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Oil prices have spiked once again, making them a topic of conversation everywhere from the halls of Congress to kitchen tables, and fueling fears that another oil shock may stall an anemic economic recovery.

Whether we like it or not, energy is the lifeblood of the global economy.

But while some countries have greater resources, none can match America’s record for innovation. That is the strength we should leverage to take control of our energy destiny and economic future.

Just as families are feeling squeezed by the return to triple digit oil prices, so are transportation providers and other American businesses.

Oil satisfies about 35 percent of our energy demand with roughly 70 percent of the 20 million barrels we consume every day used to move people and goods.

Despite the increasing popularity of products made in China and other low-labor-cost countries, making products for domestic consumption remains an important part of the American economy.

But manufacturing has always been highly dependent on transportation.

A manufacturing firm must receive regular shipments (mostly by truck) of the raw materials and semi-finished parts it needs to make its products.

The products must then be shipped (again, mostly by truck) to consumers.

As a result, transportation costs are an important component of the firm’s overall cost structure and profitability.

Since most transportation providers are low-margin operations, they have little choice but to pass higher fuel prices along to their customers.

Many manufacturing firms confront increases in their transportation costs large enough to destabilize their overall production cost structures, forcing them to choose from an array of unpleasant options.

Passing higher transportation costs on to customers in the form of higher prices may lead to reduced sales and therefore lower profits. Eating the cost hikes might keep sales up, but it will shrink profits.

Another option is to try and offset higher transportation costs by cutting other expenses. But this could mean laying off employees and cutting retirement and/or medical benefits for those who remain.

And becoming a smaller firm is rarely the route to higher profits.

How about subcontracting the production of some products to lower-cost firms in Mexico or China?

Lower production costs mean companies could continue to offer their products at existing prices without hurting the bottom line, but not without permanently reducing the number of American workers they employ.

Companies could stop producing some products that have especially burdensome transportation costs. But forcing customers to find new suppliers for some products carries with it the risk that they might shift all their purchases to a single “full-line” manufacturer.

The one thing all these options have in common is that they would contribute to further declines in American jobs and manufacturing capability, leaving the country more dependent on imports to meet our product needs.

Firms whose products are transportation services find themselves in even worse shape. For them, fuel purchases are usually their second largest production cost (after labor).

This is especially true of the domestic airline industry, which already has the astonishing record of having lost more money than it ever made.

The good news is that we are making progress in controlling our energy destiny and appetite for oil. On the supply side, domestic oil production has increased. Higher fuel efficiency standards have reduced consumption,

But leveraging our innovation advantage means doing more to develop economically feasible alternative energy technologies that can decrease dependency on oil. It also means coming up with ways to use our abundance of natural gas to reduce the demand for oil.

The effect of high transportation costs ripples through the economy, and approaches adopted to respond to those costs can result in a further reduction in domestic jobs and capacity.

The best answer is to use innovation to drive the combination of increased production and reduced demand for traditional energy sources that would allow Americans to take control of the future.
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