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Comments on the inadequate coverage of the risk of future oil shortages in the draft Energy White Paper
[image: image1.png]



The coverage of the real risks of future global oil shortages in the Energy White Paper is very seriously inadequate and displays a common but unfortunate tendency in Government and business to overlook or discount crucial risk factors.

“Predictable Surprises” is the title of an essay published in the Harvard Business Review (1) and a subsequent book.  

“Why do leaders consistently ignore looming signs of crises even when they know the consequences could be devastating? 
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Most events that catch us by surprise are both predictable and preventable, but we consistently miss (or ignore) the warning signs 

A similar interpretation is put forward in the theory of Black Swan events; a metaphor. “The event is a surprise (to the observer) and has a major impact. After the fact, the event is rationalized by hindsight”
Another analogy is “The Optimism Bias”, where only the most positive and favourable outcomes are considered in planning. This is an unconscious bias.  However, the associated “Strategic Misrepresentation” is a related deliberate deception towards an unrealistically optimistic outcome (2)
There are innumerable recent prominent examples which illustrate this tendency of decision-makers to overlook significant risks and to persevere with the “No-worries, she’ll be right” approach in spite of all the available evidence to the contrary.

Examples include

● 2001  the collapse of Enron and Arthur Andersen, 
● 2001 the ease with which terrorists could go through US airline security and then commandeer planes,
● 2005 the tragedy of Hurricane Katrina and the failure of US local, State and Federal Governments to plan for the significant probability of a hurricane hitting New Orleans and to handle the aftermath if it did occur.
● 2007  the sub-prime mortgage crash

● 2008  the collapse of Lehman Brothers

● 2009  the failure of the banks in Ireland
● 2011 the tsunami and its effect on inadequately prepared coastal nuclear reactors in Japan

and many many others

To this list, and with similarly enormous potential consequences, this time for Australia, we can add the draft Energy White Paper’s and unwarranted over-optimistic dismissal of Australia’s oil vulnerability.

In particular, the EWP’s reliance on a few selected quotes the International Energy Agency as the sole source of information about future oil supply forecasts is a major shortcoming.  There are many authoritative forecasts about the rate of future oil production, and these cover a wide range of scenarios, with the IEA as quoted close to the right-hand side of the distribution curve.  It is very unfortunate that the EWP relies solely on the IEA as it seriously biases the interpretation of the probabilities underlying Australia’s future transport energy supplies.
The International Energy Agency is a cartel, set up by developed oil consuming countries to counterbalance the OPEC cartel of the petroleum exporting countries.  It is by no means an unbiased source of information.
For instance, there has been serious and very plausible criticism from an IEA whistle-blower that the IEA has succumbed to political pressure from the US.
“Key oil figures were distorted by US pressure, says whistleblower  Exclusive: Watchdog's estimates of reserves inflated says top official   guardian.co.uk, 9 November 2009

There has been a detailed critique of the IEA methodology published by the Uppsala Global Energy Systems Group (3).  Seminars outlining this important review were given around Australia, including at BITRE in Canberra by Prof Aleklett in 2009 to which EWP staff were invited.  In summary, Prof Aleklett has shown serious flaws in the way the IEA World Energy Outlook 2008 estimates future production from fields yet to be developed or yet to be discovered. The IEA forecast production by 2030 is 41% higher than the Uppsala Group derives from exactly the same reserve data.  This is because the IEA has assumed future production rates far higher than has ever been achieved, even in modern high technology fields like the Gulf of Mexico and the North Sea.
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The EWP reports

“The IEA forecasts that global oil production from conventional and unconventional sources will continue to grow. Physical production limits (so‐called ‘peak oil’) are unlikely to be reached before 2035. However, rising oil prices – from US$78 per barrel (in real terms) in 2010 to US$120 per barrel (in real terms or US$211 in nominal terms) in 2035…..”.
The EWP oil price estimate of US$120/barrel in 2035 (above) is likely to be a very serious underestimate.  On 14th March 2012, the Singapore oil price, (Tapis) on which Australian fuel prices are bases was already US $135/bbl and Brent crude $125.  In the past, ABARE’s oil price forecasts have systematically underestimated future prices as a shown in Fig 1..  The EWP forecasts above seem to continue this tradition in the face of a generally rising oil price trend for the last decade or more..
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Fig 1:  Oil Prices and Australian Government economists' forecasts (US$ WTI monthly average)

Peak Oil is the term used for the time when the rate of global oil production changes from its past generally upward trend to its unavoidable downward trend.  This will occur when the decline rate of production from existing fields (estimated to be 6.7% pa in IEA WEO 2008) starts to outweigh the annual increases in production from the development of further fields and from fields yet to be discovered.

It is not possible to predict with any precision when Peak Oil will occur, as the available production and reserve data are incomplete and inaccurate.  As well, timing of  future development of fields not yet in production is uncertain.  Some early forecasts of the date of Peak Oil have already been shown, in hindsight, to have been premature.  However, the same restriction of unreliable reserve and production data means it is also not possible to predict with any certainty that Peak Oil will not occur in the near or medium terms.   Certainly the IEA forecast (above) that physical production limits are unlikely to be reached before 2035 runs contrary to a large number of other estimates.  The failure to include the many other less optimistic forecasts is a major shortcoming of the Energy White Paper’s treatment of oil vulnerability risks.

The EWP also quotes selectively from the IEA, again giving a biased and overoptimistic impression of IEA positions.  Some other IEA statements are included below, to show the gulf between the rose-coloured glasses perception of the EWP and other perspectives. 
The world is heading for a catastrophic energy crunch that could cripple a global economic recovery because most of the major oil fields in the world have passed their peak production, a leading energy economist has warned.  (IEA’s Chief Economist, Fatih Birol)

The IEA estimates that the average production-weighted observed decline rate worldwide is currently 6.7% pa for fields that have passed their production peak”. 

IEA: Even if oil demand were to remain flat to 2030, 45 m barrels/day of gross capacity -roughly four times the capacity of Saudi Arabia - would be needed just to offset the decline from existing fields

There are very many authoritative warnings about future oil shortages, which have been ignored in the EWP.  These have used a number of different methodologies.  One is the “Megaprojects “ approach, of collating the published plans for major new field projects, and extensions to existing fields etc.  This was pioneered by Chris Skrebowski, then editor of the Petroleum Review.  Of course collating probable increases in production from new projects also requires an assessment of the very important factor of the decline in production from existing fields, and the IEA WEO 2008 estimate (of a 6.7% pa decline of post-peak fields) is broadly in line with other estimates of worldwide decline rates,
A new mathematical extrapolation approach is Dr Gargett’s 2009 unpublished BITRE 117 report (4) which estimates a peak in 2017, more optimistic than a lot of others, but much sooner than the timeline mentioned in the EWP.
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“The modelling is forecasting what can be termed ‘the 2017 drop-off’. The outlook under a base case scenario is for a long decline in oil production to begin in 2017”

Economic forecasts of oil prices and oil supply are very frequently wrong.  The recent article in Nature (4) shows an abrupt change in oil economics in about 2005, when increasing price has no longer sparked increasing production
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The abrupt change in oil economics can be seen in this scatter plot of production versus price.
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Fig 2.  Showing the abrupt change in trend of production vs. price world when the plateau production phase was reached in 2005
Eminent economists’ forecasts are also not to be relied upon. The Australian Financial Review reported the Nobel Economics prize-winner, Prof Vernon Smith in November 2005, when the oil price was $60/bbl.

"ASPO's oil peak predictions are "baloney", an economic fallacy.  According to Smith, a world about to reach an oil peak would be charging a lot more for oil, which he expects to sell for $15 a barrel in the near future".  

ASPO-Australia requests that the final Energy White Paper gives serious consideration to the warnings about global future oil shortages, perhaps in the short term, and it makes every endeavour to avoid falling into the traps documented in “Predictable Surprises” and attempts to avoid both “Optimism Bias” and “Strategic Misrepresentation”.  One strategy is to provide a number of oil supply scenarios, ranging from the near-term peak scenarios, to the mid-term forecasts (e.g. 4), and the IEA and others who do not see a peak in the foreseeable future.
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Appendices:

A number of papers and articles are attached as appendices part of this submission

These include full copies of all five references above and

(A) Robinson B “Peak Oil Policy Options for Australia”  invited paper presented at the ASPO conference in Brussels, April 2011.

(B) ASPO-Australia  “Peak Oil   Will there be a downturn in global oil production soon?”,  March 2012

(C) Skrebowski C “Megaprojects”  Petroleum Review February 2007

(see also http://en.wikipedia.org/wiki/Oil_megaprojects )
(D) Skrebowski C.  “ A brief economic explanation of Peak Oil”  August 2011
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