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from Shimshon Bichler and Jonathan Nitzan
During the late 1980s and early 1990s, we identified a new phenomenon that we called ‘energy conflicts’ and

showed that these conflicts were intimately linked to the differential profitability of the leading oil companies.
Figure 1 below, which was first published in 1995, adds new data to bring this connection up to date.[2].
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* Return on equity is the ratio of net profit to owners’ equity. Differential re-
turn on equity is the difference between the return on equity of the Petro-Core
and of the Fortune 500, expressed as a per cent of the return on equity of the
Fortune 500. For 1992-93, data for Fortune 500 companies are reported without
SFAS 106 special charges. The last data point is for 2013.

NOTE: The Petro-Core consists of British Petroleum (BP-Amoco since 1998),
Chevron (with Texaco since 2001), Exxon (ExxonMobil since 1999), Mobil
(till 1998), Royal-Dutch/Shell and Texaco (till 2000). Company changes are
due to mergers. Energy Conflicts mark the starting points of: the 1967 Ar-
ab-Israel war; the 1973 Arab-Israel war; the 1979 Iranian Revolution; the 1979
Soviet invasion of Afghanistan; the 1980 Iran-Iraq War; the 1982 second Is-
raeli invasion of Lebanon; the 1990-91 first Gulf War: the 2000 second Pales-
tinian Intifada; the 2001 attack of 9/11, the launching of the “War on Terror’
and the invasion of Afghanistan; the 2002-3 second Gulf War; the 2011 Arab
Spring and outsourced wars; the 2014 third Gulf War.

SOURCE: Forrune; Compustar through WRDS.

The chart displays the differential return on equity of the ‘Petro-Core’, a group consisting of the world’s largest
listed integrated oil companies. During early 1960s, the group included six firms — British Petroleur ¢ 0w
Exxon, Mobil, Royal-Dutch/Shell and Texaco. The 1999 merger of Exxon an Mokl inén Tovanid.
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Now, each bar in the chart shows the Petro-Core’s differential rate of return ¢ =~/ ***/VY  #ve=«s

computed in two steps: first, by subtracting the return on equity of the Fortur World Economics
return on equity of the Petro-Core; and second, by expressing the resulting di  Review Blo g”
Fortune 500’s return on equity. Positive readings (grey bars) indicate differer

extent to which the Petro-Core beats the Fortune 500 average; negative readi

decumulation: they tell us by how much the Petro-Core trails this average.

Differential decumulation creates a ‘danger zone’ — i.e., a high likelihood of ; /0" 10882 other followers

the Middle East. The actual breakout of a conflict is marked by an explosion
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The Stylized Patterns

The figure shows three stylized patterns that have remained practically unche

Build a website with WordPress.com
First, and most importantly, every energy conflict save one was preceded by the Petro-Core trailing the average.
In other words, for a Middle East energy conflict to erupt, the leading oil companies first have to differentially
decumulate.[3] The only exception to this rule is the 2011 burst of the ‘Arab Spring’ and the subsequent
blooming of ‘outsourced wars’ (our term for the ongoing fighting in Lebanon-Syria-Iraq, which is financed and
supported by a multitude of governments and organizations in and outside the region). This round erupted
without prior differential deccumulation — although the Petro-Core was very close to falling below the average.
In 2010, its differential return on equity dropped to a mere 3.3 per cent, down from 71.5 per cent in 2009 and a
whopping 1,114 per cent in 2008.

Second, every energy conflict was followed by the oil companies beating the average. In other words, war and
conflict in the region — processes that are customarily blamed for rattling, distorting and undermining the
aggregate economy — have served the differential interest of the large oil companies at the expense of leading
non-oil firms.[4]

Third and finally, with one exception, in 1996-97, the Petro-Core never managed to beat the average without
there first being an energy conflict in the region.[5] In other words, the differential performance of the oil
companies depended not on production, but on the most extreme form of sabotage: war.[6]

The Universal Logic

These stylized patterns appear almost too simple, not to say simplistic — particularly when compared to
sophisticated explanations of Middle East wars. And maybe this is their beauty.

The experts on this subject — whether conservative or radical, Marxist or postist, materialist or culturalist,
international relationsist or regional punditist — are undoubtedly right. The Middle East defies any simple logic —
or at least that’s what the rulers want us to think. No determinism can account for its cultural subtleties, no
structural theory can explain its multilayered conflicts, no Eurocentric text can decipher its poststructural
discourses.

And yet, somehow, this kaleidoscope of complex specificities gets enfolded into the universal logic of modern
capitalism: the differential accumulation of capital. In the Middle East, we have argued, this process revolves
around oil profits:

Obviously, the flow of arms to the region [and its associated conflicts] is anchored not in one

particular cause but in the convergence of many: internal tensions [such as those leading to the Arab
Spring], inter-state confrontations [for example, the 1980-88 Irag-Iran War], conflicts between
coalitions of countries [the first, second and third Gulf Wars], superpower intervention [a permanent
feature], radical and anti-radical ideologies [the 1979 Iranian revolution, ISIS, etc.], nationalis™ Ttha
Palestinian intifadas], clericalism [Iran, Egypt, Afghanistan, etc.], economic turbulence and b © Follow

cycles [the unsatiated capitalist thirst for ‘cheap energy’]. . . . Yet, one
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processes can be seen as already engulfed by and absorbed into the ma * ***/'Y e

prize of all: oil profits (Nitzan and Bichler 2007: 376, translated from t World Economics
Review Blog”

Our analysis of this process has focused on what we called the ‘Weapondolla
formidable albeit tenuous alliance between the largest armament contractors,
OPEC and various branches of western governments:

The large oil companies and the leading arms makers both gained fronr 011 10,882 other followers

conflicts’ — the first through higher conflict premiums and the latter viz
beyond this common interest the position of these groups differed in cc
Overall, ‘energy conflicts’ tended to boost arms exports both in the shc
given that the weapon makers have had an open-ended interest in such
these conflicts should have been more or less unqualified. For the Petr
calculations are probably more subtle. . . . [T]he effects on their profits
would be positive only up to a certain point. Furthermore, the outcome
entirely predictable and carries the inherent danger of undermining their intricate relations with host
governments. For these reasons, we should expect the large oil companies to have a more qualified
view on the desirability of open Middle-East hostilities. Specifically, as long as their financial
performance is deemed satisfactory, the Petro-Core members would prefer the status quo of
tension-without-war. When their profits wither, however, the companies’ outlook is bound to
become more hawkish, seeking to boost income via a conflict-driven ‘energy crisis’ (Nitzan and
Bichler 1995: 497).
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Unfortunately for most subjects of the Middle East — and for the vast majority of the world population — the
empirical regularities of energy conflicts and differential profits we have teased out of this hypothesis remain as
true today as they were in the early 1970s.

QED

Looking backward, these regularities helped us explain the history of the process till the late 1980s. Looking
forward, they allowed us to predict, in writing and before the event, the 1990-91 first Gulf War as well as the
2001 invasion of Afghanistan and the 2002 onset of the second Gulf War.[7]-

We have not predicted the recent spate of energy conflicts — but only because our research over the past decade
has carried us away from the Middle East. The logic of our argument, though, remains intact. As Figure 1 shows,
any researcher who would have updated our data could have predicted, ahead of time, the 2011 Arab Spring and
its associated outsourced wars, as well as the 2014 third Gulf War against ISIS.

Of course, our Middle East story here is largely a fable, a way of making a bigger point. The region’s dramas —
its conflicts and wars, its oil crises and inflicted scarcities, OPEC’s machinations and outside interventions,
terrorism and nationalism, religion and culture — all have their own specific logic, or ‘narrative’. But the world
we live in is dominated by capital, and the very essence capital is to harness, internalize and subjugate each and
every power process, so that they all end up marching to its own universal drum beat: the differential
accumulation of dominant capital.

QED.
Endnotes

[1] Shimshon Bichler teaches political economy at colleges and universities in Israel. Jonathan Nitzan teaches
political economy at York University in Canada. All of their publications are available for free on The Bichler &
Nitzan Archives (http://bnarchives.net). Research for this paper was partly supported by the SSHRC.

[2] The figure appeared in Nitzan and Bichler (1995: 499). © Follow
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[3] In the late 1970s and early 1980s, and again during the 2000s, differential .
followed by a string of conflicts stretching over several years. In these instan World Economics
between the initial spell of differential decumulation and some of the subseqt  Review Blo g”

[4] It is important to note here that the energy conflicts have led not to higher
differential oil profits. For example, in 1969-70, 1975, 1980-82, 1985, 1991,
rate of return on equity of the Petro-Core actually fell; but in all cases the fall
Fortune 500 or too small to close the positive gap between them, so despite t
continued to beat the average.

Join 10,882 other followers

Enter your email address

[5] Although there was no official conflict in 1996-97, there was plenty of vi
of Kurdish areas and U.S. cruise missile attacks (‘Operation Desert Strike’).

[6] For the details underlying the individual energy conflicts, as well as a bro
process, see Bichler and Nitzan (1996), Nitzan and Bichler (2002: Ch. 5), Bi¢  Build a website with WordPress.com
and Bichler (2006).

[7] See Bichler, Rowley and Nitzan (1989: Section 2.3) for a prediction of the first conflict and Bichler and
Nitzan (1996: Section 8) for a prediction of the second.
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Debunking the theory of the firm—a chronology (Steve Keen and Russell Standish)

Green capitalism: the god that failed (Richard Smith)

Family Links

David Ruccio’s Blog

Dean Baker Op-Eds and Columns
Lars Syll Blog

Mark Weisbrot Op-Eds and Columns
No Apparent Motive

Norbert Hiring

real-world economics review

Steve Keen’s Debtwatch
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http://et.worldeconomicsassociation.org/issues/2014-3-1/
https://rwer.wordpress.com/2014/12/15/why-growth/
https://rwer.wordpress.com/2014/12/15/the-incompetence-of-economic-policy-makers-why-u-s-women-are-leaving-the-labor-force/
https://rwer.wordpress.com/2014/11/11/mainstream-macroeconomics-distorts-our-understanding-of-economic-reality/
https://rwer.wordpress.com/2014/12/16/this-real-world-attribute-straightforwardly-invalidates-walrass-law/
https://rwer.wordpress.com/2014/12/14/quantitative-easing-qe-for-the-eurozone-people-perfectly-possible/
https://rwer.wordpress.com/2013/09/05/summary-of-the-great-transformation-by-polanyi/
https://rwer.wordpress.com/2014/12/16/household-wealth-trends-in-the-united-states-1962-2013/
https://rwer.wordpress.com/2014/12/14/the-static-analysis-of-the-supply-and-demand-model/
https://rwer.wordpress.com/2014/12/09/transforming-economics-education/
https://rwer.wordpress.com/2014/12/13/in-the-usa-the-already-huge-wealth-gap-between-whites-and-non-whites-is-growing-2-graphs/
http://paecon.net/PAEReview/issue48/Angresano48.pdf
http://www.paecon.net/PAEReview/issue38/ArnspergerVaroufakis38.htm
http://paecon.net/PAEReview/issue46/Baker46.pdf
http://paecon.net/PAEReview/issue46/Sapir46.pdf
http://paecon.net/PAEReview/issue45/Baker45.pdf
http://paecon.net/PAEReview/issue52/Kellecioglu52.pdf
http://www.paecon.net/PAEReview/issue53/KeenStandish53.pdf
http://paecon.net/PAEReview/issue47/Shaffer47.pdf
http://www.paecon.net/PAEReview/issue56/Smith56.pdf
http://anticap.wordpress.com/
http://www.cepr.net/index.php/dean-bakers-op-eds/
http://larspsyll.wordpress.com/
http://www.cepr.net/index.php/mark-weisbrots-op-eds/
http://noapparentmotive.org/blog/
http://53966130.swh.strato-hosting.eu/home/index.php/en/
http://www.paecon.net/PAEReview/
http://www.debtdeflation.com/blogs/
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o The Progressive Economics Forum
e The Radford Free Press
e Thomas Palley

Contact
pae_news(@btinternet.com
follow this blog on Twitter

e RealWorldEcon

Recent books by RWER contributors
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http://www.progressive-economics.ca/author/jim-stanford/
http://www.radfordfreepress.com/?cat=3
http://www.thomaspalley.com/
http://twitter.com/realworldecon
http://www.amazon.com/Financial-Crisis-Stagnation-Destruction-Prosperity/dp/1107612462/ref=sr_1_1?s=books&ie=UTF8&qid=1409163687&sr=1-1&keywords=palley+thomas
http://www.amazon.com/s/ref=nb_sb_noss_1?url=search-alias%3Dstripbooks&field-keywords=robert+locke&rh=n%3A283155%2Ck%3Arobert+locke
http://www.amazon.com/End-Normal-Crisis-Future-Growth/dp/1451644922/ref=sr_1_1?s=books&ie=UTF8&qid=1409165968&sr=1-1&keywords=galbraith+james
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http://www.amazon.com/Plunder-Blunder-Rise-Bubble-Economy/dp/0981576990/ref=sr_1_6?s=books&ie=UTF8&qid=1409170880&sr=1-6&keywords=dean+baker
http://www.amazon.com/Economists-Powerful-Convenient-Distorted-Economics/dp/0857284592/ref=sr_1_1?s=books&ie=UTF8&qid=1409172905&sr=1-1&keywords=norbert+haring
http://www.amazon.com/s/ref=nb_sb_noss_1?url=search-alias%3Dstripbooks&field-keywords=neva+goodwin&rh=n%3A283155%2Ck%3Aneva+goodwin
http://www.amazon.com/Debunking-Economics-Revised-Expanded-Dethroned/dp/1848139926/ref=sr_1_cc_1?s=aps&ie=UTF8&qid=1409306363&sr=1-1-catcorr&keywords=steve+keen
javascript:void(0)
https://wordpress.com/?ref=lof

b

&3

HOLY |

i
OFMACRO <
ECONOMICS

THE BUBBLE
AND BEYOND

Pmer Cwaen

Capital Scommiilatiaon
and Wumen'y Laboa
i Aslan Economies

EC
FOR
E'ERYON

!

I
0
i

!
i‘ﬂiﬂi ¢

AR VINRVALY iAacalr

World Economics
Review Blog”

Get every new post delivered
to your Inbox.

Join 10,882 other followers

Enter your email address

Sign me up

Build a website with WordPress.com

© Follow

Tallawnr €Daal_



http://www.amazon.com/Holy-Grail-Macroeconomics-Lessons-Recession/dp/0470824948/ref=sr_1_1?s=books&ie=UTF8&qid=1409306776&sr=1-1&keywords=richard+koo
http://www.amazon.com/BUBBLE-BEYOND-Michael-Hudson-ebook/dp/B009M5TBMW/ref=sr_1_3?s=books&ie=UTF8&qid=1409307771&sr=1-3&keywords=michael+hudson
http://www.amazon.com/Capital-Accumulation-Womens-Labor-Economies/dp/1583672842/ref=sr_1_5?s=books&ie=UTF8&qid=1409308155&sr=1-5&keywords=jayati+ghosh
http://www.amazon.com/Economics-Everyone-Short-Guide-Capitalism/dp/0745327508/ref=sr_1_sc_1?s=books&ie=UTF8&qid=1409308457&sr=1-1-spell&keywords=jim+standord
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RWER Board of Editors
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Nicola Acocella (Italy, University of Rome) Robert Costanza (USA, Portland State University) Wolfgang
Drechsler ( Estonia, Tallinn University of Technology) Kevin Gallagher (USA, Boston University) Jo Marie
Griesgraber (USA, New Rules for Global Finance Coalition) Bernard Guerrien (France, Université Paris 1
Panthéon-Sorbonne) Michael Hudson (USA, University of Missouri at Kansas City) Frederic S. Lee (USA,
University of Missouri at Kansas City) Anne Mayhew (USA, University of Tennessee) Gustavo Marqués
(Argentina, Universidad de Buenos Aires) Julie A. Nelson (USA, University of Massachusetts, Boston) Paul
Ormerod (UK, Volterra Consulting) Richard Parker (USA, Harvard University) Ann Pettifor (UK, Policy
Research in Macroeconomics) Alicia Puyana (Mexico, Latin American School of Social Sciences) Jacques Sapir
(France, Ecole des hautes études en sciences socials) Peter Soderbaum (Sweden, School of Sustainable
Development of Society and Technology) Peter Radford (USA, The Radford Free Press) David Ruccio (USA,
Notre Dame University) Immanuel Wallerstein (USA, Yale University)

Revere Award in Economics

e Keen, Roubini and Baker

Dynamite Prize for Economics

e Greenspan, Friedman and Summers
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http://www.amazon.com/Economic-Reform-Now-Manifesto-Economies-ebook/dp/B00GR41IMC/ref=sr_1_3?s=books&ie=UTF8&qid=1409308155&sr=1-3&keywords=jayati+ghosh
https://rwer.wordpress.com/2010/05/13/keen-roubini-and-baker-win-revere-award-for-economics-2/
https://rwer.wordpress.com/2010/02/22/greenspan-friedman-and-summers-win-dynamite-prize-in-economics/
https://rwer.wordpress.com/author/anmayhew/
https://rwer.wordpress.com/author/brendan315/
https://rwer.wordpress.com/author/bruceedmonds/
https://rwer.wordpress.com/author/celtics18/
https://rwer.wordpress.com/author/deanbaker1/
https://rwer.wordpress.com/author/debtdeflation/
https://rwer.wordpress.com/author/denizkellecioglu/
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https://rwer.wordpress.com/author/jamieamorgan/
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