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Introduction
As an international investment banker with Dresner Partners, 

I am very interested in the politics of governments and how they 
affect the flow of business transactions globally. In multiple trips 
to China, India, Turkey and other emerging economies, I have ob-
served first hand the voracious energy appetite of these high growth 
economic engines. As the global energy industry comes under ever 
increasing political scrutiny, and as governments worldwide begin 
to favour and fund alternative energy technologies, these politics 
become ever more important.

Historical Nationalization of Oil & Gas 
Reserves

Global trends in the nationalization of oil and gas reserves are 
well understood with the historical formation of national oil com-
panies such as Petróleos de Mexicanos (PEMEX), Saudi Aramco, 
Petróleos de Venezuela, PetroChina(1) and Russia’s Gazprom. 
While many private citizens in most countries usually assume that 
the major oil companies control their product, in fact nearly 80 per-
cent of the world’s oil reserves are held by national oil companies 
with no private equity, and there are 13 state-owned oil companies 
with more reserves than ExxonMobil, the largest public multina-
tional oil company.

The politics of nationalized oil usually revolve around jingo-
istic themes that a country’s oil is being “taken” by foreign oil gi-
ants. But in reality, the economics of nationalized oil most always 
revolve around a few elites gaining extraordinary wealth at the 
expense of their country’s citizens. The history of oil-dependent 
countries has produced what Stanford University professor Terry 
Lynn Karl(2) has called “the paradox of plenty.” 

Relatively speaking, oil creates few jobs and it distorts and de-
stroys jobs in other economic sectors. The export of oil distorts an 
economy, for example, by increasing a country’s exchange rate. 
“Oil rents drive out any other productive activity,” said Karl. “Why 
would you bother to produce your own food if you could buy it? 
Why would you bother to develop any kind of export industry if 
oil makes your money worth more and that hurts all your other 
exports?” Norway is the exception that proves the rule, with a na-
tional oil sovereign fund(3) worth 2.28 trillion kroner ($357 billion) 
for just 4.8 million citizens.

As and when the world’s economy begins to recover from 
the present deep recession, global demand for oil will resume its 
steady growth. Based on what is known about the world’s petro-
leum reserves, nearly all of future increases will have to come from 
countries that have national oil company monopolies. These gov-
ernments are, in many cases, politically unreliable except in their 
desire to keep the price of a barrel of oil high.

Insufficient Global Supply to Meet 
Demand

Energy efficiencies, conservation, alternative energy and giant 
new oil and natural gas fields in areas where private companies 
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can explore will not be enough to meet the rising demands of our 
growing global economy. Even if these sources could meet the de-
mand in developed economies, they fail when we factor in demand 
from China and India. Tata Motors in India, for example, is manu-
facturing the first sub-$2,500 car in history with its new Nano(4), 
and more than 200,000 Indian citizens have already paid deposits 
to receive one. Meanwhile, China is expected to account for one-
third of the increase in oil demand in the next two decades, with 
auto ownership growing to at least 150 million by 2030. Finally, 
two-thirds of the world’s known oil and gas reserves are in coun-
tries that either limit access or close their reserves to foreign com-
panies. Something has to give.

Projected $35 Trillion in Government 
Public Works Spending

The politics of energy are changing. As the cost of oil resumes 
its increase from roughly $62 per barrel to $100 and higher, the 
hurdle rate for investments in a variety of alternative energy sec-
tors will be reached. Until then, the politics of recent government 
stimulus spending globally in this recession are providing tax sub-
sidies in a myriad of forms to influence immediate development. 
“A wave of government bailouts around the world and a sharp de-
terioration in existing infrastructure could lead to as much as $35 
trillion in public works spending over the next 20 years, according 
to a new study by CIBC World Markets.” (5) We estimate that 
nearly 20 percent of these funds will influence the development of 
alternative energy. This, by definition, is politically “hot” money 
that attracts projects, good and bad.

Nationalization of Alternative Energy 
Systems

We predict that the same nationalization trends that overtook the 
oil and gas sectors in the last 50 years will eventually migrate into 
the establishment of heavily subsidized alternative energy indus-
tries as well. The sheer scale of alternative energy demand will fa-
vour large multinationals. Once such energy sources are integrated 
into national “smart” energy grids, they present very attractive tax-
ation opportunities for governments. This will satisfy governments 
for a time, until alternative energy profit curves begin to match oil 
and gas. At that point, governments will be tempted to intervene 
and nationalize or heavily regulate alternative energy assets. The 
rationalization for this political intervention will be simplicity it-
self; the recovery of years of tax subsidies spent in developing each 
alternative energy sector in question.

As massive offshore wind power projects begin to blanket a 
country’s coastal waters, it is not difficult to imagine that country 
invoking its 200-mile marine boundaries and nationalizing wind 
farms. Control over wave and tidal power are easy concepts once 
wind power is acquired. As large-scale solar power “farms” are 
aggregated into ownership by one large multinational or another, 
it is equally plausible that the government will step in as the sov-
ereign owner of the “air rights” that facilitate access to light. In 
short, there is no reason not to suppose that governments will ulti-
mately follow the same path they have historically followed with 
oil and gas. Investors in alternative energy would be wise to take 
this into account.

If this sounds alarmist, one might consider that H.R. 2454: Amer-
ican Clean Energy and Security Act of 2009(6) (known as “cap and 
trade”) passed by 219 to 212 votes in the U.S. House of Representa-
tives on June 26, 2009. This 300 page bill (plus a 300 page amend-
ment) is perhaps the most pervasive energy taxation vehicle in the 
history of America. Its premise is to slow global warming, but a close 
read of even a few pages describes mechanism after mechanism for 
existing units of government to control and tax energy at every 
level. As Thomas Jefferson said, “Great innovations should not be 
forced on a slender majority.” 

The Future of Energy
The vast global infrastructure of oil and gas will continue to 

supply the majority of world energy needs in the near term. How-
ever, the voracious tax appetites of governments will route def-
icit spending into alternative energy systems as revenues generated 
by traditional energy sources inevitably decline as oil and gas re-
serves are depleted. The rules of supply and demand will trump 
political market distortions, albeit at great cost to consumers the 
world over.
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