies 
to Oil Price Increases
One other important economic fact that many 
people remember from the 1970s is the pres-
ence of “stagfl ation,” that is, the simultane-
ous occurrence of infl ation and stagnation or 
slow growth. Even many economists at the 
time believed that a major cause of this stag-
nation was the higher prices of oil and gaso-
line. Yet more recent research7 by economists 
Rajeev Dhawan of Georgia State University 
and Karsten Jeske of the Federal Reserve Bank 
of Atlanta has shown this belief to be false. 
It’s true that a net importer of oil will suff er 
a loss when the price of an import rises. So, 
for example, if the United States imports six 
million barrels per day (mbd), as it did in 1973, 
and the price of oil rises by $9, the loss to the 
U.S. economy (assuming Americans do not 
own shares in any of the foreign companies 
that export to the U.S.) is $54 million a day 
or about $19.7 billion a year. In 1973, GDP 
was $1,383 billion, which means that the price 
increase of oil should have made GDP $19.7 
billion, or 1.4 percent, less than otherwise. In 
an economy whose normal growth rate of real 
GDP was 2 to 3 percent, this 1.4 percentage 
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point drop would not have been enough to 
cause a recession and stagfl ation. Why, then, 
did economic growth fall by substantially 
more than 1.4 percentage points in the early 
1970s, putting the U.S. economy into a deep 
recession?

Th e answer, according to Dhawan and 
Jeskie, is price controls. Price controls on 
any good, imported or domestic, will cause 
not only a shortage, but also a misallocation. 
Without price controls, the good goes to its 
highest-valued uses. When price controls are 
in place, the good is allocated more randomly, 
either by lineups, government fi at, or both. In 
the case of gasoline, it was both. Price con-
trols on gasoline caused people to line up for 
it. Th at meant that it tended to go to those 
with the lowest value of time, such as students 
or retirees, rather than to those who valued 
the good most. In such a case, there are two 
economic losses: the loss in valuable time for 
all who line up and the loss due to misalloca-
tion of the good. When government steps in 
to allocate, as the federal government did in 
the 1970s, the good tends to go disproportion-
ately to those with more political pull rather 
than to those who value it most. Also, central 
planners, no matter how informed, brilliant, 
and well-intentioned they are, can’t know the 
highest-valued uses in a world where there 
are literally millions of uses and users. So, for 
example, the federal government decided to 
allocate gasoline based on historical alloca-
tion. If 90 percent of the previous year’s gaso-
line were available, the government required 
gasoline refi neries to sell 90 percent of last 
year’s sales to each location. Th is meant that 

expanding suburbs went without and that 
rural areas, where people had traveled a lot the 

previous year because they had been confident 

of getting supplies, got too much. Americans, 

in short, got to experience a little Sovietization 

of the U.S. economy. An analysis that omits 

the substantial costs of misallocation by wait-

ing and misallocation by central planning is 

incomplete.

Certainly Dhawan’s and Jeske’s evidence 
is consistent with experience in the econo-
mies that have avoided price controls on oil. 
For example, despite huge price increases on 
oil since 2002, economic growth in the United 
States, which imports even a higher percent 
of its oil now than it did in the 1970s, has 
remained strong. Oil prices increased from an 
average of $23.78 (infl ation-adjusted to 2006) 
in 2002 to an average of $58.30 in 2006,8 an 
increase of 245 percent. Yet during that same 
time, annual U.S. economic growth averaged 
3.2 percent, which is at the high end of the 
normal range of growth rates.

This makes sense. The average inflation-

adjusted price increase per barrel over that 

four-year period was about $8.60 a year. With 

imports during those years averaging about 

3.6 billion barrels a year,9 the loss to the U.S. 

economy from the price increase in a typical 

year during that period was about $31 billion. 

Compare this to the average GDP of over $11 

trillion (in 2006 dollars) during this time. 

This amounts to only about 0.3 percentage 

points of GDP. Thus oil price increases in a 

given year took only about 0.3 percentage 

points off that year’s growth of GDP. 
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The Impotence of Selective 
Embargoes, or Musical Chairs with 
Everyone Seated

To say that a reduction in the supply of oil can-
not cause a shortage is not to say that it cannot 
cause harm. As noted above, any country that 
is a net importer of a good will be harmed by 
the higher price if the supply of that good falls. 
But the key is that the supply must fall. Which 
brings us to the issue of selective embargoes. 

Imagine that the government of coun-
try A currently sells oil to people in country 
B and wishes to harm people in country B 
by refusing to sell or by reducing sales. What 
happens next depends crucially on whether 
government A cuts its own oil production or 
maintains its production. Assume to begin 
with that government A maintains its produc-
tion. Th is means that government A must look 
around for people in other countries to whom 
to sell the suddenly-freed-up oil. Here’s where 
it gets interesting. But but before proceeding 
further, let’s put some empirical meat on these 
hypothetical bones by considering where the 
United States got its imports in recent years.

Notice that the U.S.’s two closest neigh-
bors, Canada and Mexico, are also its two larg-
est suppliers of oil. Th ey are unlikely to want to 
use oil policy to hurt the United States. Notice 
also that the only Middle Eastern country on 
the list of the top nine is Iraq. We shouldn’t 
put too much weight on this fact, however. 
Even in the extreme case in which the United 
States imported no oil from the Middle East, 
a reduction in output in that part of the world 
would drive up prices of all oil consumed in 
the United States, whether imported or pro-

duced domestically.
Of the countries on the above list of 

America’s nine largest sources of oil imports, 
the one most likely to want to hurt the United 
States is Venezuela or, more accurately, 
Venezuela’s government under Hugo Chávez. 
Interestingly, Chávez has done the exact oppo-
site, actually subsidizing oil imports to favored 
groups in the northeastern United States. 
But imagine the worst: Imagine that Chávez 
wants to target the United States using the “oil 
weapon.” So he cuts sales to the United States 
by, say, half, or 753,000 barrels a day. Th en the 
United States fi nds that it has 753,000 barrels 
a day less. So people in the United States who 
had been buying Venezuelan oil and now fi nd 
that they are cut off  will scramble to fi nd other 

table 1: source of u.s. oil imports, 2005 (in 

millions of barrels per day (mbd))

Canada  2.172

Mexico  1.646

Saudia Arabia 1.523

Venezuela  1.506

Nigeria 1.147

Iraq  0.522

United Kingdom 0.387

Norway 0.244

Colombia 0.196

Subtotal 9.343

All other 4.184

Total imports 13.527

source: department of energy, energy 
information administration, http://www.
eia.doe.gov/emeu/aer/txt/ptb0504.html
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sources of oil. Where will they fi nd them? Let’s 
go back to Chávez. He needs to fi nd people 
in other countries to whom to sell this freed-
up 753,000 barrels a day. Let’s say he ships 
the oil to buyers in China. Th en those buy-
ers in China will fi nd that they want to buy 
753,000 fewer barrels from their suppliers, say 
Iraq or Saudi Arabia. Presto! Th e American 
buyers’ problems are solved, because they can 
get their 753,000 barrels from Iraq or Saudi 
Arabia. In short, when the government of one 
country tries selectively to target people in 
another country, but still wishes to maintain 
its output, it can’t succeed. Th e selective “oil 
weapon” is a dud. It’s like a game of musical 
chairs with nine children—and nine chairs. 
Th e game would be awfully boring, which is 
why it is not played that way. But in the case of 
international trade, boring is good.

Th e analysis in the above paragraph is over-
simplifi ed in two ways, neither of which harms 
the main conclusion. First, it is unlikely that 
the government of Venezuela or the govern-
ment of any country would maintain output 
simply by selling the freed-up output to people 
in only one other country. It is also unlikely 
that people in the targeted country would get 
supplies from producers in only two other 
countries. But introducing that complication 
simply complicates things without changing 
the conclusion at all. Second, the reason for the 
particular pattern of oil exports and imports 
was probably transportation costs: If you’re in 
New Orleans, why buy from Iran when the 
cost of shipping from Venezuela is much lower 
than the cost of shipping from Iran? It follows, 
therefore, that when a country’s government 

disrupts this pattern by cutting off  oil supplies 
to a nearby country, transportation costs rise. 
It is likely, therefore, that both the disrupting 
government and the people in the disrupted 
country are hurt a little. Th e disrupting gov-
ernment would be hurt by having to accept 
a somewhat lower price from a more-distant 
buyer. Th e people in the disrupted country 
would be hurt by having to pay a somewhat 
higher transportation cost to get their oil. But 
the maximum hurt in either case would be no 
more than the diff erence in transport costs, 
and this would be a small number, probably 
under one dollar per barrel. For the hypotheti-
cal 753,000-barrel production cut, therefore, 
the maximum hurt to U.S. consumers would 
be $753,000 a day or $275 million a year, a very 
small number. To put it in perspective, it is less 
than one dollar per year per U.S. resident. 

Jerry Taylor, an energy analyst at the Cato 
Institute, makes my “musical chairs” point a 
diff erent way. Th e world oil market, he notes, 
is like a bathtub. Th ose who produce oil are 
fi lling the bathtub. Th ose who consume it 
are draining the bathtub. A government that 
wishes to reduce the supply of oil to a particular 
group of consumers cannot do so without reduc-
ing the amount of oil it puts in the bathtub. 

The Economics of a Reduction 
in Supply
Of course, a government of an oil-producing 
country can do substantial harm to the people 
of another country by cutting the amount of 
oil it produces and sells. To change the exam-
ple and make it more in line with past world 
events, imagine what would have happened 
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if the United States and other governments 
had not invaded Iraq, and Saddam Hussein 
had held on to Kuwait in 1991. Th en Saddam 
Hussein would have had all Iraqi production 
and all Kuwaiti production under his control. 

Before we consider the consequences of 
a reduction in supply, however, we should, 
as Occam’s razor reminds us, consider the 
explanation of Saddam Hussein’s motives that 
requires the fewest assumptions. Th at expla-
nation is that he wanted control over Kuwait 
so that he could sell Kuwait’s oil, not so that 
he could withhold it from the market. A thief 
typically steals a television so that he can sell 
it; so also with the thief of Baghdad. At the 
time, Saddam Hussein owed a huge debt to 
foreigners that he had run up during the Iran-
Iraq War of 1980—and wanted money to pay 
it down. Th e money from the Kuwaiti oil 
would have helped him do this. If that is the 
explanation of Saddam Hussein’s action, then 
there would have been no substantial cut in 
the world oil supply and, therefore, his take-
over of Kuwait would have had no eff ect on the 
price of oil. Many people fi nd this implausible, 
because they note that within days of his inva-
sion, the price of oil had shot up. But this price 
increase was due to the U.N. sanctions, passed 
on August 6, 1990, which forbade any country 
from importing oil from Kuwait or Iraq. By 
doing this, the United Nations reduced world 
supply by more than 4 mbd, at the time a 7 
percent reduction in world output. Even some 
normally sophisticated economic analysts 
got it wrong. Here, for example, is what the 
prestigious President’s Council of Economic 
Advisers wrote in its 1991 Economic Report 

of the President. I reproduce a large part of 
the whole section titled “Recent Oil Price 
Movements.”

After Iraq invaded Kuwait on August 
2, the spot price rose quickly, reach-
ing about $28 a barrel on August 6. 
Th e spot price went as high as $40 a 
barrel in mid-October and then gen-
erally declined through the end of 
1990. Soon after the start of Operation 
Desert Storm in mid-January 1991, the 
spot price fell to about $20 a barrel, 
not far from its level just before Iraq 
invaded Kuwait.

Soon after Iraq’s invasion, uncertainty 
concerning the timing of the resolu-
tion of the Gulf crisis increased uncer-
tainty about future oil supplies, which 
in turn increased the precautionary 
demand for oil inventories. Several 
countries began to increase their oil pro-
duction in August, and by November 
these additional supplies had completely 
offset the loss of 4.3 million barrels in 
daily exports from Iraq and Kuwait …

It is clear that the proximate cause 
of the rapid oil price increase late in 
the summer of 1990 was Iraq’s inva-
sion of Kuwait and its threat to Saudi 
Arabia. Had Iraq dominated both 
Kuwait and Saudi Arabia, it would 
have controlled almost one-half of the 
world’s proven oil reserves. Th e inter-
national community responded to 
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this aggression vigorously, deploying 
multinational forces and initiating an 
embargo against Iraq. These responses 
to the Iraqi threats to both peace and 
economic security have averted even 
sharper and longer lasting increases in 
the price of oil and a greater deteriora-
tion of economic conditions.10 (italics in 
original)

Th is passage is striking in a few ways. 
First, note the timing of the price increases. 
Th e major jump, notes the report, happened 
between the end of July and August 6. And 
August 6 was the day that the United Nations 
took 4.3 mbd of oil off  the world market, a 
fact that the report admits. But one searches 
in vain for a straightforward statement that 
the U.N. embargo caused the price increase. 
Second, note that the Bush economists 
implicitly admit that the U.N. embargo was 
to blame. Although they state that the Iraqi 
invasion of Kuwait was “the proximate cause,” 
they emphasize in the middle paragraph above 
the reduction in supply from Iraq and Kuwait. 
Who caused this reduction in supply? Not 
Saddam Hussein, who would have commit-
ted economic suicide by refusing to sell oil, but 
the United Nations. Of course, it goes with-
out saying that none of this analysis is meant 
to justify Saddam Hussein’s actions. Rather, 
it’s to say that whoever cuts the world supply, 
no matter his intentions, is responsible for the 
consequent price increase.

But, in the face of all the evidence, let’s 
assume that Saddam Hussein would have used 
his new power over the Kuwaiti oil supply to 

withhold oil from the market and drive up the 
world price. Certainly, such an action would 
have hurt the United States, a net importer of 
oil. But there are two important points to be 
noted. First, the hurt could not have been tar-
geted on the United States. Instead, all con-
sumers of oil all around the world would have 
been hurt in proportion to the amount of oil 
they consumed. 

Second, the worst hurt Saddam Hussein 
could have infl icted would have been by 
restricting exports to zero, which ironically, as 
noted above, is what the United Nations did. 
But by restricting exports to zero, Saddam 
would have earned zero revenues. He would 
have done a favor for his OPEC friends (and 
his OPEC enemies, such as Iran), but zero 
times a very high price is still zero. What this 
means is that he would have had to trade off  
between a high price and a high output. With 
just 4.3 mbd to deal with in a world market 
where daily output was 60 mbd, imagine that 
Saddam Hussein had cut output by 1 mbd. 
Th is would have been 23 percent of his previ-
ous output, but only 1.7 percent of world out-
put. Let’s bias the analysis in favor of a large 
hurt on the United States by assuming the 
extremely inelastic end of the range of econo-
mists’ estimates of the short-run elasticity of 
demand for oil: an elasticity of 0.1. Th is would 
mean that every 1 percent reduction in out-
put would cause a 10 percent increase in price. 
Th erefore, a 1.7 percent reduction in output 
would have caused a 17 percent increase in 
price, raising the world price from about $20 
a barrel to about $23.40 a barrel. Th e harm to 
the United States, which had been import-
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ing about 8 mbd at the time, would have been 
$27 million a day (8 mbd x $3.40), or $9.9 bil-
lion a year. At the time, this would have been 
less than 0.2 percent of U.S. gross domestic 
product. Note also that even with this $3.40 
per barrel increase, Saddam Hussein’s rev-
enues would have been lower than had he not 
cut output at all. He would have brought in 
$77 million a day (3.3 mbd x $23.40) or $28.2 
billion a year, but had he not cut output, he 
would have brought in $86 million a day, or $9 
million a day more, which, on an annual basis, 
is 4.3 mbd x $20, or $32.4 billion. Of course, 
what he would care about is not revenues but 
revenues net of costs.11 By producing less, 
Saddam would also have had lower costs. So 
let’s bias the analysis in favor of his getting a 
gain from cutting output by assuming that the 
cost of oil production for the last 1mbd was $5 
per barrel, a number that virtually all observ-
ers would regard as being on the high side. 
Th en his cut in output would have saved him 
$5 million a day. So he would have given up 
$9 million a day in revenue to save $5 million 
a day, which would not have been a good deal 
for him. In short, there is good reason to think 
that if Saddam were as ruthless as he appeared 
to be, he would have wanted to cut output by 
less than 1 mbd, or maybe even not at all.

It goes without saying that 1 mbd is less 
than 4.3 mbd. Th erefore, the estimated dam-
age from the hypothetical 1-mbd cut in oil 
output by Saddam Hussein is well below the 
actual damage done to the United States by the 
U.N.’s 1990-91 restrictions on output, for which 
the U.S. government was a key instigator.

Indeed, to get a substantially higher esti-

mate of the damage Saddam Hussein could 
have done to the United States, one would 
need to make an extreme assumption: namely 
that Saddam Hussein would not only have 
kept Kuwait but would also have taken over 
Saudi Arabia and the United Arab Emirates. 
In a 1990 article in the Wall Street Journal,12 I 
made that assumption and estimated that the 
maximum hurt to the United States U.S. was 
still less than 0.5 percent of GDP. 

Moreover, even these estimates of hurt 
are overstated. Why? Because producers in 
other countries do not sit passively by when 
the price of oil rises. Producers have what 
economists call an “upward-sloping supply 
curve.” In normal language, that means that 
when the price increases, producers produce 
more, in part because sources of supply that 
weren’t worth exploiting at the previous lower 
price are worth exploiting at a higher price. 
Th is increased production from other produc-
ers moderates the price increase from a given 
producer’s cut in output, further limiting the 
damage that can be done to countries, such 
as the United States, that are net importers of 
oil. Interestingly, one of the italicized sections 
of the above quote from the 1991 Economic 
Report of the President recognizes this fact.

What can we conclude? First, no oil-pro-
ducing country’s government can hurt only 
the United States by withholding oil from 
the market; it can hurt the United States but 
only by hurting all other oil consumers also. 
Second, any oil-producing country’s ability to 
hurt the United States using oil as a weapon 
is limited, because it is just one country and 
one producer in the midst of many. Th is is 
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true even if other oil producers do not increase 
output in response to the higher price. Of 
course, the larger the production of the oil-
producing country, the larger the hurt it can 
infl ict, but this hurt is still limited by the fact 
that many other countries produce oil. Th ird, 
other oil producers will increase their output 
in response to a price increase caused by an 
oil-withholding government, moderating the 
price increase and further limiting the dam-
age done to oil-importing countries. Fourth, 
in hurting the United States by withholding 
oil from the market, any oil-producing coun-
try will face a tradeoff . On the one hand, it 
will get a higher price for the oil it sells; on 
the other hand, it will not sell as much oil. So 
there is a good chance that the government of 
the oil-producing country will also hurt itself 
and its own citizens. Fifth and fi nally, as noted 
earlier, modern economies have been quite 
resilient in the face of oil-price increases. 

For these reasons, there is little reason to 
fear that a government that wants to use oil 
as a weapon will be able to infl ict much harm 
with this weapon. Th e vaunted “oil weapon” is 
almost a dud. 

Moreover, if the fear of the oil weapon 
leads a government to consider military action 
to prevent its use, we need to consider the 
costs of military action. Just as economists 
use cost-benefi t analysis to decide whether an 
airport is worth expanding, the same analytic 
techniques can be used to estimate the costs 
and benefi ts of a war. Th e benefi ts of a war to 
preserve the oil supply have been noted above, 
although not referred to that way. Th e upper 
limit on the benefi ts of such a war is the harm 
that can be infl icted by the reduction in oil 

supply, because the war will presumably pre-
vent or reverse this reduction. I say “upper 
limit” because wars can, and usually do, go 
badly wrong and fail to achieve their stated 
objective. So, for example, the country might 
be successfully taken over, but local guerrillas 
may keep blowing up pipelines, preventing the 
oil from being exported. 

Th e costs of a war to preserve the supply of 
oil will typically exceed the upper limit of the 
benefi ts. Th e cost of the fi rst Gulf War to the 
United States, for example, was well above the 
estimated $9.9 billion of annual benefi ts. It is 
true that U.S. allies, especially Saudi Arabia, 
Kuwait, and Japan, bore most of the incremen-
tal costs of the Gulf War. But the incremental 
costs, though usually the only relevant costs to 
consider, are not the only relevant costs in the 
case. Th e reason is that the main purpose, as 
noted above, of the RDF, which later became 
CENTCOM, was to have a military force 
ready to go to the Persian Gulf if the supply 
of oil was threatened. Th e annual cost of this 
force was a multiple of the annual benefi t from 
ensuring the supply of oil. And if the U.S. 
government had forsworn the use of military 
force to preserve access, as it could have done 
without threatening its access, then these large 
annual costs were unnecessary.

An Aside on “Dependence” on 
Foreign Oil
Many people worry about the fact that the 
United States is dependent on foreign oil. 
While the worry is real, the basis for the 
worry is lacking. First, notice the use of the 
word “dependent.” Th e image that creates is 
of a poor, helpless waif, U.S. consumers in this 
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case, seeking the goodwill of the powerful, 
oil-producing nations. But a little economics 
is needed here. Remember that international 
trade in oil is just that: trade. Both sides gain 
from trade. Both sides, therefore, are “depen-
dent” on each other. As the above calcula-
tions show, if one side decides not to export 
to the other, that side loses too. Producers of 
oil are dependent on the dollars, euros, and 
yen that buy that oil. Th is fact is commonly 
recognized when the topic is U.S. exports; 
many Americans worry that we don’t export 
enough because they want our exporters to 
earn money from people in other countries. 
But somehow this simple fact gets lost when 
the topic is exporters of oil in the Middle East 
or Venezuela. “Dependence on foreign oil,” 
because it is so one-sidedly misleading, is a 
term that belongs in the dustbin of history. 

Other Cases for War for Oil
I have dealt with the main argument most 
people make for going to war over oil, namely 
to ensure the continued supply of oil rather 
than a reduction. But are there other grounds 
for war for oil? Th ere appear to be four other 
cases although, as we shall see, two of the cases 
collapse into one. I deal with each in turn.

Increased Supply

In all of my analysis above, I took as given that 
the amount of oil produced in a given coun-
try does not depend on who produces it. But 
that assumption fl ies in the face of so much 
of what we know about socialism versus free 
markets. Socialism is high cost, un-innovative, 
and ineffi  cient, whereas production by private 

fi rms tends to be innovative and effi  cient. And 
the simple fact is that about 90 percent of the 
world’s oil is produced under socialism, that 
is, government ownership. As The Economist 
noted recently,13 Exxon Mobil, which, in early 
August 2006, was the world’s most valuable 
listed company, with a market capitalization 
of $412 billion, was only fourteenth in the 
world when measured by the amount of oil left 
in reserves. Th e thirteen “companies” above it 
were all government owned. Number one was 
Saudi Aramco, number two was the National 
Iranian Oil Company, and so on through 
the list that included Russia’s Gazprom, 
Venezuela’s PDVSA, and Nigeria’s National 
Petroleum Corporation. Th e article noted 
just how ineffi  cient government oil produc-
ers are and highlighted Venezuela’s PDVSA 
as an example, partly due to actions taken 
by President Hugo Chávez since he came to 
power in 1999. So if the U.S. government took 
over a socialist oil bureaucracy and sold it to a 
private, for-profi t fi rm, the supply of oil could 
increase due to increased effi  ciency. 

Of course, one could agree with the above 
facts about the ineffi  ciency of government pro-
duction, without believing that this is a case 
for war. Th e only legitimate case for war, in my 
view, is to repel a foreign invasion of the home-
land or to prevent an imminent such invasion. 
But I state the case because it is certainly one 
that some people could make. Again, though, 
one would have to consider the costs of war to 
weigh against these benefi ts. Th e obvious costs 
of an invasion to establish privatization—the 
slogan isn’t exactly ringing—are the substan-
tial costs of arming, feeding, and supporting a 
substantial military. Moreover, there could be 
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unintended consequences. People in the coun-
try invaded could well be upset about the inva-
sion and could sabotage production so that the 
hoped-for output never emerges. Whether or 
not the U.S. government’s motive in invading 
Iraq had any connection to oil, that interven-
tion seems to have led to sabotage of produc-
tion and shipping of oil. Th e amount of oil 
produced in Iraq is well below what it was 
when there were no U.N. sanctions restricting 
Iraqi supply. Indeed, the amount of oil pro-
duced in Iraq today is below even the amount 
produced during the last fi ve years of sanc-
tions, from 1998 to 2002. During those years, 
production averaged 2,328 million barrels per 
day; in 2004 and 2005, by contrast, produc-
tion was 2,011 and 1,878 mbd, respectively.14 

Th e other case for war to increase supply is 
that war is an international antitrust action to 
break up an international monopoly, namely 
OPEC, and reduce market power, thus increas-
ing output. Th is, in fact, was the case made by 
“Miles Ignotus” and others in the 1970s that 
was referenced earlier. But, as noted, no indi-
vidual producing country with annual output 
the size of Iraq’s would produce enough that it 
would have an incentive to withhold output. 
Taking over a country that produces as much 
as Iraq produces, therefore, would not lead to 
much of an increase in world output. War as 
an international antitrust action, therefore, 
would work only if directed against a number 
of producers. Th at makes the war even more 
expensive. Moreover, we don’t need to estimate 
the costs and benefi ts from scratch. My 1990 
analysis, referenced earlier, took as given that 
war against Saddam Hussein would increase 
world output by 4 mbd, a 7 percent increase, 

and found that that would have benefi ted 
the United States by only about $20.5 billion 
a year, at the time less than a one-half of 1 
percent increase in U.S. GDP. Any seriously 
conducted war against even one oil-producing 
state would cost over more than one half of 1 
percent of U.S. GDP per year, which is about 
$65 billion in today’s dollars. 

Cheap Oil

Another argument for war is for consumers to 
get cheaper oil. But as we shall see, this argu-
ment collapses to the previous argument, the 
argument for increased supply.

Th ere are two ways to get oil cheap. One 
is to steal it. Th ink of the image of “armed 
consumers” that the earlier-mentioned “Miles 
Ignotus” wrote about. Somehow, I can’t ever 
read this phrase without thinking of thugs 
with stockings over their heads holding up a 7-
Eleven. Th e fi rst obvious point to make against 
such a case for war is that it is wrong. We teach 
our children not to steal. We do so, presum-
ably, not just because we think it’s wrong for 
children to steal, but also because we think it’s 
wrong for adults to steal. How does it suddenly 
become right to steal when a bunch of adults get 
in control of a government? 

Th e second, more subtle, point against 
stealing oil is that it would not benefi t the 
majority of consumers in the country whose 
government stole it. Why? Because if the gov-
ernment stole it, the government would likely 
hand it over to an oil company. Th e govern-
ment could do so in two ways. Either it could 
sell the oil to the company at market rates, in 
which case neither the company nor the con-
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sumers the company sells to would benefi t. 
Instead, the government would benefi t. Th e 
other way is that the government could give the 
oil to the company or sell it at a below-market 
rate. In that case, the company would benefi t, 
but consumers would not. Instead, the com-
pany would turn around and resell the oil at 
the world market price: Th e consumers in the 
company’s country of headquarters would get 
no special deal. So not only is stealing wrong, 
but also it wouldn’t even benefi t consumers.

Th is brings us to the second way of getting 
oil cheap. For consumers to get cheaper oil as 
a result of their government’s war for oil, the 
war would have to result in a lower world oil 
price. For that to happen, the war would have 
to result in a higher world supply. Th us does 
the case for cheap oil for consumers collapse 
into the case for war to increase supply. 

Expensive Oil 

Th e third case for war for oil is that the pur-
pose of making war on various countries is to 
make oil more expensive. Th is sounds absurd. 
Why would a government, especially that 
of an oil-importing nation, want to make 
oil more expensive for its consumers? Yet, 
while it is certainly evil, it is less absurd than 
it sounds. Governments whose citizens buy 
imports regularly engage in actions that make 
products more expensive for their citizens. 
State governments, such as California’s, prop 
up the price of milk, causing milk producers 
in summer, when their cows are particularly 
productive, to dump thousands of gallons of 
milk down the sewer. Th is is so even though 
the producers would love to cut price and sell 

to milk drinkers, including poor milk drink-
ers; but they are not allowed to. Th e federal 
government prevents U.S. consumers from 
buying foreign sugar in excess of a tight quota, 
thus driving up the domestic price of sugar. 
To enforce these programs, as the very word 
“enforce” implies, governments stand ready 
to use force against their own producers and 
consumers. Why, then, would governments, 
in their pursuit of high prices, hesitate to use 
force against foreigners? 

Moreover, it was a fan, not an enemy, of the 
current President Bush, who revealed Bush’s 
thinking about the problem with cheap energy. 
In his encomium to Bush, The Right Man, the 
economically literate David Frum wrote:

I once made the mistake of suggest-
ing to Bush that he use the phrase 
cheap energy to describe the aims of 
his energy policy. He gave me a sharp, 
squinting look, as if he were trying to 
decide whether I was the very stupid-
est person he had heard from all day or 
only one of the top fi ve. Cheap energy, 
he answered, was how we had got into 
this mess. Every year from the early 
1970s until the mid-1990s, American 
cars burned less and less oil per mile 
traveled. Th en in about 1995 that 
progress stopped. Why? He answered 
his own question: Because of the gas-
guzzling SUV. And what had made 
the SUV craze possible? Th is time I 
answered. “Um, cheap energy?” He 
nodded at me. Dismissed.15

In other words, early in his presidency, 
George W. Bush argued that cheap energy was 
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the problem. Why would this oilman, from 
an oil family, hesitate to use military force to 
“solve” the problem? And it seems clear, if this 
was his motive (I hasten to add that I don’t 
know that this was his motive), his “solution” 
is working. As noted, the amount of oil pro-
duced in Iraq now is actually less, due to insur-
gents blowing up pipelines, than it was when 
the U.N. embargo was being weakly enforced 
against Saddam Hussein’s regime. 

Th e case against this argument for war for 
oil is easy. Th e reason is that this war, if “success-
ful,” carries two costs to the United States and 
no benefi ts. First, of course, are the substantial 
costs of a military invasion and occupation. 
Second are the net costs to the U.S. economy 
of the higher price of oil. While such a war, 
if it increased the price, would help produc-
ers in Alaska, Texas, Oklahoma, New Mexico, 
and other oil-producing states, the costs to 
consumers would be higher, in dollar terms, 
than the gains to producers. Th is conclusion 
is a well-established result in the economic lit-
erature on trade. But to establish it here, con-
sider the following calculation. In 2002, the 
last full year before the March 2003 invasion 
of Iraq, domestic production of oil was 9 mbd, 
domestic consumption of oil was 20 mbd, and 
imports were 11 mbd. World prices in 2002 
averaged about $23 a barrel. Imagine that the 
invasion reduces world supply and raises prices 
by $4 a barrel. Th en domestic producers gain 
$4 per barrel on 9 mbd, or $36 million per day, 
while domestic consumers lose $4 per barrel 
on 20 mbd, or $80 million per day. Th us the 
loss to consumers exceeds, by a large margin, 
the gain to domestic producers. Th is leaves out 
two small eff ects of the price increase. First, 

producers will produce a little more because 
of the higher price and make some profi t on 
this additional production. Second, consum-
ers will cut back somewhat on consumption, 
making consumers’ losses slightly lower. But 
these two eff ects are small, which means that 
the earlier conclusion that consumers’ losses 
outweigh producers’ gains holds up. 

It is possible that in pointing to cheap 
energy as a problem, President Bush was con-
cerned about the environmental costs of cheap 
energy. But then a solution that has a much 
lower cost than war is to impose a tax on 
energy so that the revenues from the tax can 
be used for something valuable. Going to war 
to drive up the price of oil is distinctly low on 
the list of solutions if cost matters. 

Th e bottom line is that to make the case 
that the U.S government should declare war 
on oil-producing countries in order to drive up 
the price is to argue that the U.S. government 
should spend taxpayers’ money on war in order 
to cause U.S. consumers to spend more money 
on oil. Th ink of the war for oil in this case as a 
particularly violent restriction on imports. 

Adam Smith, one of the founders of mod-
ern economics, had an answer to such an argu-
ment. He made his answer in response to the 
British imperialists of his day who wished to 
maintain colonies in what was to become the 
United States. One of their goals was to have a 
captive audience of consumers who would face 
restrictions if they tried to buy goods from 
people in other countries. Smith wrote, in a 
justly famous passage: 

To found a great empire for the sole 
purpose of raising up a people of cus-
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tomers may at fi rst sight appear a proj-
ect fi t only for a nation of shopkeepers. 
It is, however, a project altogether 
unfi t for a nation of shopkeepers; but 
extremely fi t for a nation whose gov-
ernment is infl uenced by shopkeepers. 
Such statesmen, and such statesmen 
only, are capable of fancying that they 
will fi nd some advantage in employing 
the blood and treasure of their fellow-
citizens to found and maintain such 
an empire. Say to a shopkeeper, Buy 
me a good estate, and I shall always 
buy my clothes at your shop, even 
though I should pay somewhat dearer 
than what I can have them for at other 
shops; and you will not fi nd him very 
forward to embrace your proposal. 
But should any other person buy you 
such an estate, the shopkeeper would 
be much obliged to your benefactor if 
he would enjoin you to buy all your 
clothes at his shop.16

In other words, Smith was saying, the cost to 
Britain of maintaining colonies in order to main-
tain a preferential trade arrangement was below 
the benefi ts to Britain; thus his statement that 
the project is unfi t for a nation of shopkeepers. 
But the cost to the shopkeepers was a fraction of 
the cost to Britain, whereas the shopkeepers got 
the lion’s share of the benefi ts. Th e analogy to the 
shopkeepers in this case is U.S. oil producers.

Benefi ting Particular Oil Firms

Th e fourth and fi nal case that could be made 
for war for oil is that the war might be fought 

to benefi t specifi c fi rms that produce oil, fi rms, 
let’s say, that get to take over oil production in 
the invaded country. It’s easy to see the attrac-
tion of such a war. A particular fi rm would 
bear the costs of the war only in proportion to 
its net income (through the corporate income 
tax) but could get benefi ts from the war out 
of all proportion to its net income. In other 
words, certain fi rms might lobby for the war 
because they can “privatize” the benefi ts but 
“socialize” the costs. 

Certainly, this has happened historically. 
Various companies since World War I have 
lobbied the British and U.S. governments to 
give them privileged access to oil in the Middle 
East. Also some have argued that the push to 
privatize oil in Iraq will give a substantial gain 
to oil-producing companies. 

Th e argument against such a war is easy. 
Th e costs of a war are large and the gains to the 
particular fi rms benefi ted, while much greater 
than their pro rata share of the costs, are still 
tiny compared to the massive overall costs.

The Public Choice of War for Oil
If there is no good case for going to war to 
benefi t oil consumers, why, then, do so many 
people believe there is such a case? My own 
view is that the belief is based on simple mis-
understandings of how oil markets work, mis-
understandings that this essay is written to 
counter.

But there is one other factor that could 
explain the desire for war for oil, a factor that 
economists in the discipline of “public choice” 
will recognize. (Public choice is the use of 
economics to understand the incentives and 
behavior of actors in the political sphere.) 
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Th at factor is that various people and fi rms 
might gain from war for oil even though the 
general public loses. I addressed this issue in 
the above sections titled “Expensive Oil” and 
“Benefi ting Particular Oil Firms.” But in those 
sections, I showed that the gains from war for 
oil are well below the cost. Th at fact alone does 
not necessarily keep people from advocating 
war, because their gains from war could well 
exceed the cost to them. Th is is the standard 
“concentrated gains and dispersed costs” rea-
soning that has helped economists understand 
so many of the wealth-destroying policies of 
government, ranging from tariff s on imports 
to agricultural subsidies to restrictions on the 
numbers of taxicabs in almost all U.S. cities. 
So, for example, there is little doubt that vari-
ous U.S. defense contractors gain huge profi ts 
when the U.S. government makes war, profi ts 
that exceed these contractors’ additional taxes 
to fi nance the war. Th erefore, they could be 
strong advocates of war despite the fact that 
their nation, on net, loses from the war. It 
is hard to conclude from this, however, that 
these contractors’ gains explain the push for 
war. To take the most recent example, the cur-
rent U.S. war on Iraq, defense contractors were 
not particularly active in pushing for that war. 
One such contractor, it is true, is Halliburton, 
and Halliburton’s former CEO, Vice President 
Dick Cheney, has been one of the main people 
pushing for war in Iraq. But Cheney got his gain 
from Halliburton before the war; the war prob-
ably did little to enhance Cheney’s wealth.17 

A more promising use of public choice may 
be to cast the net wider and consider the other 
political actors who gain from war. One such 
actor is the U.S. president. Presidents care in 

the short run about being reelected. Th ey can 
enhance their reelection chances by engaging 
in a war and, according to Gregory Hess and 
Athanasios Orphanides, are much more likely 
to do so when the economy is in recession.18 
Th at certainly does not apply to the Iraq War, 
because the United States was in an expansion 
when President Bush began the invasion of 
Iraq. But presidents also typically care about 
their legacy and their standing with historians. 
Historians seem to judge U.S. presidents to be 
great if they got the United States into a war. A 
president, looking at that fact, knows that his 
own personal cost of war, assuming he doesn’t 
get defeated in the next election, is simply his 
share of taxes to pay for the war, which, in 
the current president’s case, is probably under 
$100,000. But his gain if the war goes well is 
his place in history. Just like Adam Smith’s 
shopkeepers, therefore, the U.S. president has 
a strong incentive to favor military force even 
when it is unjustifi ed.

Conclusion
Th e idea that a government needs to use mili-
tary force to maintain access to oil is false. 
Because oil is sold in a world market, it is 
impossible for one country’s government to 
hurt another country with the “oil weapon” 
unless this government actually reduces its 
own supply. And if it reduces its own supply, 
it will hurt all consumers, not just consumers 
in the country it wishes to target. Moreover, 
by restricting supply, this government will 
forgo oil revenues and hurt itself. No govern-
ment restriction of supply can cause people in 
another country to line up for gasoline; only 
price controls can do that. 
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Many people fear that a hostile foreign oil 
producer will be able to damage Americans 
and, for that reason, think that the U.S. 
government should ensure U.S. access to 
oil. But a foreign government cannot cause 
Americans to line up for gasoline. Only 
price controls imposed by U.S. govern-
ments can do that, which is what they did 
in the 1970s. A hostile foreign oil producer 
cannot inflict more than a small amount of 
harm on Americans by refusing to sell oil to 
Americans, unless this oil producer is 
willing to cut its own output. If a hostile 
foreign oil producer maintains output but 
cuts exports to the United States, it initiates 
a game of musical chairs in which the 

number of chairs equals the number of play-
ers. Different buyers will be linked with 
different sellers than before the hostile 
producer reduced its oil exports to the 
United States, but the cost to Americans of 
switching suppliers would be negligible. The 
only way a foreign oil producer can harm 
Americans is by cutting output, but that 
producer will then harm itself and also harm 
all other oil users, not just U.S. consumers. 
This harm is likely to be well under 0.5 
percent of U.S. gross domestic product 
(GDP). Ironically, war for oil could well 
drive the price of oil higher, not lower, thus 
costing Americans twice—as taxpayers and 
as oil users.  

Executive Summary

Do We Need to Go to 
War for Oil? 
David R. Henderson

David R. Henderson is a Research Fellow with the Independent Institute, an associate professor of       
economics at the Naval Postgraduate School, and a Research Fellow at the Hoover Institution. 

Hendersonreport cove#11D190.eps   4/25/07   10:06:23 AM




