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Committee Secretary
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Department of the Senate
PO Box 6100
Parliament House
CANBERRA ACT 2600
Dear Secretary,
Investment of Commonwealth and State Funds in Public Passenger Transport Infrastructure and Services: Peak Oil and National Security Implications
Thank you for the opportunity to inform the Committee’s inquiry into the investment of Commonwealth and State funds in public passenger transport infrastructure and services. This submission from the ASPO-Australia Defence & Security Working Group highlights the nexus between national security and public transport in the peak oil era.
Since the Committee’s 2006 peak oil inquiry,
 developments in the world oil supply-demand situation indicate that a national peak oil mitigation effort is now a matter of urgency. Many of these developments are detailed in ASPO-Australia’s main submission. In summary:

· Oil production in many of the world’s major oil fields and oil producing countries continues to decline, in some cases much more steeply than anticipated. Production in Canterell, Mexico, which was the world’s second most productive field until peaking in 2005, declined by 25 per cent in 2006 and has declined by more than 60 per cent from its peak. Production in Burgan, Kuwait, now the world’s second most productive oil field, also peaked in 2005, and it has been revealed that Kuwait’s oil reserves were overstated by one half. Production in Prudhoe Bay and the North Sea continues to decline steeply, with the British Government aiming to arrest the decline rate in the latter to 7.5 per cent per annum. Production has peaked in Russia, which recently overtook Saudi Arabia as the world’s largest producer. Total non-OPEC oil production has also peaked and is now in decline.
· Despite record high oil prices, record oil industry profits and record investment in exploration and production, world oil production remained on a plateau from mid-2005 to mid-2008.
· Numerous independent studies of world oil production prospects have been undertaken, with a broad consensus that world oil production will likely peak some time between 2007 and 2015.

· Many senior executives in the international oil companies (IOCs) have warned repeatedly that world oil production would reach fundamental supply constraints by 2015 or sooner. For example, Total CEO Christophe de Margerie recently warned that world oil production would never exceed 89 million barrels per day (compared to the mid-2008 peak of 88 million barrels per day), that the current glut would be short-lived and that demand would remain constrained by supply over the long term.

· The combination of strong demand and supply constraints continued to push oil prices higher, reaching almost US$150 per barrel in mid-2008 as the International Energy Agency (IEA) warned that spare production capacity had been reduced to “minimal levels” and a “supply crunch” was likely by 2012. Prime Minister Kevin Rudd referred to this as the “third great oil shock.”
· Since 2007, energy and fuel shortages have been experienced in as many as 100 developing countries.
· According to the IEA, rising oil prices resulted in “massive demand destruction” in many OECD countries from early 2008. The road and air transport industries began to experience a serious downturn and trade began to decline. Several European economies and Japan were already in recession before the commencement of the global financial crisis in mid-2008.
· The large scale diversion of food crops and arable land to the production of biofuels contributed to a growing world food crisis. Increasing prices of staple foods caused civil unrest in a number of countries in 2008.
· The United States’ oil import dependence has contributed substantially to its economic woes and the erosion of its sole superpower status. In 2008 oil imports were costing US$700 billion per annum, which has been described by several commentators as the “greatest transfer of wealth in history.” Many of the recipients of this wealth are hostile to the US, its allies and interests.
· Energy nationalism on the part of key oil and gas producers is becoming increasingly prevalent. Russia’s control of gas exports to Europe, for example, is now a key factor in European geopolitics. The President of Venezuela, a major exporter of oil to the US, has made threats of using “the oil weapon”, reminiscent of the 1973 Arab oil embargo. National oil companies (NOCs) such as Saudi Aramco, National Iranian Oil Company, Petroleos de Venezuela, PetroChina, Sinopec, Rosneft and Gazprom now control the majority of world oil production and reserves while the IOCs often referred to as ‘big oil’ control only a small, shrinking proportion.
· China and other emerging powers have continued their mercantilist strategies of securing long term energy supplies by purchasing new or existing ventures and/or entering into long term contracts with exporters.

· War, terrorism, insurgency and piracy continued to impact upon world oil production. Iraqi oil production continued to fall well short of capacity after many years of war, with almost 500 attacks having been made against Iraqi oil infrastructure from mid-2003 to mid-2008. In February 2006 Al Qaeda terrorists attacked the Abqaiq oil complex in Saudi Arabia, which could have removed as much as eight per cent of world oil production from the market for a year or more had it succeeded. In Nigeria, the world’s sixth largest oil exporter, frequent insurgent attacks have seen as much as one third of total production shut-in for lengthy periods. More recently, Somali pirates have seized a number of oil tankers transiting the Gulf of Aden.
· Hurricanes Rita and Katrina shut in the equivalent of on quarter of annual Gulf of Mexico production in 2005 and contributed to substantial oil price increases. Hurricanes Gustav and Ike in 2008 also caused lengthy shut-ins and refinery disruptions, resulting in gasoline shortages and panic buying in the southern states of the US.
· IEA chief economist Dr Fatih Birol has repeatedly warned that “we need to leave oil before it leaves us.” The IEA’s World Energy Outlook 2008 determined that production from the world’s existing oil fields is declining at more than five per cent per annum.
· The combined impact of the “third great oil shock” and the global financial crisis triggered the worst economic crisis since the Great Depression.
· The combined impact of the global financial crisis and the collapse in oil prices since mid-2008 has seen the postponement or cancellation of many projects that may otherwise have resulted in modest overall increases in world oil production over the short to medium term. There is now a strong argument that world oil production reached its historic peak at 88 million barrels per day in mid-2008. A widely predicted return to “normal” economic growth from 2010, accompanied by a recovery in demand for oil, would likely coincide with the commencement of annual production declines, thereby triggering a “fourth great oil shock.” 
· Australia’s net oil import dependence has grown to almost 50 per cent and the petroleum trade deficit has grown to approximately $12 billion per annum.
· The CSIRO Future Fuels Forum warned that a near-term peak in world oil production would see fuel prices increase to as much as $8 per litre by 2018, accompanied by a reduction in passenger and freight travel of up to 40 per cent and a decline in GDP of at least three per cent.

· Neither the Howard Government nor the Rudd Government have responded to the Committee’s 2007 report and no significant steps have been taken to mitigate Australia’s oil vulnerability. The Federal Government currently has no energy policy.
Notwithstanding any consideration of peak oil, the world economy is deteriorating even more rapidly than was the case at the beginning of the Great Depression. GDP in a number of Australia’s key trading partners is declining at more than 10 per cent per annum. Industrial output in key industrial countries is declining steeply. The Doha round of world trade talks has stalled and world trade is collapsing. Unemployment is rising steeply in most OECD countries, many of whom face the prospect of widespread civil unrest in the 2009 northern summer. Several developed countries have already experienced financial collapse. The next several years will likely see a re-emergence of nationalism and authoritarianism as driving factors in world security affairs, as was the case in the 1930s.
Peak oil will exacerbate this deterioration in the world economy and international security situation. The next several years will likely see the commencement of annual declines in world production and a growing likelihood of oil supply shocks. The course of events will be highly unpredictable, exposing poorly prepared countries to severe socio-economic upheaval. In the absence of global agreements dealing with declining oil supplies, military confrontation over access to energy resources appears increasingly likely. Advanced economies will also become increasingly vulnerable to acts of terrorism against oil infrastructure and supply lines.
Australia is highly vulnerable to the peak oil phenomenon due in large part to its dependence on road and air transport. The main element of this vulnerability is the dependence on cars as the principal mode for journeys to work by the vast majority of the workforce. Existing public transport infrastructure and services in Australia’s cities is inadequate at today’s relatively low patronage levels, and simply would not cope with the rapidly increasing demands accompanying oil production declines and oil shocks. Were Australia to experience an oil shock in the near term, the gross inadequacy of public transport would be highly disruptive to the economy and potentially to the mobilisation and preparedness of Australia’s defence and security agencies. Notably, many of Australia’s Defence establishments are poorly serviced by public transport and would be largely inaccessible to car dependent employees and contractors.
ASPO-Australia’s submission to the Department of Defence on the forthcoming Defence White Paper recommended the development of a national peak oil mitigation strategy in conjunction with Australia’s national security strategy. A central feature of this peak oil mitigation strategy would be the rapid enhancement of public transport. In the short term, the focus would be on contingency plans to rapidly increase capacity in the event of oil shocks, whereas the medium to long term focus would be the expansion of transport networks to such extent that public transport provided the preferred mode for the majority of commuters. More broadly, such investment would alleviate the socio-economic impacts of peak oil through:
· Increased employment opportunities arising directly from the construction and operation of public transport infrastructure and services.

· Reducing the costs to families arising from car dependence, thereby increasing disposable income and benefiting local economies.

· Reducing dependence on imported oil and motor vehicles.

· Improving health, wellbeing and social cohesion in the community.

As Australia enters the peak oil era, urgent investment to improve public transport infrastructure and services is now a national security imperative.
Yours Sincerely,

Stuart McCarthy
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