2 K | éappeningo Oil and Food Prices?

2 A 0K S @8 Maliki aslintfaR &iUSdeparture date, the S shouldlook toacceleratethe arrival of
the day it getsa muchneededeconomic boost from lower military expenditures.

Richard Vagu&/5/08

Gas and food prices have increased at an alarming rate. Blame is being laédfeét of India,
China, biofuelsspeculatorsand a host of other supposedilprits.

But central to the real explanation is the Iragi Waand theresultingweak dollar and ris
premiumin oil prices. Ous 02y 2 Y& OF y Qi bé&té& uintilYwé&dtoy dpghaifgdhe f &
massive sums we continue to spend in Iraqg.

Supply and Demand

On the eve of the invasion of Iraq, dibed at $28 per barrel. It isow well over $100 and has
touchedas$140xr anincrease of roughly times

Oil Price Increase

Up over 4 times A —
since Iragi invasion 120

Note: Data in this presentation
as of 8/5/08

Food prices are also up in the pasvasion period. For example heat, corn, and soybean
pricesare up roughlythe same amounas each other 2 to 3times their preinvasion levels.



(Gorn priceshave inceasal at a similarate as wheat and sdeans somewhatdiscounting the
notion that biofuel produadbn is themajor contributor to this rise.)
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Wheat Price Increase

~{ Up 2.5 times since |
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Soybean Price Increase

S Up over 2 times s * ez
since Iraqi Invasion .

The most oftcited reason for the rise in oil prices is the global rise in energy consumption.
Proponentsof this explanation will state thatRA I Q& 2 A€ O2 y &okadt yéarpadd/ oI a

/| KAY Il Qa % Buin tafal,@lobateiliconsumption was only up 24.in 2007 as compared

to 2006, and only 1.0% the year before thatY SNA OF Qa O 2 gfuallyz¥etliied avgr K a |
last two years, as hdmoth Japaf @nd the European Unidh &b LI- y Q& 2 A f  O2 y & dzY LJd
3.5% in the last year alonBlote that the long car lines for gas in the 1970s were a result of our

own price controls enacted at that timapt the lack of oil supplies. And currentpply and

demand characteristics for foods are raggpreciably different than for aillo put global

demand characteristicas context, the ¢pbal populationgrowth rate itself igust abovel%per
annumandhas keendecelerating slightly.



Oil Consumption Increase
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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 becas apparent.

Oil Consumption and Increase
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With only modest increases in demarsdme commentators haveied to explain price

increases by suggestitigat it KS ¢ 2 NI BxXmillon(dasdFer/day @resents an
effectivedeeiling for oil production vhich current demand istiining against. But a annual

1% increase in global production is only 850,000 barrels per day, and the Saudis alone recently
committedan additional 700,00barrels a day, and have current capacity for more.

Why prices are up

Demand isn factup globallyfor a wide range of commoditiesincluding oil Butnot at a level
sufficientto support the tripling and quadrupling of pricesenin recent yearsWhile we might
speculate that current supply and demand trends would supparincreasen oil pricesfrom

$28 t0$50,%$60 or even $80 per barrel, the idea that supply and demand alone accounts for the
increasefrom $28to $110 or$1Porbmnn R2Say Qi K2t R dzLJo

And much of the discussion about oil prices has focugeur dependence on foreign oil. We
support the idea of reducing our dependence on foreign aihd oil generally since it is likely
over time to bring strategic, environmental and demaside benefits. But again, our
dependence on foreign oil is not different today than it was in 2003 wdikewas $30 per
barrel.

So then why are prices up? The first place to look is the weak dsitare the invasion of Iraq,

the dollar has declined markedly against the Euno fact, it now takes 40% more dollars to

buy the same number of Euros as compatethe period before the invasiotdnthe eve of

the invasion oil was approximatgl$30 per barrel andvasl LILINE E A Y pefib&rtekSineeo n

then, oil has reached roughly $aper barrel, but only ta 9 perbarrel. The difference? The
declineinthedollarr Yy 2 6 A G KA GF yYRAY 3 { SONB (| NBthetcontiaiyd Sy Q&



Rise of the Euro vs. the Dollar

1.8

1.6

1 | 40% more
Dollaris
12 | :
required to
2
5 1 buy one Euro
w
2 08 | —Dollar:Euro
g i Invasion of Iraq ’
06
04
02 |
0
0 W OO = =~ N M T T O © I~ K~ ©
D OO 0O O 0O O O O o O O O o O
- o0 —&T ®e ™ o ™ ® T—™ o — ©® —™ o ™

The second place tabk isrisk The market price of oil began rising immediately after the

invasion, and has continued to rise in part because of invdstos of a widening conflict aral
RAANHzZLIGAZ2Y Ay &dzLJL) @ NB&adzZ GAy3 FNRs¥Wst@2y Tt AOG P
currentheightened tensions betweelsrael and Iran, and the rise of conflict in Afghanistan and
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