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If it hasn’t already, world oil production is about to reach a maximum, after which it will go into decline. When decline begins, world oil prices will leap much higher, and oil shortages will worsen year-after-year. The brief oil interruptions of 1973 and 1979 sparked recession, inflation, growing unemployment, and high interest rates.  The peaking of world oil production will be much more damaging and could well last much longer than a decade in spite of our best efforts.

Oil prices have risen by more than a factor of five since the late 1990s.  For the last three and a half years, world liquid fuel production has stagnated, which means that production has fluctuated within a relatively narrow volatility band. Such a long plateau in world oil production hasn’t happened in the last 50 years.

A growing chorus of influential individuals and organizations has warned of impending oil shortages.  Included are the International Energy Agency (IEA), Chevron, Shell, Total Oil, Statoil, Hess Oil, The Chinese Petroleum Institute, The Corps of Engineers, Volvo Trucks, a number of retired senior oil company geologists, and such American notables as James Schlesinger, Boone Pickens, Matt Simmons, and Charlie Maxwell.  Some sugarcoat their warnings with phrases like “supply will no longer be able to meet demand,” while others warn specifically of growing oil shortages.   

Consider statements by the Executive Director and Chief Economist of the International Energy Agency (IEA) associated with the release of their 2006 World Energy Outlook: "This energy future is not only unsustainable, it is doomed to failure…”  “… we are on course for an energy system that will evolve from crisis to crisis."  The IEA chief economist opined that he expects the oil industry's production capacity to “slightly outstrip demand” through the end of this decade, if all oil projects worldwide see the light of day, which he said was not likely.
Charlie Maxwell is often called the dean of world oil analysts. He tells us to expect gasoline at $12-15 per gallon within a few years.  Others warn of world oil shortages that increase each year.  Think about what oil shortages will mean to our economy with our everyday mobility requirements, extensive world trade, oil-based agriculture, just-in-time manufacturing, and long commutes to work. 

Some deny that the problem is imminent and tell us not to worry.  Included are OPEC, DOE EIA, CERA, ExxonMobil, and fewer and fewer others.  OPEC asks us to trust that it can and will act in our best interests.  The OPEC countries tell us to believe their secret, unaudited oil reserves claims, in spite of disturbing evidence they have been less-than-truthful in the past.

CERA has been consistently optimistic, but they have been wrong on many resource and price forecasts in the past.  They too ask us to trust them.  

In early 2005 the Department of Energy released a study that colleagues and I prepared on mitigating the impacts of peak oil.  We analyzed a worldwide crash program, because it represents the best that would be humanly possible.  We found that a crash program started 20 years before world oil peaking could avoid economic disaster.  On the other hand, waiting for peaking to become obvious -- the course we are presently following – means much more than a decade of dire economic circumstances.  At the time of our study, we took no position on when peaking might occur, because it was much less clear than it is now. Our primary conclusion was that growing world oil shortages will almost certainly outrun our very best human efforts, assuming that we wait until the problem is obvious. The fact is that there will be no quick fixes, because the enormity of lost oil production means that rapid mitigation is impossible.  

Today, credible forecasts indicate that oil declines will occur either immediately after the current production stagnation or after a few more years of production fluctuations.  But a matter of a few years is not significant when viewed in the context of a multi-decade crash program. 

Peak oil could indeed be another “Perfect Storm.”  This is because the world is increasingly focused, some say fixated, on man-made contributions to global climate change.  While some energy efficiency options may be similar for the two problems, other peak oil mitigation methods are not, so some wrenching value adjustments will be called for.  Which problem is more urgent is a matter for debate.  To me, the worst kind of disaster is hoards of people out of work, out of their homes, and desperate, which is what world oil shortages will deliver.

Energy experts know that it will take something like half a century for the world to meaningfully transition toward a more sustainable energy future.  In the meantime, world oil supply shortages will require other sources of liquid fuels to power the huge worldwide fleets of automobiles, trucks, airplanes, ships, and farm equipment.  

Most renewables won’t help because they produce electricity, which will be of no value in existing liquid fuel-consuming machinery.  Corn-based ethanol produces a fuel that can replace oil, but its energy efficiency is near zero; its climate impact is now believed to be negative; and it has already lead to higher food prices.  Oil peaking will force us to be much more pragmatic about our energy choices and to stop betting on seemingly wonderful technologies that cannot significantly contribute to the toughest energy challenge we’ve ever faced.  

Thinking about peak oil is extremely uncomfortable because it quickly conjures a cascade of events that lead to a major recession that deepens with time.  

How could peak oil happen?  It’s because oil is a finite resource, which the world is consuming at an ever-increasing rate. Oil production peaking has occurred in countries all over the world. The Royal Swedish Academy tells us that 54 of the 65 most important oil-producing countries are already past their peak oil production.  In the U.S. Lower 48 states, our production peaked in 1970 and has been declining ever since.  This happened in spite of dramatically improved technology and increased oil prices. 

The Royal Swedish Academy also tells us that the rate of discoveries of new oil reserves is less than a third of the present rate of oil consumption.  Some believe the number to be higher.  It’s not hard to comprehend that we’ve got a problem.

Keep in mind that seemingly small numbers have very large impacts when it comes to oil. For example, the 5% decrease in U.S. oil supplies associated with the 1973 Arab oil embargo was accompanied by a damaging economic recession.  A 1% change in current world oil production equates to over 800,000 barrels per day (bpd), which represents a huge volume. To save that level of consumption through improvements in the efficiency of the world’s light duty vehicle fleet would require more than a decade, assuming crash program implementation. The production of 800,000 bpd of substitute liquid fuels would require coal-to-liquids (CTL) plants costing $50 - 100 billion and more than a decade under the best of conditions, which don’t now exist.  The bottom line is that small decreases in world oil supply can have large economic impacts and necessitate unprecedented levels of mitigation hardware and investment.

An exercise called Oil Shockwave a couple of years ago concluded “It only requires a relatively small amount of oil to be taken out of the system to have huge economic and security implications.” Robert Gates made that statement prior to his current job as Secretary of Defense.  Among other Oil Shockwave conclusions was that a four percent global shortfall in daily oil supply would result in an oil price increase of nearly a factor of three and a severe recession in the U.S. 
And our whipping boys must change.  We can no longer blame the major oil companies, including the public’s favorite villain, ExxonMobil.  That’s because the majors now control only a small fraction of world oil.  Expropriations over recent years mean that National Oil Companies dominate world oil, and many of them are much more interested in near-term revenues than servicing the world’s thirst for oil.  Indeed, it can be argued that it is in their best interests to hold back production.

The peak oil issue is percolating up the public awareness ladder.  There are growing numbers of related articles in the media. The Administration gives indications that it recognizes the problem but isn’t speaking out directly.   More and more people on Wall Street are talking about the problem.  Last time I Googled “peak oil,” there were over four million items, including serious studies, newspaper stories, documentaries and blogs.

Peak oil could burst into active public consciousness at any time.  When it does, reactions are likely to resemble those of the 1973 and 1979 oil shocks:  Public panic, early hoarding-induced shortages, and major negative reactions on Wall Street. These problems occurred before, and they are almost certain to happen again.

Difficult compromises and decisive action will be needed. There will be no single solution; multiple mitigation options will be required.  Large-scale deployment of appropriate technologies will be essential, and government-facilitated industriall crash programs will be a must.  Research and development will be required at much higher levels, but make no mistake, R & D alone will have little impact in the near term.  Large-scale technology deployment is the only thing that can make a difference. 

Thank you for the opportunity to be heard.  I hope that these compressed thoughts will help to motivate greater attention to this horrendous problem. The task ahead will be unprecedented.

Dr. Hirsch is a Senior Energy Advisor at MISI and has been involved in virtually all aspects of energy technology in industry and government for over 40 years.  He is a past Chairman of the Board on Energy and Environmental Systems at the National Academies. 

PAGE  
1

