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Over the last few months, the financial media in Israel and around the
world have devoted numerous column inches and substantial air-
time to what has become known as the “Qaddafi effect.” After all, not even
those who took no particular interest in the dramatic upheavals in the Arab
world could avoid the economic ramifications of the civil war in which Lib-
ya has been embroiled since February of this year. Having produced, until
recently, about 1.6 million barrels of crude oil every day—approximately 2
percent of global consumption—Libya had been among the leading export-
ers of this valuable resource. The chaos accompanying the ongoing battle
between the eccentric tyrant’s army and the Western-backed rebel forces
resulted in an immediate jump in oil prices, which in turn led to a rise in
the prices of gasoline.' Qaddafi himself allegedly ordered the destruction
of oil fields and refineries in Libyan territory, with the aim of denying his
domestic enemies a potential income avenue and wreaking economic havoc

on foreign countries that would dare challenge his reign.”
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The “Qaddafi effect” is a perfect example of the use of oil as an instru-
ment of political and financial pressure. An earlier—and far more traumatic—
example of this phenomenon was the oil embargo imposed on the U.S. for
providing aid to Israel in the Yom Kippur War. As part of the embargo,
which lasted from October 1973 through March 1974, Arab members of
OPEC refused to sell oil to America and other “Israel-friendly” countries,
including Holland, Portugal, South Africa, and Rhodesia. Nor were these
sanctions the worst of it: By severely limiting oil production, the Arab
countries ensured that oil prices quadrupled in just a few weeks—from $3
to a staggering $12 per barrel. Almost overnight, both the U.S. and Western
Europe, long accustomed to importing mass quantities of inexpensive crude
oil, faced a new reality for which they were woefully unprepared.

This calculated move on the part of Arab oil exporters had a dramatic
impact: The Nixon administration was forced to implement a series of
emergency measures designed to minimize American oil consumption,
including a decrease in work hours, an extension of daylight savings time,
a lowering of speed limits, and a restriction of gas-station activity. On the
flipside, to avoid being caught off guard again, the Americans also launched
a comprehensive program to promote domestic energy independence. Japan
and the Western European countries, for their part, began to hoard oil,
while simultaneously adopting a more deferential stance toward the Arab
position. The message had been heard loud and clear: Support for Israel is
not financially advantageous.

Following the diplomatic efforts of the Americans and their intense
pressure on Israel to withdraw its forces from territories conquered in Sinai
and the Golan Heights, the oil embargo was lifted after a relatively short
period of time. The damage it caused was long-lasting, however. The West
faced the worst recession it had known since the 1930s, oil prices remained
high for almost a decade, and, worst of all, the Arab members of OPEC re-
alized they had at their fingertips a remarkably effective weapon.” In time,
American president Jimmy Carter would declare that the energy crisis of the

seventies was the “moral equivalent of war.”*
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Over the years, various developed countries that weathered the on-
slaught of the Arab embargo have experimented with initiatives to reduce
their reliance on oil. Yet there is no getting around the fact that a modern
lifestyle is based on the massive consumption of gasoline and diesel. It is
also the case that this dependence feeds some of the darkest, most fanatical
regimes in the world—which also happen to be the most unfriendly to the
Jewish state. And though there are other good reasons to seek out alterna-
tives to the use of oil, its role in empowering those who actively seek to
destroy the Jewish state is surely enough to make Israel take an active, if not

leading, part in the search.

hy do oil exporters enjoy so much political and economic power?

Clearly, the answer lies not in any intrinsic value of the “black

gold”; there are, after all, far rarer and more expensive goods to be had. If

we wish to understand how this natural resource became a strategic asset,

we need to pay attention to a different factor—the centralized structure of
the oil market.

The root of the problem is the global distribution of oil—or lack there-
of. Unlike resources such as coal and natural gas, which are found in many
places throughout the world, oil is concentrated in a few specific areas, pri-
marily the Persian Gulf. Indeed, even though large deposits have, over the
past four decades, been discovered in countries such as Canada, Brazil, and
Norway—and even though Russia has superseded Saudi Arabia as the larg-
est supplier of crude oil,” the Muslim and Arab countries of the Middle East
and North Africa still control over one-third of global production. OPEC,
of which these countries are all members (along with Venezuela, Angola,
Nigeria, and Ecuador), controls approximately 80 percent of the world’s
crude oil reserves and 40 percent of production.® This astounding concen-
tration of economic power has frequently enabled the organization to act as
a cartel, influencing the price of oil by determining the scope of production

and level of supply.”
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In many ways, then, oil is the Middle East’s lifeline, serving as a pri-
mary—if not exclusive—source of income for many countries in the region.
It is thanks solely to the immense oil fields of the Persian Gulf, for example,
that countries like Saudi Arabia, Qatar, Kuwait, and the United Arab Emir-
ates are able to arm themselves with advanced weapons, recruit stronger
allies, and hold sway in the international arena. Oil even grants these mon-
archies and emirates a measure of internal security: The elites that govern
them, who enjoy legendary wealth, provide the broader population with
valuable social services and, when necessary, spread around huge sums of
money, all in order to ensure their continued reign. Just last February, when
Saudi king Abdullah sought to safeguard his regime against the uprisings
sweeping the Arab world (including his neighbors, Bahrain and Yemen), he
announced that he would be bestowing on his subjects social benefits to the
tune of about $36 billion.®

To Saudi Arabia’s and the Gulf Emirates’ credit, it should be noted that,
despite their anti-democratic stance, they are generally politically moderate,
and strive for economic stability. Indeed, Saudi Arabia has long served as
the world’s “oil bank”: Boasting the greatest oil reserves after Venezuela,’
it avoids maximum production; as such, it can increase supply (at a scope
of about 3 to 3.5 million barrels a day, according to analysts’ estimates'”)
if the need arises, whether on account of greater demand or a sudden blow
to the production capabilities of smaller exporters. And indeed, the Saudis’
promise to make up for the dearth created by Libya’s civil war alleviated
the “Qaddafi effect” and stemmed the panic that threatened to seize the
market."!

Iran, the fifth-largest exporter of oil in the world, is a different story
entirely. Not at all interested in maintaining the strategic status quo,
Iran seeks instead to garner geopolitical strength and overthrow the pro-
Western forces in the region. Its oil industry, which yields more than half
the country’s income, provides it with the means to attempt to realize these
goals. Though international sanctions have inflicted no small amount of

damage on the Iranian economy, the constant rise in oil prices has enabled
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Ahmadinejad’s government to enlarge the country’s budget gradually in
recent years.'” A large chunk of this budget goes to funding an ambitious
nuclear program, arming Hezbollah in Lebanon, aiding terrorist organiza-
tions such as Hamas in Gaza, and reinforcing the Revolutionary Guards and
internal security forces, which brutally suppress any attempt to challenge
the ayatollahs” oppressive regime.

Yet the Iranian economy has a conspicuous Achilles” heel: On account
of relatively high production costs—a problem not shared by Saudi Arabia
and the Gulf Emirates'—Iran is particularly sensitive to fluctuations in
oil prices. For now, however, it has no reason for concern: The demand for
oil continues to rise, on account of both global population growth (which
stands at about 1 percent per year) and the rapidly expanding Asian econo-
mies. Supply, however, remains limited, and oil production is becoming
only more costly with time. All available land deposits have already been
discovered, restricting present searches to the depths of the sea, to regions
characterized by extreme climates, or to countries suffering from political
instability. In light of these obstacles, it is only logical to assume that oil
prices will continue to climb in the future, to the great satisfaction of those
who were blessed with an abundance of the resource.'

Significantly, Iran also enjoys geographical proximity to the vast Asian
market. Oil is, of course, not a virtual product, whose trade is independ-
ent of the location of both seller and buyer. Rather, it must be transported,
by land or sea, from the production site to a refinery to the consumer.
As transporting expenses are considerable, consumers prefer to purchase
it from regular suppliers in their vicinity. The world’s largest consumer,
the U.S., imports large amounts of oil from its neighbors Canada and
Mexico.”® China, the second-largest importer, relies primarily on Saudi
Arabia and Iran.'® Due to the growing demand for oil in the Chinese
economy—which, according to predictions, will reach approximately 20
million barrels a day by 2020—and the concomitant paucity of import
alternatives to Iran, which offers a relatively easy and quick supply, the two

countries have tightened their cooperation in this area."” Another Asian
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giant cultivating a growing dependence on Iranian supply is India, which
will in all probability become the fourth-largest importer of oil in the world
by the year 2025—after the U.S., China, and Japan.'®

This state of affairs does not bode well for Israel. China is a central play-
er in the global arena, and a burgeoning India will not lag behind for long.
Both countries’ addiction to oil serves the strategic interests of the regime in
Tehran, and may hinder the efforts of the West and Israel to contain the Ira-
nian nuclear threat through diplomatic and economic sanctions. To be sure,
China and India are not interested in perpetuating this reliance; they would
much rather achieve energy independence. At this stage, however, they seem
content to secure a steady supply of oil from the Persian Gulf.

But the increase in oil prices is worrisome not only from Israel’s and the
West’s perspective; it is a problem with global ramifications. It condemns
developed countries to an economic slowdown, and their poorer counter-
parts to genuine catastrophe. Since oil is used not only as gasoline, but also
as an important component of chemical fertilizers, its swelling price both
inflates the cost of agricultural crops and increases transportation expenses,
thereby causing a sharp rise in food prices. With their ability to feed their
populations significantly curtailed, developing economies will become
susceptible to popular unrest and outbursts of violence—a sure recipe for
political and religious radicalization, with the active backing of those anti-
democratic countries that control the oil resources in the first place. It is
difficult to predict where such processes, in the Middle East or elsewhere,
will lead. What is clear, however, is that it would be unwise to sit idly by

without searching for a solution.

he geographical distribution of a natural resource is a fait accompli,

one that we have no choice but to accept. Yet the strategic value of

oil also results, to a great extent, from the fact that when it comes to its
main application—transportation—a successful commercial alternative

has yet to be found. Oil serves a variety of purposes: In addition to being a
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source of fuel, it is also a central element in the industries of petrochemicals
(plastic) and agriculture (chemical fertilizers). Nevertheless, what makes the
broad global use of oil (consumption currently stands at 84 million barrels
a day, as of 2009") so dangerously addictive is the absolute dependence on
gasoline and diesel for the propulsion of vehicles. Yet this dependence is not
irrevocable. A concentrated effort could bring it to an end.

It is important to remember, in this context, that until thirty years ago,
oil was considered a vital natural resource for the production of electric-
ity as well. In the early seventies, one-quarter of global electricity was oil-
dependent.? This dependence continued so long as oil prices were relatively
low. The 1973 embargo, which darkened houses and disabled factories, put
an end to this fool’s paradise; suppliers and consumers were awakened to a
reality of uncertainty. The industrialized world, and foremost the U.S., un-
derstood that its reliance on oil was incompatible with its need for a stable
energy market.

The immediate reaction of the American regulator and his counterparts
in other countries that had fallen victim to the energy crisis was a compre-
hensive attempt to decrease energy consumption through public awareness
campaigns and streamlining efforts. These steps were only partially success-
ful, however, and in any event were intended only as stop-gap measures. At
the same time, developed countries began to invest substantial resources in
the research and development of alternate means of generating electrical
power. Before long, these efforts paid off: From the eighties onward, the
Western energy sector managed to decrease its reliance on oil dramatically,
thanks to the widespread use of power sources such as nuclear fuel, natural
gas, coal, and running water. Though these substitutes are not without their
problems—the recent disaster at the Fukushima nuclear plant in Japan is
just one alarming example—no one misses the time when the OPEC com-
panies had their fingers on the power switch.

The situation is very different in the transportation sector, where failure
to employ a commercial replacement for gasoline and diesel has resulted

in a rigid demand for oil. No matter what the price of oil, consumers are
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forced to purchase it, or find other means of travel. The sad truth is, without
a continuous supply of oil, hundreds of millions of vehicles would come to a
halt on the world’s roads. The vast majority of modes of transportation—by
land, sea, or air—use refined petroleum products as a central source of en-
ergy. Each car that leaves the assembly line compatible with only this type
of fuel thus becomes, in effect, a hostage of the oil industry.

Like the energy sector, the field of transportation also threw itself into
research and development in the 1970s, actively seeking alternatives to oil.
This trend was reversed in the 1980s, however, when the steep decline in oil
prices made it a cheap, available resource once again. The short-sightedness
of investors and governments, which stopped offering incentives for the
identification of viable alternatives, led to a loss of the hitherto accumulated
knowledge and skill; many researchers and entrepreneurs abandoned the
projects they had undertaken in disappointment and anger. Nevertheless,
the progress made in this area was considerable, and leaves some room for
hope. A compelling example is afforded by Brazil.

As a developing country with a large population and vast territories,
Brazil was an avid consumer of oil prior to 1973. The energy crisis that
erupted in the wake of the Yom Kippur War sent shock waves throughout
the South American country, which determined to put an end to its ad-
diction to petroleum. Yet in contrast to other countries, which settled for
securing the independence of the electricity sector, Brazil chose to minimize
its reliance on oil in the transportation sector as well. It turned for a solution
to another natural resource, this one found in abundance within its borders:
sugar cane. Cane yields ethanol, or ethyl alcohol, a chemical that can func-
tion as a fuel for an internal combustion engine (much like gasoline). In
1976, Brazil required fuel producers to blend a certain amount of ethanol
(10-25 percent) into regular gasoline, thereby curbing oil consumption in a
relatively short period of time.

Thanks to the constant and cheap supply of ethanol from Brazil, in
1979 the Fiat car manufacturer presented a groundbreaking model powered

solely by this fuel; other companies were quick to follow suit. Brazil’s gas
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stations were equipped with two different kinds of pumps, one for gasoline
blended with ethanol, and the other for pure ethanol. Consumers could
calculate the price difference and take it into account when purchasing a car.
Not surprisingly, in the mid-1980s, the majority of vehicles purchased in
Brazil were customized for ethanol only. Of course, as with every trend, this
one, too, suffered from its ups and downs: Near the end of the decade, prob-
lems arose with the supply of Brazilian ethanol, whereas oil prices sharply
declined. As a result, gasoline-powered cars gained renewed popularity,
while the ethanol-adjusted cars all but vanished from the market. The cur-
rent changed once more in 2003, when Volkswagen launched a vehicle that
could be powered by cither gasoline or ethanol. The flex-fuel engine allowed
consumers to compare gasoline and ethanol prices not only when purchas-
ing a car, but at each and every fueling. The continued rise of oil prices since
has induced more and more Brazilians to buy this type of vehicle, and fuel
it, in most cases, with ethanol. As of 2008, the vast majority of new cars
bought in Brazil were flex-fuel vehicles, with only heavy diesel trucks still
using refined petroleum products.”

Ethanol is only one of a variety of biological fuels that can serve as a re-
placement for oil. Entrepreneurs and researchers are showing increasing in-
terest in “second-generation” biofuels, which originate in agricultural crops
that are not suitable for human consumption. In principle, it is possible to
mass-produce such biofuels in areas not used for agriculture, whether on ac-
count of the terrain or the climate. At the same time, researchers are hard at
work producing biofuels from organic waste, algae, and other raw materials
that can be processed without detracting from other needs.**

There are also considerable advantages to synthetic chemical fuels that
are not oil derivatives. The price of these fuels, which are based on gas, coal,
and other substances, is lower than that of refined petroleum products. Cars
powered by the synthetic fuel methanol and by natural gas are already on the
roads, even competing in races.”> And of course, natural gas is a considerably
more common resource than oil, is more equally distributed globally, and—as

we are now discovering—is found in abundance in Israel’s maritime area.**
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Important as the search for alternative fuels might be, a radical shift in
the car’s propulsion system may render it almost irrelevant. In recent years,
the electric car has gone from being a promising idea to a very tangible
reality. Neither this vehicle nor the infrastructure that supports it require
any oil. Transportation based on electric propulsion is more energy-efficient
and, no less significant, does not spew enormous amounts of pollutants
into the air. As electricity-producing technologies become more advanced,
as well as cheaper and cleaner, this alternative will become increasingly ap-
pealing both economically and environmentally.”

Let us be clear: None of the abovementioned solutions are ideal, nor
are any of them universally applicable. Brazil, which cultivates large sugar
cane plantations, enjoys an abundance of ethanol, but it is doubtful whether
widespread use of this biofuel is appropriate for countries with a different
climate. Electric cars may flourish in an urban environment thanks to short
driving distances and a multitude of charging stations, but it is unlikely that
they could be used efficiently in rural areas that lack the necessary infra-
structure. Keeping these limitations in mind, it would be more realistic to
expect the market to offer a variety of solutions and allow consumers to opt
for the alternative that best suits their needs.

But the road to this rather optimistic scenario is long, and not without
its pitfalls. The rigid demand for refined petroleum products is not the
only problem; the complexity of the transportation market also encumbers
its change. All that was needed to change the energy sector radically was
a decision on the part of suppliers, who control a variety of sources and
facilities, to replace the means of production. In the transportation sec-
tor, by contrast, such a step would require a great deal of coordination.
Understandably, no one would agree to invest in the industrial produc-
tion of alternative fuel sources without knowing with a high degree of
certainty that consumers would be able to purchase a car suited to that fuel
at a competitive price; that gas-station owners would be willing to supply
the product; and that it would be possible to transport the fuel from the

refinery to the pump.
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Clearly, a change of this scope could not take place without compre-
hensive preparation and close coordination between all active players in
the transportation industry: car companies, fuel producers, gas-station
operators, and government regulators. Above all, however, the intense in-
vestment necessary to make such an ambitious plan work demands patience
and long-term vision—hardly characteristics common among the parties
involved, particularly those of the private sector. The willingness of this sec-
tor to actively seek alternatives to oil is determined, to a great extent, by the
state of the market: When oil prices are high, entrepreneurs and business-
men are prone to be more daring, investing resources in research funds and
experimental scientific projects. But when the trend is reversed, and the oil
market once again seems attractive, the men of means tend to abandon the
men of vision.

Unfortunately, such economic and political short-sightedness is delay-
ing a development that could prove extremely beneficial to the lion’s share
of humanity. The widespread application of technologies that diminish the
need for oil would set a price limit on it, and curb the power and influence
of the countries that produce it. A market in which such technologies were
put into practice would offer new opportunities to countries not endowed
with immense oil fields but otherwise blessed with crops, coal deposits,
natural gas, and perhaps the most valuable of resources—a spirit of innova-
tion and human creativity. Finally, ending the oil addictions will serve the
global effort to minimize air pollution and greenhouse gas emissions. Thus
do the economic, political, and environmental interests of billions of people

converge here perfectly.

It is no secret that the Jewish state is one of the primary casualties of the
world’s dependence on oil, which strengthens those countries whose at-
titude toward Israel ranges from cool hostility to vocal hatred. Israel, then,
has a vested interest in doing everything in its power to assist the global

search for oil alternatives, and to reduce the world’s reliance on petroleum.
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Let us be clear: It is in Israel’s interest to /imit the price of oil, not to
destroy the industry altogether. The collapse of the Gulf’s main source of in-
come would wreak havoc, and may well serve extremist elements—thereby
only aggravating the tension between Israel and its neighbors. However, a
stabilization of oil prices at $40 to $50 per barrel—about half of the present
price—would cause no serious harm to the relatively moderate countries,
like Saudi Arabia, whose petroleum production is quite inexpensive. Iran,
on the other hand, would suffer a huge economic blow, which would threat-
en not only the current regime’s ambitions, but also its very survival.

Such a scenario would undoubtedly benefit others besides Israel.
Nevertheless, though many other countries would derive tremendous ben-
efits from the lowering of oil prices, their hands are tied as a result of both
internal and external pressures. It is in this regard that Israel enjoys a sig-
nificant advantage: As opposed to the U.S., China, India, or Britain, it has
no powerful and well-connected oil companies that can influence the cor-
ridors of power and sway public opinion. On the contrary, the discovery of
immense deposits of natural gas off Israel’s coast has only heightened the
state’s interest in promoting this alternative to oil. On this subject, a na-
tional consensus exists in Isracl—to which the political system, the business
elite, government officials, and the general public are all party.

Absent an oil lobby, the Israeli authorities can take a resolute and con-
sistent stand, as well as support significant initiatives in the field. Indeed, in
January of this year, the government decided to launch an ambitious multi-
year program whose goal is to promote “technologies to reduce the global
use of oil in transportation.” The program—described, not for nothing, as a
“national effort”—includes, among other things, generous funding for sci-
entific research, incentives for investment in local companies developing oil
alternatives, a scheme for implementing these alternatives in Israel as a pre-
liminary application site, and cooperation with multinational organizations
and countries seeking to reduce oil dependency, such as China and India.*

In many ways, then, Israel, for all its limitations, is the ideal platform

for this type of project. The country’s scarcity of agricultural lands and its
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existing industrial infrastructure do not allow for the mass growth of biofu-
els or mass production of synthetic fuels; giants such as China, Brazil, or the
U.S. are much better prepared to fill this role. Israel’s strength lies instead
in its intellectual resources: Israeli academia has trained world-renowned
researchers who specialize in the relevant fields, and the Israeli market is
teeming with large industrial clusters relying on quality human resources
and advanced knowledge. The defense, chemical, bio-agricultural, software,
and electronics industries can all take part in the combined and coordinated
effort to develop applicable alternatives to oil. Attesting to the local poten-
tial is the fact that some sixty Israeli companies, with hundreds of millions
of dollars in investments, were working in this field even before the govern-
ment’s decision to prioritize it.

The benefits Israel stands to gain from the global economy’s liberation
from its chronic dependence on oil cannot be overstated. Such a dramatic
change not only would create a new geopolitical environment in the Middle
East, one that would be—we may hope—more genial for Israel, but would
also highlight the Jewish state’s strength as a rich source of creativity and
scientific and technological innovation. Is there any greater realization of

the Zionist vision?

Eugene Kandel is the head of the National Economic Council in the Prime Minister
Office and a faculty member in the department of economics and the school of business
at the Hebrew University of Jerusalem. Netanel Oded is an economist with the
National Economic Council in the Prime Ministers Office.
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