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²ƘŀǘΩǎ Happening to Oil and Food Prices? 

²ƛǘƘ ŜǾŜƴ LǊŀǉΩǎ al Maliki asking for a US departure date, the U.S. should look to accelerate the arrival of 
the day it gets a much-needed economic boost from lower military expenditures.    
 
Richard Vague 8/5/08 
 

Gas and food prices have increased at an alarming rate. Blame is being laid at the feet of India, 
China, biofuels, speculators and a host of other supposed culprits. 
 
But central to the real explanation is the Iraqi Warτand the resulting weak dollar and risk 
premium in oil prices. Our ŜŎƻƴƻƳȅ ŎŀƴΩǘ ƎŜǘ ƳŜŀƴƛƴƎŦǳƭƭȅ better until we stop spending the 
massive sums we continue to spend in Iraq. 
 
Supply and Demand 
 
On the eve of the invasion of Iraq, oil stood at $28 per barrel. It is now well over $100 and has 
touched as $140τan increase of roughly 4 times. 
 

 

 

Food prices are also up in the post-invasion period. For example, wheat, corn, and soybean 
prices are up roughly the same amount as each otherτ2 to 3 times their pre-invasion levels. 
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(Corn prices have increased at a similar rate as wheat and soybeans, somewhat discounting the 
notion that biofuel production is the major contributor to this rise.) 
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The most oft-cited reason for the rise in oil prices is the global rise in energy consumption. 

Proponents of this explanation will state that InŘƛŀΩǎ ƻƛƭ ŎƻƴǎǳƳǇǘƛƻƴ ǿŀǎ ǳǇ сΦт% last year, and 

/ƘƛƴŀΩǎ ǿŀǎ ǳǇ пΦм%. But in total, global oil consumption was only up 1.1% in 2007 as compared 

to 2006, and only 1.0% the year before that. !ƳŜǊƛŎŀΩǎ ŎƻƴǎǳƳǇǘƛƻƴ Ƙŀǎ ŀctually declined over 

last two years, as has both JapanΩǎ and the European UnionΩǎΦ WŀǇŀƴΩǎ ƻƛƭ ŎƻƴǎǳƳǇǘƛƻƴ ŘǊƻǇǇŜŘ 

3.5% in the last year alone. Note that the long car lines for gas in the 1970s were a result of our 

own price controls enacted at that time, not the lack of oil supplies. And current supply and 

demand characteristics for foods are not appreciably different than for oil. To put global 

demand characteristics in context, the global population growth rate itself is just above 1% per 

annum and has been decelerating slightly. 
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When these consumption increase levels are juxtaposed against the graph of oil price increases 
over the last several years, the fact that half of the recent price increase has occurred in a 
period of decelerating demand becomes apparent. 
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With only modest increases in demand, some commentators have tried to explain price 
increases by suggesting that ǘƘŜ ǿƻǊƭŘΩǎ ŎǳǊǊŜƴǘ 85 million barrels per day represents an 
effective άceilingέ for oil production which current demand is straining against. But an annual 
1% increase in global production is only 850,000 barrels per day, and the Saudis alone recently 
committed an additional 700,000 barrels a day, and have current capacity for more.  
 
 
Why prices are up  
 
Demand is in fact up globally for a wide range of commoditiesτincluding oil. But not at a level 
sufficient to support the tripling and quadrupling of prices seen in recent years. While we might 
speculate that current supply and demand trends would support an increase in oil prices from 
$28 to $50, $60 or even $80 per barrel, the idea that supply and demand alone accounts for the 
increase from $28 to $110 or $120 or Ϸмпл ŘƻŜǎƴΩǘ ƘƻƭŘ ǳǇΦ 
 
And much of the discussion about oil prices has focused on our dependence on foreign oil. We 
support the idea of reducing our dependence on foreign oilτand oil generallyτsince it is likely 
over time to bring strategic, environmental and demand-side benefits. But again, our 
dependence on foreign oil is not different today than it was in 2003 when oil was $30 per 
barrel. 
 
So then why are prices up? The first place to look is the weak dollar. Since the invasion of Iraq, 
the dollar has declined markedly against the Euroτin fact, it now takes 40% more dollars to 
buy the same number of Euros as compared to the period before the invasion. On the eve of 
the invasion, oil was approximately $30 per barrel and was ŀǇǇǊƻȄƛƳŀǘŜƭȅ ϵол per barrel. Since 
then, oil has reached roughly $120 per barrel, but only to ϵу0 per barrel. The difference? The 
decline in the dollarτƴƻǘǿƛǘƘǎǘŀƴŘƛƴƎ {ŜŎǊŜǘŀǊȅ tŀǳƭǎŜƴΩǎ ŘǳǘƛŦǳƭ ǇǊƻǘŜǎǘŀǘƛƻƴǎ to the contrary. 
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The second place to look is risk. The market price of oil began rising immediately after the 
invasion, and has continued to rise in part because of investor fears of a widening conflict and a 
ŘƛǎǊǳǇǘƛƻƴ ƛƴ ǎǳǇǇƭȅ ǊŜǎǳƭǘƛƴƎ ŦǊƻƳ ŎƻƴŦƭƛŎǘΦ ¢Ƙƛǎ άǊƛǎƪ ǇǊŜƳƛǳƳέ ǊŜŦƭŜŎǘǎ ǎǳŎƘ ǘƘƛƴƎs as the 
current heightened tensions between Israel and Iran, and the rise of conflict in Afghanistan and 


