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1.  BACKGROUND  

 

CTC Consulting Group (CTCG) provides a range of consulting services to the 

Australian manufacturing and construction industry.  CTCG’s clients consist of a 

number of leading Australian and international companies in these markets. 

 

CTCG researches a number of topics and prepares papers and articles for distribution 

to clients, industry associations and publications.  This enables CTCG to stay abreast 

of various issues that are of significance to our clients and industry at large.   

 

Our last research paper published in 2006, dealt with the boom in commodities and 

particularly the impact of rising zinc prices.  This paper deals with perhaps the most 

fundamental commodity of all, oil.  Readily available cheap energy has driven the 

industrial revolution and oil has been the primary fuel source.  Oil has been the 

lubricant that has enabled the global economy to expand and support the growth in 

world trade.  The price of oil like other commodities is increasing as world demand 

grows.  However, just when the economies of India and China have begun their 

massive modernisation, oil production is about to peak if it hasn’t already. 

 

If oil production has or is about to peak what does this mean to prices in both the 

medium to longer term?  What does this mean to the input costs for Australian 

manufacturing and construction, and what does this mean to global competition?  

Further, what alternatives are there to oil to fuel Australian industry and what will the 

oil price do to both the cost and supply of alternatives? 

 

Some experts believe that Peak Oil is a more immediate threat to the prosperity of the 

world than Climate Change, but receives nowhere near the same amount of 

attention.  Does this mean that governments are ignoring the problem, or is Climate 

Change providing a more palatable umbrella under which, to address the issue of 

energy sustainability.  
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2.  EXECUTIVE SUMMARY 

 

⇒ The world is consuming some 86 million barrels of oil per day 

⇒ Demand is growing at around 2% p.a. 

⇒ By the calculation of some industry experts oil production is expected to peak 

at 94 million barrels per day 

⇒ Based on current demand this puts worldwide oil production peaking in the 

year 2010 

⇒ The accuracy of the basis of this prediction has been tested before by Marion 

King Hubbert, a Shell Oil employee who predicted in the 1950s that US oil 

production would peak in 1970 which it did 

⇒ The alternate view provided by the International Energy Agency’s “Energy 

Outlook” report estimates the timing of Peak Oil to be around 2030, which is in 

line with the public position of the US Government 

⇒ For oil not to peak we need to bring on more capacity from new fields yet we 

are discovering only 1 barrel of oil for every 9 barrels we are using 

⇒ On the up side from 1980 through to today pumping technology has 

improved so that the amount of oil that can be extracted from a well has 

increased from 22% to 35% 

⇒ Increasing demand, depleting reserves, international conflicts and major 

weather events are all helping to drive the oil price 

⇒ WTI price for oil has hit US$96 a barrel at the time of publishing this report, with 

predictions of a high of US$168 a barrel in 2008, and a high of US$297 a barrel 

in 2010 

⇒ At the time of publishing this report the US Government announced its forward 

view on oil prices which they see as going higher as result of OPEC’s failure to 

increase production output to enable in market reserves to be replenished 

⇒ Supporters of the Peak Oil theory argue that depletion of reserves is the 

primary reason for escalating prices whereas organisations such as the 

Cambridge Energy Research Associates, argue that reserves are plentiful with 

the real risk on price being the location of the largest reserves in regions where 

there is an ongoing likelihood of political instability 

⇒ Only dampening in demand will see a relief in a continuing upward spiral in 

the price of oil, but with continued rampant growth in India and China this is 

unlikely in the short to medium term 
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⇒ Realistic cost effective alternatives will be difficult to develop to replace the 

current demand for oil 

⇒ The combined cost impacts of escalating oil and other energy costs driven by 

Climate Change concerns and oil supply issues will impact global trade 

⇒ Imports will become more expensive with freight costs potentially outweighing 

the benefits of cheap capital and labour 

⇒ Escalating freight costs will see customers looking for suppliers closer to the 

ultimate point of consumption 

⇒ This will drive suppliers to seek more efficient transport alternatives that will 

further drive an already resurgent rail freight sector in Australia 

⇒ Product distribution will require more efficient channels to market which will 

see manufacturers and suppliers who are better at shipping a low percentage 

of waste via efficient transport methods, with minimal handling being the 

winners 

⇒ Forecasting and planning increased capacity needed to service customers 

moving demand closer to the point of consumption will be critical in an 

environment that has been more about declining domestic supply capacity 

⇒ Access to skilled labour in close proximity to the work place will be critical to 

mitigate the escalating cost of transport 

⇒ Reworking the numbers on consolidated manufacturing facilities versus a 

move to smaller in market processing plants will see a reversal of trends over 

the last decade  

⇒ Those that can identify and quickly implement perhaps radical solutions to 

product distribution will reap the cost benefits short term and will position 

themselves for an attack on ill prepared competitors who have ignored the 

signs of escalating oil prices   
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3.  A BRIEF HISTORY OF OIL 

The use of oil dates back to ancient times where it was used primarily for lighting.  Oil 

was obtained from many sources, plants, animals and from the ground where in 

some places it seeped naturally to the surface. 

In the early 1800s, whale oil was used to light American homes and businesses.  By the 

mid 1800s whale oil became scarce which drove the search for other sources of 

supply.  Surface oil provided the means to make kerosene, and soon became the 

most commonly used fuel to light American homes before the arrival of electricity.  

Demand for kerosene drove the need to find larger amounts of oil with surface oil in 

short supply.  A shortage of supply and growing demand resulted in a group of 

businessmen hiring Edwin Drake to drill for oil in Titusville, Pennsylvania.  The result of 

these efforts was the discovery of crude oil in 1859. Drake's well was only 69.5 feet 

deep, which is in stark comparison to the depth and locations of oil producing wells 

today. 

Originally much of the oil that wasn’t needed for kerosene was discarded.  As oil 

became more readily available other uses were quickly conceived.  In the 1860s oil 

was hailed as a disinfectant, vermin killer, boot grease and a cure for kidney stones.  

In 1892, the invention of the automobile provided a new use that very quickly drove 

demand and the search for more oil. 

The discovery of oil in Texas in the 1930s, soon changed the supply and demand 

dynamics resulting in collusion amongst the major oil companies to keep the price up.  

An abundance of oil, with steadily growing demand masked the ever growing 

importance of oil to a modern industrial world.  The spike in the demand for oil as a 

result of World War 2, quickly taught the American government about their 

dependence on this cheap energy source.  

Oil exploration became a new industry with the British and Americans broadening 

their search to other regions including the Middle East.  Saudi Arabia’s King Ibn Saud 

sold the Americans an oil concession for US$275,000.00, in 1933.  King Ibn believed 

that he had sold the Americans nothing but sand given the failure of earlier efforts by 

the British to find oil.  It took till 1938, before the Americans were successful, with the 

find being described as “the single greatest prize in history.”  Despite the discovery in 
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Saudi Arabia, the US and Latin America remained the primary source of supply for the 

industrialised world. 

After the scare of World War 2, and the massive growth of western economies that 

followed, it was recognised that the world was going to need a lot more oil.  Oil had 

now become a matter of national security, and a key commodity to economic 

prosperity – oil was now central to government policy.  To this end the US Government 

provided every incentive for more companies to explore and develop opportunities 

in Saudi Arabia.  To encourage access to the Saudi fields the US Government 

proposed a 50/50 split of oil profits between the companies and the countries where 

oil was found.   

Britain, not to be out done and perhaps embarrassed by its failure in Saudi Arabia, 

built a sizable oil industry in Iran.  Britain’s investment in Iran at the time was the largest 

single foreign asset anywhere in the world.  While the Americans had secured their 

long term access to oil riches of the desert sands, Britain was slow to adopt the 50/50 

deal.  The Iranians frustrated by Britain’s procrastination moved to nationalise the oil 

industry in 1951, and took control of Britain’s assets. 

The move by the Iranians was a very visual demonstration of increasing nationalism 

across the Middle East.  It was probably the starting point in a progressive trend in a 

shift in power away from the oil companies to the countries in which the oil was being 

produced.  The next major event was the formation of OPEC in 1960, which 

institutionalised the practice of collusion used by the major oil companies in the 1930s.  

The catalyst for the formation of OPEC was a move by the major oil companies in 

August of that year to lower oil prices on the back of earlier decreases.  However, it 

wasn’t until 1963, that OPEC demonstrated its power when it moved unilaterally to 

raise prices. 

Whilst OPEC provided individual producing countries the protection of acting as a 

group, the real demonstration of the shift of power came from Libya.  A US company 

discovered Libya’s vast oil reserves, and then built the required infrastructure.  Once 

Libya’s oil industry was up and running, Libya acted to change the terms.  Libya’s 

action singled the end of the golden years for the US majors who had controlled the 

price of oil from the end of World War 2 until 1973. 
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The Middle East quickly came to understand the power of oil, and how control of this 

cheap source of energy could bring powerful nations to heel.  The first “Oil Shock” 

came in 1973, when the US made a mess of disguising its attempts to assist the Israelis 

in the Arab Israeli War.  Incensed by the US actions OPEC placed an embargo on oil 

supply to the US, resulting in panic in western economies as prices soared.  This 

demonstration of OPEC’s power and its subsequent impact on western economies 

sent the western oil companies into a frenzied search for new sources of supply. 

The second “Oil Shock” was to come just six years later in 1979.  The American 

participation in the Arab Israelis war had jeopardised the position of the American 

backed Shah of Iran.  The Shah fell in a revolution in 1979, resulting in the rise of the 

anti-western Ayatollah Khomeni.  Fears about supply of oil immediately followed 

driving the oil price virtually overnight from around US$20 per barrel to US$40 per 

barrel.  Unlike the “Oil Shock” in 1973 where supply was impacted the revolution in 

Iran resulted in no impact in supply, yet prices doubled, in fear of the possibility.   

A series of events had now been triggered by the fall of the Shah of Iran.  Saddam 

Hussein saw an opportunity with the revolution in Iran to invade and take control of 

the Iranian oil assets.  The resulting Iran-Iraq war ran for eight years with neither side 

being victorious.  As result of increased instability in the Middle East and the 

damaging effects of the two “Oil Shocks” on western economies, exploration efforts 

in other regions of the world had proven fruitful.  The North Sea had become a larger 

producer of oil than many OPEC countries and by 1983 a quarter of US oil production 

was being sourced from Alaska. 

The result of these additional discoveries and an easing in world demand meant that 

for the first time OPEC was forced to reduce prices.  OPEC had grown arrogant with 

power and for the first time experienced the impact of what many in the west knew 

as market forces.  OPEC could not withstand a continued slide in prices and moved 

to counter by introducing quotas and limiting production to keep prices up.  Despite 

OPEC’s moves to control prices oil fell in one large downward move in 1986, from 

US$29 a barrel to US$10 a barrel.  Market forces had won out and OPEC was no 

longer in control with oil being traded on the futures market.  The price drop meant 

rationalisation of the industry, companies had to scale up or be eaten up.  
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For Saddam the drop in price was disastrous.  Having amassed a US$75 billion bill in his 

attempts to invade Iran, Saddam was heavily in debt to his Middle East neighbours 

who were equally affected by falling oil prices.  Saddam found little sympathy for his 

financial problems.  Cash rich Kuwait presented as a convenient target with the 

added benefit of additional oil production.  Saddam invaded Kuwait in 1991, but was 

resoundingly defeated by the Americans.  The Gulf War saw oil jump from US$20 a 

barrel at the time to US$30 before quickly retreating to sub US$20 a barrel. 

From 1991, through to 1998, world oil prices continued to fall to a low of US$12 a 

barrel.  Increased supply, slow economic growth and relative stability in the Middle 

East helped facilitate the decline.  However, from 1998, through to today the price of 

oil has been on a sharp incline.  Events that have driven the increase include: 

⇒ OPEC cuts in quotas in 2000 in response to falling demand resulting from the 

Asian economic crisis 

⇒ The September 11 attack on the World Trade Centre 

⇒ Further quota cuts by OPEC and Russia in 2002 

⇒ The Iraq War and the massive rebound in Asian growth driven by China 

⇒ Hurricane Katrina  

Of the above impacts, Asian demand has had the largest ongoing affect.  Iraq’s oil 

production prior to the Iraq war had little material impact on world prices given 

embargos placed on production by the United Nations.  The advent of the War itself 

hardly registered a blip on the price of oil as a result.  The surprise and shock of the 

September 11 attack produced a sharp decrease in price, slowing the upward trend 

at the time.  Uncertainty over the impact of the attack on western economies 

resulted in a 35% decrease in oil price that at any other time would have seen OPEC 

wind back supply.  OPEC delayed taking action until 2002, when it reduced quotas 

by 1.5 million barrels per day.  Russia which has become a supplier of increasing 

importance also moved to reduce supply.  Since 2002, the price has continued to 

climb to above US$80 per barrel despite OPEC moving to increase production as 

Asian growth drove unprecedented demand.  Hurricane Katrina resulted in a major 

disruption to oil production in the Gulf of Mexico.  The Katrina episode only helped to 

alert the market to the precarious nature of the current supply and demand 

pressures. 
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At present the world production of oil appears to be close to reaching a ceiling.  

Despite OPEC’s move to further increase production, their efforts to date have 

produced little notable difference.  The concern over oil supply and the subsequent 

pressure on oil prices is easier to understand when we start to examine the size of 

discoveries and when they occurred.  1948 has never been eclipsed as the year of 

the single biggest discovery of oil.  This was the year that the massive Ghawar field in 

Saudi Arabia was found consisting of an estimated 140 billion barrels of oil.  1965 was 

the year that the most amount of oil was discovered.  Ever since 1965 the level of 

discoveries has been in decline despite increased sophistication in exploration 

technologies.  In 2001, a “huge” new field was discovered in the North Sea, the 

largest in 25 years.  The Buzzard well as it was called had estimated reserves of 500 

million barrels.  With world consumption at the time around 80 million barrels a day, 

Buzzard represented around one week’s supply of world usage.  The new century had 

certainly seen a much reduced expectation in what constituted a “huge” find.   

From the first discovery in 1859, till today oil has had an ever increasing impact on our 

lives.  Whilst 84% of oil production is used as a fuel source, the balance has found an 

ever increasing number of uses.  While the benefits of oil as a fuel are clear through a 

massive increase in human mobility, others are less evident.  Many chemicals, 

pharmaceuticals, solvents, fertilizers, pesticides and plastics are derived from oil.  Oil 

for fuel and for these by-products has underpinned a massive increase in global 

productivity.  For people today going about their everyday lives, oil is largely taken for 

granted.  However what is the future for oil?  Is it running out and if so what will the 

impact of dwindling supply be on the Australian manufacturing and construction 

industry?     

4.  WHAT IS PEAK OIL  

 

Peak Oil is not about "running out" but the point at which production peaks and 

begins to go into decline.  Our heavily oil based economy doesn't need to deplete its 

entire reserve of oil before it begins to collapse.  Peak Oil commentators such as Matt 

Saviner believe a shortfall in supply of around 10 to 15 percent is enough to bring on 

economic collapse.  The evidence of this can be clearly seen in the previous chapter 

where merely the threat of supply sent prices spiralling up.  Fortunately for our 

expanding global economy these price shocks have only been temporary to date.  
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To be able to evaluate the validity of Peak Oil it is necessary to understand the history 

of its origins.   The person accredited with the concept is a Texan Oil man by the 

name of Marion King Hubbert.  The origins of Hubbert’s theory on Peak Oil date back 

to the 1930s, but it was not until 1956 that Hubbert published his paper that first 

proposed the theory.  Hubbert’s 1956 paper was primarily about nuclear energy and 

fossil fuels.  Hubbert made the point that nuclear energy provided a fuel source for 

the world capable of meeting energy demands for the next five centuries.  This 

compared with his predictions that at current world population growth the demand 

for energy would see fossil fuels exhausted much sooner than most would ever have 

considered.  To emphasize his point Hubbert predicted in his paper that US oil 

production would begin to decline in 1965. 

 

Hubbert’s paper caused some controversy at the time but was ultimately, largely 

ignored.  Throughout the 1960s oil production continued to rise, casting doubt on 

Hubbert’s claims.  Competing predictions based on research by a geologist called 

A.D. Zapp for the United States Geological Survey (USGS) placed US ultimate 

production at some 590 billion barrels.  This compared to Hubbert’s prediction of 200 

billion barrels.  Zapp died not long after producing his work on ultimate US oil 

production, preventing Hubbert from questioning Zapp on his findings.  The USGS used 

Zapp’s figures for subsequent years resulting in Hubbert’s work being buried.  When 

Hubbert left Shell and joined USGS he was able to examine the supporting analysis for 

Zapp’s calculation.  Hubbert’s analysis uncovered a flaw in Zapp’s calculations which 

once corrected resulted in Zapp’s method of calculation again supporting Hubbert’s 

original figures.  These subsequent alternative methods of calculation resulted in only 

minor refinement to Hubbert’s prediction of when US oil production would peak.  

Hubbert’s first prediction in 1956, had oil peaking in 1965, and with refinement and 

even using totally different methods of analysis 1967, 1969 and finally 1970.  History 

shows that US oil production peaked in 1970.  The result was that Vincent McKelvey 

who was the Director of the USGS who had supported the Zapp calculation over 

Hubbert’s was ultimately dismissed. 

 

The US Government was now taking the concept of Peak Oil seriously.  However this 

did not change either the Government’s or the major oil companies’ rhetoric on the 

“vastness” of worldwide oil reserves and the “ample supply of oil for the foreseeable 

future.”  Despite these publicly confident pronouncements of the modern world’s 
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continued oil based prosperity, there was increasing understanding of the need to 

ascertain the reality of future supply. 

 

The seriousness of world wide energy demand and diminishing reserves was not lost 

on the newly elected Republican Government of George W Bush.  Immediately upon 

taking office George W Bush established the National Energy Policy Development 

Group commonly referred to as the Cheney Energy Task Force.  The first meeting was 

convened on 9 February 2001, and involved a rotating door of meetings with the 

executives of the major oil companies. 

 

Cheney was no stranger to the issue of oil depletion having been the head of the 

worlds largest oilfield services firm Halliburton.  In London in mid-November 1999, 

Cheney gave a speech at the Savoy Hotel to an audience of over 400 oil executives.  

The following is an extract from that speech.      

 

 

By some estimates, there will be an average of two-percent annual growth in global 

oil demand over the years ahead, along with, conservatively, a three-percent natural 

decline in production from existing reserves.  That means by 2010 we will need an 

additional 50 million barrels per day.   

 

 

Cheney's assessment is supported by a number of experts such as Chris Skrewbowski 

editor of the London based Petroleum Review, who believes global oil production will 

peak and go into terminal decline in the next five years.  These experts forecast a 

higher rate of decline than Cheney stated in 1999.  Levels of decline range from 5 to 

as high as 13%.  Some experts believe that 2005 was the last year of cheap oil, while 

others predict that an irreversible supply and demand gap will emerge after 2007. 

 

These views are supported by Hubbert’s calculation of worldwide Peak Oil, which he 

forecast back in the 1950s would be in 1995.  Hubbert’s 1950 forecast however did 

not take account of the politically inspired oil shocks of the 1970s.  Once corrected for 

these events that dampened demand, experts believe Hubbert’s calculation would 

result in oil peaking between 2005 and 2010. 
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Table 1: Marion King Hubbert’s Global Peak Oil Forecast 

 

 

So if politicians such as Cheney and industry scientists like Hubbert believe in the rapid 

depletion of oil reserves, what is the view of the major oil companies?  Largely their 

rhetoric remains unchanged.  However many industry observers such as Matt Savinar 

point more to their actions rather than their words.  In this respect it is interesting to 

note the following: 

 

⇒ Expenditure on exploration has fallen to historical lows 

⇒ No new oil refinery capacity has been added in the last 30 years 

⇒ Merger and acquisitions have been running at a feverish pace since BP 

merged with Amoco in 1998  

⇒ Continuing massive annual share buy backs 

 

All of the above actions are at odds with those of companies supplying a product 

which is experiencing escalating demand and increasing prices.  Companies that 

buy back stock are demonstrating that they have nothing better to do with their 

capital other than return it to shareholders.  According to a Bloomberg News article, 

dated October 1st, 2007: 

 

 

If Chevron Corp. keeps buying back its stock at the current rate, the company will 
have liquidated all its shares by about 2023. Exxon Mobil is buying back about $30 
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billion of its shares each year. If that continues, Exxon will have repurchased all its 

stock by about 2024.  

 

 

 

So are these actions, an indication that the major oil companies see their resource 

base disappearing?  ExxonMobil one of the largest oil companies in the world 

recommended in its 2005 report “The Outlook for Energy” that increased demand 

should be met first by greater fuel efficiency.  Added to this is a recent campaign by 

Chevron to address the issue of energy shortage.  Whilst the campaign does not 

mention Peak Oil, it does state alarmingly that it took 125 years to burn the first trillion 

barrels of oil, but will only take 30 years to burn the next trillion.  

 

Why are oil companies and governments so reluctant to mention Peak Oil even to 

the point where in senate enquiries in both the US and Australia, oil companies did 

not use the concept as a line of defence against investigations into pricing.  The 

belief is that for governments to fully endorse the theory and for the oil companies to 

agree, this would result in a decline in the value of the companies and possible 

significant impact on financial markets.  There is probably no better example of the 

extent to which an oil company will go to promote a view that it has substantial 

reserves to underpin future earnings than the recent events with respect to Shell.  Shell 

is being fined $500 million for having over-reported its reserves.  Whilst companies 

might be capable of manipulating the numbers this can’t be in the interest of 

governments unless there is an economic incentive to do so.  Such economic 

incentives may have driven various oil producing states in the Middle East to report 

inflated reserves.  When under protest OPEC modified the formula used to allocate 

production quotas to take into account both current production capacity and 

reserves, many members of OPEC quickly revised reserve estimates up by as much as 

100% (see article Petroleum Review OPEC reserves available at 

http://ctcconsultinggroup.com).  

 

So whether it is statements by Cheney, the predictions of a Texas oil man over half a 

century ago, the capital management actions of the oil companies, the undeniable 

fact is that we currently consume 9 barrels of oil for every barrel we find.  Global oil 

discovery peaked in the 1960s and has continued to decline ever since as the 

following graph produced by the Association for the Study of Peak Oil and Gas 

(ASPO) shows. 
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(Colin Campbell is a trustee of the UK based organisation, Oil Depletion Analysis 

Centre and a former petroleum geologist) 

 

 

The above graph provides great motivation to develop alternate sources of energy.  

Whilst natural gas has the potential to alleviate short term impacts, natural gas is less 

abundant than oil.  The reality is that there are very few alternatives that are as 

economically efficient as oil to provide the level of energy required.  Substantial 

amounts of land would be required to produce alternate organic fuels.  Harvesting 

fuel would increase competition for fertile agricultural soil that already struggles to 

feed the world’s current population.  Solar energy, wind and tidal on a massive scale 

will be required to the extent that all of Wales would need to be converted to a wind 

farm just to supply the UK’s current demand according to David Strahan a UK 

journalist and author of “The Last Oil Shock”.  Climate change is an added 

complication curtailing the expansion of coal fired power stations in the western 

world.  It is the impending energy shortage and Climate Change that has driven the 

UK Government to fast track approval and the building of six nuclear power stations.  

Perhaps Hubbert’s view was correct that nuclear is the only immediate energy 

alternative that is capable of providing energy on the scale required to meet current 

and future demand.  While many argue about when oil will peak, Hubbert’s ability to 

both predict the demise of oil and nominate its replacement back in the 1950s, only 

serves to exemplify the great void between those who are obsessed with the present 

and those who reside in the future and are thereby largely ignored. 
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If you “Google” Peak Oil you’ll find enormous amounts of information, most of which 

endorses the work by Hubbert and others who argue the case of a peak in this 

decade.  However, there are others such as Ronald Bailey who in an article published 

in “reasononline” dated May 2006, argue that predictions of an impending peak 

aren’t supported by the facts.  Ronald Bailey quotes industry experts such as Michael 

Economides of the University of Houston as saying that “peak oil predictions are the 

figments of the imaginations of born-again pessimist geologists”.  Michael 

Economides believes that Saudi Arabia is under producing each well by 50%.  Much 

of Ronald Bailey’s counter view is built around two key points as follows: 

 

1. That early estimates of the size of oil fields are usually incorrect and as fields 

are developed they typically turn out to be 4 to 9 times higher. 

2. That advances in pumping technology has resulted in the amount of 

recoverable oil being increased from 22% in 1980, to 35% in 2004 

 

Bailey uses these key points to diminish the argument but forward by Peak Oil 

supporters such as Colin Campbell, who argues that current discovery levels aren’t 

sufficient to replace current demand.  Bailey’s view is that improvements in pumping 

technology will result in higher yields therefore improving the level of reserves based 

on exiting fields.  Whilst Bailey argues the point that supply is not in immediate danger 

as a result of diminishing reserves, he does however raise concern about security of 

supply.  The “real oil crisis” according to Bailey’s sources such as the International 

Energy Agency (IEA) is the location of the vast majority of the world’s remaining oil 

reserves.  These reserves in the opinion of Bailey’s experts are in the hands of countries 

that under perform in terms of production, and are unpredictable in terms of political 

stability and intent.  The reality is that supply may well suffer as demand increases 

placing increased pressure on prices or at the very least increasing the volatility. 

 

5.  THE FUTURE PRICE OF OIL 

 

Regardless of arguments for or against Peak Oil, the world appears to be moving 

towards a period where oil prices are going to be more volatile.  To obtain a view on 

this we explored two sources.  These were the organisation for Sustainable Population 

Australia, with the other being the UK publication Petroleum Review. 
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The Sustainable Population Australia (SPA) organisation is well credentialed with well 

respected patrons such as Australian of the year Tim Flannery.  Petroleum today is an 

oil industry journal that makes money from reporting on the oil industry and in 

particular providing a commentary on major projects.  Both are driven by different 

motives but both sources agree on one thing, oil prices are on the rise and will 

continue to do so until the demand side is dampened.      

  

According to analysis by SPA, oil has increased in price from January 2002 till 2005 at 

a reasonably consistent rate.  SPA analysis is based on the low price points of WTI 

(West Texas Intermediate) crude spot prices for the three years January 2002 to 

January 2005 using the EIA (American Department of Energy) numbers.  The low price 

points represent periods of base demand and maximum supply without supply 

interruptions.  The SPA analysis shows that using only the low price points there has 

been an average 33% pa increase in the price of oil.  Each year the high price point is 

roughly 1.7 times the low price point.   

 

SPA research shows, world demand is growing at 3-4% pa and is bumping up against 

a limited supply capacity.  At world consumption of 84 million barrels a day in 2005, 

they state that there is little more than 1 million barrels a day spare production 

capacity.  

 

The SPA, believe that the rate of price rises is more likely to accelerate than decline.  

They state that assuming this trend continues it is easy to forecast oil price ranges into 

the future.  As such they have constructed the following table from estimates in 2001 

and 2005.  The table provides the SPA’s view of the minimum price rises we can 

expect through to 2010.  These price predictions simply reflect a tightening in the 

supply and demand situation and not the impact of the advent of Peak Oil.  The SPA, 

believe that the advent of Peak Oil will be heralded by a decline in Saudi Arabia's oil 

production.  Specifically a decline in production of the Ghawar1 oil field, which 

represents some 60% of Saudi production, will spark a rapid increase in prices.  
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Table 2: SPA minimum world oil & Australian unleaded petrol price estimates to 2010 

Estimate made in Year Oil price estimate Unleaded petrol price 

2001 2006 US$40-50/barrel A$0.96-1.05/L 

2001 1010 US$60-80/barrel A$1.15-1.33/L 

2001 2012 US$100-120/barrel A$1.52-1.70/L 

2001 2015 US$200-250/barrel A$2.45-2.90/L 

Actual price 2002 US$18-33/barrel A$0.76-0.90/L 

Actual price 2003 US$25-38/barrel A$0.83-0.94/L 

Actual price 2004 US$32-56/barrel A$0.75-1.11/L 

2005 2005 US$42-71/barrel A$0.97-1.25/L 

2005 2006 US$56-95/barrel A$1.11-1.48/L 

2005 2007 US$74-126/barrel A$1.29-1.76/L 

2005 2008 US$99-168/barrel A$1.51-2.14/L 

2005 2009 US$133-223/barrel A$1.82-2.65/L 

2005 2010 US$175-297/barrel A$2.21-3.33/L 

SPA state that at US$100 a barrel things will start to hurt and at US$150 a barrel it is 

unlikely that the Australian and the global economy will remain positive.  The SPA’s 

view is that the endless recession will hit some time between US$100-$150 a barrel. 

They state that declining oil and natural gas production will cause energy prices to 

continue to rise, stopping any chance of a sustained economic recovery resulting in, 

"The Great Energy Depression of The Twenty-first Century". Their prediction for the 

timing of the energy depression is any time between 2006 and 2010.  

The SPA’s forecast was made in 2005, and given the fact that to date they have 

chosen not to make any revisions, suggests that they remain committed to the 

accuracy of their numbers.  It could be argued though that the SPA has an 

ideological interest in raising concerns about oil supply.  By raising concerns about 

declining availability they may hope to trigger moves to conserve supply with the 

knock on benefits for the environment.  As such the SPA’s forecast could be dismissed 

except for the fact that for the first two years they are on the money, and that the oil 

industries own observers are expressing similar views.   
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The following statement was made by Chris Skrebowski, editor of the London based 

Petroleum Review at a recent press conference in Perth  

The price of oil will continue to rise until world oil production peaks in 2010, and any 
weather or political disruption will also cause a spike in price. 

He went on to say, 

World production would peak at around 94 million barrels of oil per day, up from 

current levels of between 85 million barrels and 86 million barrels per day.  The global 

community needed to develop new fuels or technologies by the time production 

peaks or there could be a disruption. The sooner we can start mitigating the effect 

the better.  We have left it pretty late already.  The disruption would be on the same 

scale as the oil crises of the 1970s, the decline in oil could have uncomfortable side 
effects.  The rising oil price has translated to escalating petrol prices, but for petrol to 

reach $2 a litre in Australia, the oil price would need to soar up to $US120 a barrel.  

The oil price could reach up to $US90 a barrel by the end of the year, but this could 

be pushed higher on supply concerns, including if the conflict in the Middle East 

flared up again.  The northern hemisphere will soon be heading into winter and this 

traditionally pushed prices higher, but a severe winter would see prices spike as 

energy consumption for heating soared.  All the risks are on the downside in terms of 
supply, which means all the risks are on the upside in terms of price. 

Chris Skrebowski is very definite about when oil production will peak and at what 

levels of production which is supported by research detailed in an article in Petroleum 

Review (available at http://ctcconsultinggroup.com).  However he is substantially less 

emphatic on both price and economic impacts perhaps reflecting his association 

with an industry that still practices public denial on the matter.  However despite his 

measured statements on impacts it is clear that his view is that the pending 

intersection of the respective supply and demand curves translates into further 

upward pressure on price. 

 

The extent to which oil prices may rise over the next decade is emphasized in David 

Strahan’s book the “Last Oil Shock.”  In an examination of forward predictions on oil 

prices Strahan makes reference to a French investment bank that has predicted a 

price of US$380 a barrel by 2015, five years after the predicted peak in oil production.  

Little analysis needs to be done on the extent of impact on the global economy 

should such predictions be realised. 

 

The balancing arguments to these predictions come primarily from government and 

oil industry groups such as OPEC and the IEA.  Individually and collectively these 

groups forecast a very different view on world supply and demand.  For example the 
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IEA calculates both production and reserves based on both conventional and non 

conventional liquids.  Non conventional liquids include such things as oil sands and 

natural gas.  The inclusion of non conventional liquids certainly helps to provide a 

better outlook on supply.  However, the price implications of extraction from such 

sources is not explored by the IEA given that price is not its domain. 

 

OPEC’s dialogue is all about lifting production and increasing supply capacity.  OPEC 

has a vested interest in maintaining high prices, provided such price levels don’t 

inspire a shift to alternative fuels.  Prices pushing US$100 a barrel are known to be a 

concern and yet OPEC has struggled to deliver.  OPECs failure to back its rhetoric was 

never more evident than during hurricane Katrina when for the first time America had 

to call upon its security reserves to satisfy demand.  Despite the opportunity to take 

advantage of high prices and strong demand OPEC could not muster the extra 

production needed. 

 

In the light of all these facts there are still market analyst’s who state that “the 

fundamentals don’t exist to support oil prices at their current levels.”  With supply and 

demand so evenly balanced and the cost of extraction for non conventional liquids 

one can only assume these might be the same analyst who recommended 

investment in the US sub prime market.   

    

6.  WEBSITE REVIEW OF INDUSTRY & GOVERNMENT POLICY ON     

PEAK OIL 

 

We first visited the websites of Exxon Mobile, BP, Chevron and Shell and entered Peak 

Oil into their search engines.  The only one of these four that mentions Peak Oil is Shell 

with the only reference buried in text under an unrelated heading.  Interestingly this 

text contains a statement about oil production peaking in 2050, long after even the 

US Government’s estimate which it publicly predicts as being in the 2030s.  Given that 

Shell’s man Hubbert invented the concept, it appears that Shell likes to be coy about 

the fact that they were home to the man that conceived the theory.  However, if you 

enter Climate Change into any of these websites you get an immediate reference to 

a heading on this subject. 

  

It is indeed naïve to have expected anything different.  Any public recognition of the 
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concept of Peak Oil and its timing is counter productive to the interests of the oil 

companies, just as it would be for a steelmaker to acknowledge diminishing reserves 

of iron ore.  Yet the fact that the majors don’t mention it doesn’t hide the fact that 

their actions very much support the very reality.  If any further confirmation is needed 

then one only needs to examine the production output of the majors over the past 

five years.  

  

We moved on from the websites of the major oil companies to those of some of 

Australia’s major industry associations.  Our website review included the following 

organizations: 

 

⇒ Business Council of Australia 

⇒ Australian Industry Group 

⇒ Plastics & Chemicals Association 

⇒ Australian Chamber of Commerce 

⇒ Logistics Association of Australia 

⇒ Australia Business Limited 

⇒ Master Builders  

⇒ Housing Industry Association 

⇒ Australian Construction Industry Forum 

 

A search of all these websites revealed nothing about Peak Oil, and therefore 

initiatives by these industries to mitigate the negative impacts of oil reliance in their 

respective industries.  A simple, website review may not be a fair reflection of these 

industry associations view of this topic.  However, we find it interesting that an issue 

such as Peak Oil with its obvious consequences does not rate a mention when most 

of the above websites all mention Climate Change.  Climate Change has very 

suddenly become a reality that all industry groups are eager to publicly 

acknowledge despite persisting decent amongst scientists.  Yet Peak Oil with perhaps 

more imminent impacts on the industrialised world is not worthy of even one website 

mention.   

 

Finally we move to a search of the Australian Government’s website.  Our search here 

finally produces some results.  The search produces a list of items that contain a 

reference to Peak Oil.  The list contains two items which are linked to the ABC website 
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relating to a Four Corners programme on Peak Oil dated 29/7/07, a Catalyst 

programme on the Real Oil Crisis.  Also on this list is a link to the CSIRO Sustainability 

Network Update 43 (available at http://ctcconsultinggroup.com), which contains 

information on the CSIRO’s view of Peak Oil.  We also find a link to the Library Labs 

and a reference to Paul Roberts’ book the End of Oil, another publication which we 

strongly recommend to those who wish to become better informed on this topic. 

 

However, beyond reference to the ABC, the Library Lab and a 2004 report by the 

CSIRO, there is nothing else to be found for such a serious issue.  Correspondingly 

enter Climate Change and it’s a completely different story.  The review of these 

various websites begs the following questions: 

 

⇒ Are we largely ignorant of the issue of Peak Oil 

⇒ Are we aware of it but collectively agree that it is not an impending issue 

⇒ Are we aware and believe its impacts can be managed 

⇒ Are we aware but don’t want to contemplate it’s immediacy and impact  

⇒ Or is it a mix of all of the above 

 

Whilst publicly industry and government might be exhibiting any one of the above 

behaviours, the reality is that America, Britain, China and perhaps Iran are all taking 

the issue of energy security and particularly oil very seriously.  David Strahan’s book 

the “Last Oil Shock” provides a comprehensive series of events that link the American 

and British governments to pre 9/11 plans to invade Iraq for which an increasing 

number of people believe was never about weapons of mass destruction.   A post 

sanction Iraq was clearly not going to favour either British or American oil companies 

as buyers for their oil given that both countries were the most intense supporters of 

sanctions.  Non access was an issue for an oil hungry US in addition to a threat to the 

US dollars stature as the currency of international preference.  For Blair, with a 

depleting North Sea and increasing reliance on gas from Russia, he was reminded of 

the shocking events of his first month in government when oil industry strikes resulted in 

riots over shortages in supply. 

 

China is very well aware of its increasing thirst for fuel and the very important role it 

plays in bringing increased prosperity to the masses.  The stability of China’s 

Government depends on continuing to spread the benefits of China’s economic 
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growth.  A lack of access to abundant amounts of cheap energy would have 

massive impacts on China’s growth which in turn could result in diminishing support 

and increased public unrest.  To mitigate this China is aggressively buying up rights of 

access to oil and gas reserves around the world including in Africa and with regimes 

that are out of bounds for western oil companies.   

 

Of further interest is Iran’s determination to develop a nuclear industry.  This is in a 

country that is supposed to have the world’s second largest reserves of oil.  Either Iran 

believes oil is not going to be enough to provide for Iran’s future energy needs, or it 

believes that it is going to need a serious nuclear arsenal to protect its valuable 

resource from an increasingly desperate America. 

 

All of the above actions, such as going to war, turning a blind eye to genocide and 

building nuclear capability despite the threat of war, are all drastic measures which 

imply that the governments of these countries see oil security as an imperative.  

 

7.  THE LIKELY IMPACTS ON AUSTRALIAN INDUSTRY 

 

The undeniable fact is that oil is a finite resource and as such will eventually run out.  

There may be enough oil to last out the remainder of this century depending on 

growth and the development and up take of renewable energy.  However we only 

need to reach the point at which world oil production peaks to see the end of cheap 

oil.  Based on the views of industry experts presented in this paper, we are perhaps 

very close to this point now which is in part contributing to a steady increase in oil 

prices over the last five years. 

 

If the days of cheap oil are over, and prices are set to move higher, how will this 

impact the Australian manufacturing and construction industry?  Besides the direct 

increase in raw material costs for petroleum by-products, the major inescapable 

impact for all will be escalating freight costs. 

 

Freight costs across the board have been increasing for products transported by land 

and sea.  Fuel costs, in addition to high levels of global and domestic demand for 

freight have combined to drive costs.  As a result freight has begun to eat away at 

margins making a focus on supply chain efficiencies the new competitive imperative. 
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Australia is an energy intensive market in which to distribute product.  Large expanses 

between major population centres eats fossil based energy at an unsustainable rate.  

Correspondingly we are a remote nation with our trading partners requiring us to incur 

a higher freight penalty to shift products in either direction.  For local manufacturers 

who can survive the current onslaught from China, Climate Change and Peak Oil 

offer the opportunity of a revival, especially where raw materials are locally available. 

 

Our inefficiency in domestic transport has been an issue for sometime.  An example of 

this was when BHP Long Products in Whyalla was negotiating a new supply contract 

for rails to Queensland Rail.  This was back in the nineties when BHP Long Products was 

confronting a renewed export drive by British Steel.  At the time it was costing BHP 

Long Products approximately $200.00 per tonne to freight rails by rail to Brisbane.  This 

compared to $45.00 per tonne to send rail by ship from Whyalla to Singapore.  State 

run rail systems were not constructed with a national freight objective, were union 

dominated, inefficient and high cost.  Instead of tackling these issues head on, 

private enterprise continued to develop a more reliable and cost effective road 

based alternative.  The shift to road resulted in a massive decline in the general 

freight businesses of the State rail systems. 

 

Progressively, rail freight operations were separated from passenger operations and 

have largely been privatised as work forces declined and union control diminished.  

With Toll’s purchase of National Rail and Freightcorp the scene is now set for a major 

shift back to rail as the dominate method for moving product domestically.  The 

planned inland rail link from Melbourne to Brisbane will result in improvement in 

transport efficiency between the two centres and all ports between.  Back in the 80s 

rail was the preferred method for moving steel before road dominated in the 90s 

through till today.  In the 80s many steel distributors took delivery by rail into their own 

rail sidings.  For those distributors still occupying these locations, these over grown 

sidings may prove to be a hidden treasure in the future. 

 

Whether any political party can stomach the decision, or whether sheer need will 

result in the public putting aside their fear of nuclear, a national rail freight system 

fuelled by nuclear energy will be a clear winner over other non fossil fuel alternatives.  

A nuclear fuelled rail system means big benefits in terms of a pending carbon tax and 
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escalating oil prices.   

 

The location of major distribution centres that can handle bulk product at a national 

rail hub makes Parkes a key destination.  Any manufacturer that has one plant that 

needs to move energy intensive product around the country needs to review its 

strategy with respect to rail and bulk rail distribution centres.  Those working on these 

strategies now will be the best positioned in the best locations to mitigate the 

escalating cost of road transport. 

 

The shift to rail could finally see the rail/road wagon become the most efficient 

method of transporting product from rail receiving points to customers.  This will force 

manufacturers to develop loading practices that result in further minimising the need 

to handle product from the point of manufacture to the customer’s premises.  The 

real challenge of this exercise is to achieve this whilst addressing the need to use two 

modes of transport.   

 

The cost of distribution will require a rethink as to whether large centralised 

manufacturing remains the best low cost option, compared to small in market plants.  

Manufacturers will need to weigh up the cost of producing and delivering standard 

dimensioned product quantities versus more customised product as close to the 

requirements of the ultimate end use.  This analysis may result in steel and other 

building products being fabricated in line to avoid double handling and the cost of 

freighting product that ends up as waste. 

 

Inter-material competition will be exposed to more intense analysis as end users 

consider the cost of persisting with their traditional construction and component 

products.  Importers will need to search for shipping lines that are investing in new 

fleets that are moving away from oil to lower cost fuel alternatives.  The reality is that 

all inputs to construction and manufacturing that are imported will rise at a higher 

rate than domestically produced product.  International shipping costs may soon 

become a deal breaker for imports eroding their current advantages of cheap 

capital and labour.   

 

Looking for suppliers closer to home will be critical to the survival of those who rely 

purely on imports.  The cost to locate, test and inspect alternative offshore suppliers 
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will become higher as air travel costs begin to climb further adding to the expense of 

importers.  The reality for the aviation industry at this point is that there is no alternative 

for petroleum based fuels for jet and turbo prop engines. 

 

For local manufacturers forecasting and planning for increased demand will be 

critical in taking advantage of a move back to domestic supply.  In an environment 

where downsizing and rationalising has resulted in shrinking capacity, it will be difficult 

to ramp up without planning to develop skills and install new plant to take advantage 

of the opportunity.  Manufacturers will need to consider their ability to not only add to 

but also retain their workforce in this new environment of high transport costs.  

Proximity to skilled labour and even provision of subsidised transport will be key 

competitive factors.   

 

Competitive advantage in a post Peak Oil world will go to those that: 

 

⇒ Have supply of product as close to the market as possible  

⇒ Have energy efficient modes of transport 

⇒ Reduce the percentage of waste in the product between the point of 

manufacture and the ultimate end use 

⇒ Minimize the amount of handling between point of manufacture and ultimate 

end use despite the need to use more than one mode of transport 

⇒ Improve market offers that facilitate better inventory management that 

minimises freighting of product that ends up as slow moving or obsolete 

⇒ Have better inter branch product transfer systems and manage stock better 

amongst their distribution networks 

⇒ Are as close to the ultimate end use as possible 

⇒ Have ample supply of labour close by or can mitigate the escalating cost of 

transport 

⇒ Have or are producing product that represents the best energy efficient 

option whilst rating well against all other customer requirements 

 

Because cheap oil has hidden inefficiency in our manufacturing and distribution 

practices, many have found it easier to avoid the potential conflicts resulting in 

addressing channel to market.  FIS pricing is just one area of emerging conflict.  FIS 

pricing has resulted in the cost of freight being subsidised by customers closer to the 
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source of supply.  It will become increasingly more difficult to maintain FIS pricing 

regimes in an environment of escalating freight costs.  Customers closer to the source 

of supply will begin to complain about escalating prices based on an argument of 

inequity in the application of escalating freight costs.  Marketing departments need 

to be working on constructing pricing regimes beyond FIS pricing and how to sell this 

to those further most from the point of supply. 

 

8.  CONCLUSION 

  

Whether industry does or does not believe in Climate Change or Peak Oil, industry 

needs to be vigilant in mitigating the consequences of rising costs.  Climate Change 

concerns will see a carbon tax regime introduced which will further drive up the cost 

of using oil.  As a result it only makes good sense to take early action to improve 

efficiencies so that market offers can be supported.  Being able to realise the 

potential impact means that costs can be cut in a planned manner that will ensure 

market offer consistency is not at risk. 

 

Those organisations that can identify and quickly implement possibly ground breaking 

and perhaps radical changes in product supply and distribution, will reap rewards in 

lower overall costs.  These organisations will be positioned to squeeze ill prepared 

competitors.  The impact of Peak Oil on the ill prepared could be like the devastating 

impact that the sub prime induced credit crisis, has had on the non bank lenders like 

RAMS.  Like the credit crisis where all the signs were there but were being ignored, 

Peak Oil will for some be an absolute shock.  

 

If Peak Oil isn’t a part of your Business Planning via your PEST analysis then we strongly 

recommended that you include this important market force. 
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