








THE END oF CHEAaP OIL

Storm Clouds in the Old Crystal Ball

Metroplan is in the business of doing long-range
planning (25-50 years in the future) for public infra-
structure for our central Arkansas metropolitan area.
Like all good long-range planners, we have our own
crystal ball that we gaze into to try to divine the fu-
ture. Lately we've been seeing some storm clouds on
the horizon. It’s hard to tell yet how fast the storm is
moving, but it looks like it will be a humdinger when
it gets here.

While we don’t want to be like Chicken Little,
we do think this is important enough to share some
information with you. I'm talking about the end of
cheap oil. President Bush said “We are addicted to
oil.” That is only partly true. The United States is ad-
dicted to cheap oil, indeed our entire society is based
on cheap oil and on the assumption that it will last
forever. It will not. There is increasing evidence (as
if $100/barrel crude is not enough) that its end is near
if not here already.

Like any issue worth its salt, this one is complex.
The world is not on the verge of running out of oil even
if nearly all of the giant pools near the surface have
been discovered already. There are enormous reserves
of unconventional oil in tar sands and oil shales that
will be recovered, but at far greater cost in dollars
and to the environment. On the demand side, the

Has Petroleum Passed Its Peak?

In 1956, petroleum geologist M. King Hubbert pre-
dicted that U.S. oil production would peak by the
early 1970’s, then decline. Coming at a time when oil
use was zooming upward, Hubbert’s killjoy predic-
tion seemed absurd. Yet U.S. oil production attained
its zenith in 1970, and has been careening downhill
most of the time since. Enhanced recovery techniques,
computer-assisted geologic imaging, offshore drilling,
and production from Alaska’s North Slope have not
reversed the downward slide. By 2006 U.S. domestic
oil production was just 53 percent of its 1970 peak.

rapid industrialization of China and India has driven
demand up dramatically. Now that demand is pushing
available supply, it opens the door for market specula-
tors (generating more chaotic price movements), and
international mischief by oil exporters like Russia, Iran
and Venezuela.

The sharp rise in oil prices that we have seen in
late 2007 portends a future in which a finite and stra-
tegic commodity is chased by a rising tide of billions
of people newly arrived in the middle class who want
to trade in their bicycles and carts for autos and trucks.
Oil will get much, much more expensive in real terms
as we advance into this new century.

This issue branches into global warming, global
population growth, and economic and military secu-
rity. We won't go there now. The purpose of the follow-
ing articles is to give our readers advance notice and
some background on an issue that will fundamentally
impact all aspects of our daily lives in the future.

Like all storm clouds, however, this one has a sil-
ver lining. It provides incredible business opportunities
in alternative energy, conservation, telecommunication
and transportation. And it provides a challenge for our
region to become globally competitive in the future.
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The history of U.S. oil production, shown in Chart 6,
has eerily resembled the bell-shaped curve of Hub-
bert’s original prediction.!

Hubbert’s central insight was that the production
rate of oil (or any other resource) depended on the
unproduced fraction remaining in the ground.? So
long as the oil so far produced is a tiny share of the
total, production can increase rapidly in response to
demand. But the economic forces that pull the pro-
duction curve upward early in the cycle gradually give
way to geological constraints that bend it back toward
slowdown, peak, and ultimate decline.?

! Data for chart from U.S. Energy Information Agency, at <http://www.eia.doe.gov>
2 For a readable discussion of Hubbert’s methodology, see Kenneth Deffeyes, Beyond Oil: the View from Hubbert’s Peak, 2005.
3 Or, to quote Kenneth Deffeyes, “the oil production rate depends linearly on the fraction of the total oil that remains to be produced.” Beyond

Oil, p. 42.
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Chart 6

Annual U.S. Oil Production 1859-2006
(Billion bbl)
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In 1969 Hubbert forecast that world oil produc-
tion, then still accelerating, would top out a similar bell
curve and begin declining shortly after the year 2000.
In this view, recent world production figures shown in
Charts 7 and 8 are revealing a peak that may already
be past - Hubbert’s future could be our present. Global
oil production per capita actually peaked nearly twenty
years ago — in 1979 — and has been slowly declining
ever since.*

Advocates of a more optimistic view of oil
supply point out that Hubbert’s curve may only be
valid for areas, like the United States, that have been
extensively explored.” Historically, the petroleum
industry has alternated
between cycles of surplus
and shortage. Low prices
in the late 1990’s and early
2000’s slowed oil explo-

Chart 7

World Oil Production 1960-2006
(Million bbl/day)

Why Oil Will be Constrained in Any Case

The prospect for oil over the next few decades looks
daunting. The United States today imports about 65
percent of its oil. Domestic oil production peaked
27 years ago, and barring a revolution in conserva-

Chart 8
Monthly World Oil Production
2005-2007
(Million bbl/day)
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* Albert E. Bartlett, “Thoughts on Long-Term Energy Supplies,” Physics Today, July 2004.

% Leonardo Magueri, The Age of Qil, Praeger Publishers, 2006, p. 205.
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