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Mr. Chairman, distinguished members, and staff:

The peaking of world oil production represents an enormous risk to the United States and the world.  Peak oil is coming, but we can’t predict when, because no one has the verified data needed for a credible forecast.  Peaking could be soon, which our studies have determined to be within the next 20 years.  

The economic future of the United States is now inextricably linked to Saudi Arabia because they are the lynch pin of future world oil production. No one outside of Saudi knows how much oil they have in the ground, because that is a closely held state secret.  Also, no one outside of Saudi knows how much and how fast Saudi will be willing to develop what they have.  Like it or not, Saudi Arabia is not required to satisfy world oil needs, and conserving their oil endowment is in their national interest.  Think risk.

The literature is awash in failed forecasts of oil peaking.  Since oil and gas have much in common geologically, it is instructive to review recent forecasts for North American natural gas production to gain some insight into how good such forecasts and forecasters have been.  For example, in 1999, EIA and The National Petroleum Council were both optimistic about abundant natural gas supplies.  Today, North American natural gas production has peaked and started to decline. The U.S. has a very serious natural gas supply problem in part because experts got it wrong only a few short years ago.

Today EIA is forecasting adequate world oil supplies for decades into the future.  Are they right this time?   The National Petroleum Council has been asked by Secretary Bodman to assess peak oil.  Will they get it right this time?  Think risk.

Until recently, OPEC assured the world that oil supply would continue to be plentiful, but that position has been changing.  Some in OPEC are now warning that oil supply will not be adequate to satisfy world demand in just 10-15 years.   A retired Saudi oil executive predicts that the world is heading for an oil shortage; he contends that a whole new Saudi Arabia will have to be found and developed every couple of years to satisfy world demand forecasts.  He is deeply concerned about what he calls the over optimism of EIA and IEA.  So, from the world’s “breadbasket of oil,” the bottom line message is moving from confident assurance to warnings of approaching shortage.  Think risk.

Our recent analysis for the Department of Energy focused on what might be done to mitigate the peaking of world oil production. It became abundantly clear early in our study that effective mitigation will be dependent on the large-scale implementation of mega-projects and mega-changes at the maximum possible rate. 

We performed a transparent scenario analysis, based on crash program mitigation worldwide -- the fastest humanly possible.  The timing of oil peaking was left open because it is uncertain.  Our results were startling:

1. Waiting until world oil production peaks before instituting crash program mitigation leaves the world with a significant liquid fuel deficit for more than two decades.
2. Initiating crash program mitigation 10 years before world oil peaking helps considerably but still leaves a liquid fuels shortfall roughly a decade after the time that oil would have peaked.

3. Initiating crash program mitigation 20 years before peaking offers the possibility of avoiding a world liquid fuels shortfall for the forecast period.

Oil peaking represents a liquid fuels problem, not an “energy crisis” in the sense that term has often been used.  Motor vehicles, aircraft, trucks, and ships simply have no ready alternative to liquid fuels, certainly not for the existing capital stock, which has lifetimes measured on decade scales.  Solar, wind, and nuclear power produce electricity, not liquid fuels, so their widespread use in transportation is at least 30-50 years away. 

If we get oil peaking wrong, how bad might the economic damage be?  Unfortunately, there is a paucity of analysis.  One study -- Oil Shockwave -- was performed by a group of distungished former high-level government officials.  They concluded that a sustained 4 percent global shortfall would result in oil above $160 per barrel, which would push the U.S. economy goes into recession, resulting in job losses in the millions.

Note that Oil Shockwave focused on a multi-year drop in oil supply of 4% total.   Experts talk of oil declines of 4-8% per year – To repeat, per year.  Think risk.

Chinese officials have forecast the peaking of world oil production around the year 2012.  As this committee knows, China has been making huge oil investments all over the world in recent years.  They attempted to buy Unocal above market value.  Indeed they are paying premium prices in many countries in order to secure future oil supplies.  

The world has never confronted a problem like peak oil. Risk minimization mandates the massive implementation of mitigation well before the onset of peaking.  Since it is uncertain when peaking will occur, the challenge for decision-makers is indeed vexing.  Mustering support for an approaching invisible disaster is much more difficult than when it is obvious.  We’d all like to believe that the optimists are right about peak oil, but the risks of them being wrong are beyond imagination.  Think risk.

Thank you.
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