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The disaster in the Gulf of Mexico has highlighted for many policy makers the economic and envi-

ronmental consequences of the United States’ dependence on oil.  In the coming months policy mak-

ers are likely to debate a variety of measures to deal with the disaster, including changes to liability 

rules, new safeguards for domestic offshore drilling, and re-organization of key oversight agencies.  

However, these new measures and existing polices fail to address many of the social costs (or 

“negative externalities”) caused by the exploration, production, transportation and importantly con-

sumption of oil .  We propose imposing a fee on oil production and use equal to social costs of oil, 

and channeling the revenues from these fees through a “Comprehensive Oil Pollution and Energy 

Security Trust Fund”.  This fee would reduce oil consumption to more optimal levels.  Revenues from 

the fund would be used to address the national security, economic and environmental costs to the 

United States from dependence on oil.  The remainder of the paper discusses why this mechanism is 

needed, the existing law and policy context, potential funding sources and expected benefits. 

Comprehensive Oil Pollution Impacts on the United States 
Petroleum exploration, production, transportation and consumption (domestic and international) 

imposes costs on the United States related to national security, economic growth, environmental 

protection and climate change that are not captured in the price of petroleum.  These costs include:    

National security threats:  The United States’ dependence on oil imposes social costs related 
to U.S. national security.  These costs include enriching and empowering leaders who 

threaten U.S. foreign policy goals and finance terrorism, undermining U.S. democracy and 

humanitarian objectives in oil-exporting nations and increasing the need for and cost of cer-

tain U.S. military interventions.1     

 

Economic damage:  Low global prices of petroleum have been a driver of U.S. economic 
growth, but there is evidence that oil price fluctuations and increasing global demand affect 

the U.S. economy.2 The U.S. National Renewable Energy Laboratory estimates that moderat-

ing global fossil fuel demand through clean energy cooperation could reduce domestic oil 

use costs $10-50 billion per year by 2020 and provide $25 billion per year in benefits from a 

stronger dollar and improved trade balance.3   

 

Climate change: Oil consumption is a major cause of global warming.  In 2008 petroleum 
consumption was responsible for over one third of global energy-related climate change 

pollution4,which is already harming the United States and U.S. national interests abroad.5  

The impacts of climate change on the United States are already being felt in all regions, and 

include increased challenges to livestock and crop production, threats to human health and 

water stress.6 

 

Deforestation: Oil exploration and use is a major driver of deforestation in some parts of the 
world, including the United States.  The roads needed to build oil wells, pipelines, refineries 

and shipment centers often open up intact forests to human settlement, which then leads to 

deforestation for ranching and farming.  Researchers have also found that oil and gas explo-

ration is a key driver of deforestation in the Ecuadorian and Peruvian Amazon, home to some 

of the most biologically rich tropical forests in the world.7  In addition, some forest resources 

will be negatively affected by climate change impacts.8   
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While U.S. policy makers have proposed mechanisms to account for the direct impacts of spills on 

the United States, other mechanisms are needed to address the full scope of threats to the United 

States from oil exploration, production, transportation and consumption. 

 

Existing Law and Policy Context 
Oil companies are currently held financially liable for the full costs of cleaning up their own oil 

spills, for natural resource and economic damages from their own oil spills up to $75 million per 

spill, and for damages above this cap from all oil spills (not just their own) through an 8 cents per 

barrel fee on oil that is channeled to the Oil Spill Liability Trust Fund (which also has a per-spill cap 

on expenditures).9  Recent policy proposals have targeted both increasing or eliminating the initial 

liability cap for natural resource and economic damages and increasing the per-barrel fee chan-

neled to the Oil Spill Liability Trust Fund in order to raise revenues to pay for additional damages. 

 

However, none of these policy proposals would provide new mechanisms to address the full range 

of social costs of U.S. reliance on petroleum, including those related to national security, economic 

impacts of dependence on petroleum, climate change adaptation needs, and deforestation caused 
by oil exploration and use.  Current funding to address these costs is limited and comes through an-

nual appropriations of general taxpayer revenues.   

 

New Proposal 
Core idea 

 

The economically efficient way to address these costs is to impose new fees on oil production and 

use, through a “Comprehensive Oil Pollution and Energy Security Trust Fund” (COPE) with the man-

date to fund programs or activities that address all of the social costs to the United States from oil. 
 

How it would work 

 

Similar in structure to “Superfund” or the Oil Spill Liability Trust Fund, COPE’s primary components 

would be a dedicated source of revenue, revenue offsets, fees and penalties and a list of permissible 

uses.  Each year revenues would automatically be channeled to the Fund through these mecha-

nisms, and monies raised would be allocated to government programs through the appropriations 

process.  These could include existing and new programs to address the costs of U.S. oil depend-

ence, including U.S. national security, deforestation caused by fossil fuel exploration, production 

and consumption, resilience to climate change impacts, and technology and energy efficiency.  Un-

appropriated monies would remain in the Trust Fund and be invested in interest bearing assets.     

 

Funding Sources 

 

To maximize the economic efficiency of these programs, monies for the COPE could be raised en-

tirely from new fees on oil use and the removal of certain tax preferences for oil companies.   Op-

tions include per-barrel liability fee increases on all oil produced or consumed in the United States 

(each 1 cent increase would raise about $70 million per year), per-barrel fees on imported oil 

(which could raise up to $9.5 billion per year), revenues from an excise or income tax on windfall 

profits to oil companies (up to $10 billion per year), redirecting harmful subsidies for fossil fuel in-

dustries (about $45 billion over 10 years) or a new price on carbon pollution (which would raise tens 

of billions annually).10  See Table 1 for a proposed funding mix and the Appendix for a proposed 

legislative framework.   

 

Funding should go towards programs that address the full range of social costs imposed by U.S. oil 

dependence.  These include:  
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Existing or new energy efficiency and clean energy programs, including international coopera-

tion programs 

Existing or new programs to prevent deforestation and improve resilience to climate impacts, 

including international cooperation programs 

Existing or new clean energy export promotion programs  

New programs to address national security threats of  oil consumption 

In order to be most effective in addressing this wide range of impacts, the Fund should allow contri-

butions to domestic, bilateral and multilateral programs. Based on estimates of the revenue-raising 

potential of different mechanisms and annual needs in these areas, the Fund should aim to mobilize 

$4 billion per year from 2011-2020.11  

 

Table 1: Funding Mix for Comprehensive Oil Pollution and Energy Security Trust Fund 

 
 
Estimated Benefits 

 

Specific benefits provided by COPE would depend on how funding is distributed among different 

uses and how much funding can be leveraged from other countries or institutions (such as for ad-

dressing deforestation).  In addition, the costs and benefits of addressing national security threats 

and adapting to climate change are inherently difficult to quantify.  However, assuming funding is 

divided equally between the four impacts discussed previously in this paper (each receives $10 bil-

lion over 10 years or $1 billion annually), the following benefits could be derived:  

 

National security threats: greater flexibility to pursue foreign policy objectives and a lower 
importance of protecting oil supply and supply routes in military intervention decisions. 

 

Economic damage: the United States could create 30,000 jobs in clean energy export indus-
tries, while reducing U.S. oil costs by $1-3 billion per year.13 

 

Climate change: the United States could provide a down payment on climate change adapta-
tion efforts, which are expected to require tens of billions annually by 2020.14 

 

Deforestation: the United States could help reduce greenhouse gas emissions from deforesta-
tion 400 million tons per year by 2015 with further reductions through 2020.15 

 

Sources Revenue12 

New 50 cent per barrel petroleum fee $20 billion over 10 years 

Authorize appropriations of $1 billion per 

year, offset by removing some fossil fuel sub-

sidies 

$10 billion over 10 years 

1% of auction revenues from a new carbon 

pricing mechanism 

$10 billion over 10 years 

Total $40 billion over 10 years 
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Appendix: Legislative Framework  

The legislative framework for COPE would be simple, and include three main sections. 

Establish the Trust Fund 

List of taxes, fees or penalties appropriated to the Trust Fund (i.e. the taxes received under sec-

tion x, y, z) 

List of permissible uses (i.e. to carry out the purposes of section x, y, z of the Senate oil pollution 

bill) 

Other authorities (i.e. borrowing, lending) 

Revenue raising mechanisms 

Modify Title 26, Section 4611 of the U.S. Code to include a new 50 cent per barrel financing rate 

for the Trust Fund 

Authorize general fund appropriations and remove specific fossil fuel subsidies to provide a 

revenue offset 

Other mechanisms, including carbon pricing, windfall profits taxes or fees on imported oil 

List of permissible uses 

Existing or new energy efficiency and clean energy programs, including international coopera-

tion programs 

Existing or new programs to prevent deforestation and improve resilience to climate impacts, 

including international cooperation programs 

Existing or new clean energy export promotion programs  

New programs to address national security threats of  oil consumption 

Bilateral or multilateral funds addressing any of these issues  
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* Andrew Stevenson is director of research and policy at Climate Advisers.  Nigel Purvis is president of Climate 
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