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High oil and gasoline prices continue to dominate the
news. Over the last year, the price of crude oil has risen 80
percent while the price of gas at the pump is up 26 percent.
Rising oil prices have a way of renewing interest in energy
independence. Rather than being hamstrung by the whims
of a volatile international marketplace for oil, so the logic
goes, America should develop its own domestic energy
resources and break free from the dependence on foreign
oil.

The road to energy independence, however, is neither
straight nor downhill and, just maybe, it is a road we need
not travel. Discussing energy independence often gets
detoured into discussions of energy conservation, global
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warming, and eventually geopolitics. Achieving energy
independence is much more complicated than just
developing reliable cost-effective domestic energy sources.
Basically, the energy independence discussion must now
address why the US consumes so much energy, why the
US emits so much in terms of CO2 gases, and whether
energy independence should even be a policy goal in the
first place.

At this point it may be helpful to consider the different
sources of energy used in the US and how each contributes
to the country’s total energy consumption. Figure 1 shows
the domestic energy production components as well as
energy imports in the US for 2007. Combined domestic

production and imports
correspond to total energy
consumption. In total, the US
consumed over 100
quadrillion Btus of energy in
2007, 34 percent of which
came from imports. Coal is
the largest domestic energy
source accounting for 22
percent of the total, natural
gas accounts for 21 percent
and crude oil and nuclear
power account for 8 percent
each. The remaining 7
percent of domestic energy
production includes hydro,
biomass, and other sources.

As a share of total energy
consumed, imported energy
has risen from 14 percent in
1980 to the present level of
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34 percent, and Figure 1 reflects the fact that
most imported energy sources are petroleum
products. While growth in imports is an
indicator of growing dependence on foreign
oil, it should be noted that the shift toward
foreign oil has been partly due to the decline
in real oil prices relative to their levels in the
early 1980s. As Figure 2 shows, the real price
of crude oil per million Btus declined from
1980 through the late 1990s and has risen
since. Its rise has been more rapid than the
price rise in natural gas while the price of coal-
based energy has generally declined.

The recent interest in energy independence
then is directly related to the relative increase
in the price of petroleum products. As the
price of oil rises, other energy sources, even
those that were previously too expensive to
consider, become feasible. Are any of the
domestic energy sources viable alternatives
to petroleum? Expanding coal- and nuclear-
based energy production is definitely possible,
but it seems that all of the current domestic
energy sources carry with them a litany of
environmental and other objections.

First consider coal. As Figure 2 shows, the
real price of coal-based energy has been
declining. Additionally, the United States has
the largest coal deposits in the world.
However, because coal is considered a

relatively dirty fuel, using it to replace
petroleum meets with many environmental
obstacles. Proven domestic reserves of
natural gas, a clean fuel by comparison, are
currently limited and as a result are not viewed
as a viable alternative to oil. Nuclear energy
is clean in terms of CO2 emissions, but no
new nuclear plants have been built in the US
since the 1970s due to safety scares and the
issue of nuclear waste disposal. Clearly, the
current state of environmental objections
makes the expansion of nuclear energy
production unlikely.

This is where the road to energy
independence takes a detour. If expansion of
traditional energy sources is objected to on
practical or environmental grounds, then any
replacement of foreign oil must come from
potentially environmentally friendly renewable
energy sources such as hydroelectricity,
biomass, ethanol and biodiesel, and other
renewables like solar and wind. Expanding
hydroelectric production can be crossed off
the list for having both practical and
environmental problems, leaving only biomass,
plant-based fuels, and other renewables.
These energy sources may have their up-
sides, but they also have weaknesses.

It is now becoming apparent that the recent
rush to expand grain-based ethanol
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production has led to expected, though
previously down-played, economic
consequences. Grain prices have risen as
more acres are devoted to corn for fuel
production. Further, ethanol production is only
viable because of the 51 cent tax subsidy and
the protective tariff on imports. Without the
subsidy and tariff ethanol loses its
attractiveness. There is also growing evidence
that it is not as environmentally friendly as it
has been touted to be.

Figure 3 presents the Department of
Energy’s energy consumption forecast out to
2030. The forecast indicates that ethanol and
biodiesel are not expected to account for a
very large percentage of total energy
consumption in future years. Energy from
biomass such as wood and wood products
as well as other renewable energies like solar
energy are also unlikely to
become leading energy
sources over the next few
decades, though biomass is
expected to grow in
importance. The forecast
suggests a growing role for
coal in meeting our energy
appetite while the role of
imported petroleum products
declines slightly and then rises
toward the end of the
projection. Based on the
2008 forecast, total energy
consumption is only expected
to grow 11 percent between
2006 and 2030 while last
year’s forecast anticipated a
23 percent increase. The
reduction in forecasted
consumption is attributed to
a number of causes ranging from predicted
energy prices to future economic growth.

Regardless of the pace at which energy
consumption rises, these forecasts do not
anticipate energy independence anytime soon.
Rather, the US, like many other developed
countries, relies on imported energy now and
is expected to continue this dependence in
years to come. In fact, based on 2005 data
for the G8 countries, the US produces

relatively more of the energy it consumes than
Italy, Japan, Germany, and France, but less
than Russia, the United Kingdom, and
Canada. When the US is compared to other
countries, it is often portrayed negatively as
consuming the biggest share of the world’s
energy and emitting the most CO2. While this
is a true representation, it is seldom mentioned
that our energy consumption is right in line
with the output of our economy. Remarkably,
the US consumes 21.8 percent of the world’s
energy, emits 21.1 percent of the world’s CO2

and produces 22.3 percent of the world’s
GDP. This is not to say that the pursuit of
alternative domestic energy sources,
particularly environmentally friendly sources,
is not important, but alternative energies must
be viable on their own merits.

It is difficult to satisfy the competing policy

goals of attaining energy independence that is
constrained to environmentally friendly
sources while at the same time maintaining
economic growth. Public policies that both
reward technologies that improve general
energy efficiency and that overcome the
environmental externalities associated with
proven coal and nuclear energy sources have
the best potential in moving the US toward
these goals.
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