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DISCUSSIONS ABOUT ENERGY AND OUR FUTURE

Hofmeister: A Difficult Decade Ahead For Oil Prices and

Supplies
Posted by Robert Rapier on October 19, 2012 - 11:20am

I, along with my editor Sam Avro, recently conducted a
broad-ranging interview with John Hofmeister, former
President of Shell Oil. The topics touched upon included
future oil supplies and prices, climate change, U.S.
energy policy, and topics familiar to R-Squared Energy
readers such at Peak Lite and the Long Recession.

I will present this interview in a series of stories
covering some of the various topics. In this first story, I
will discuss Mr. Hofmeister’s detailed answer to the
question, “What do you feel is the potential for
expanding global oil production, and the time

frames?”

Readers may recall that I have put forth a pair of hypotheses with respect to future oil production

and prices. One is called Peak Lite. (See also: Five Misconceptions About Peak Oil)

In a nutshell, we all know that peak oil is a phenomenon in which global oil production begins an
irreversible decline, and the shortages that ensue drive global oil prices very high and cause
widespread hardship. However, as I began to see spare global oil production capacity erode away
over the past decade, I began to ask myself how that situation was really distinct from peak oil.
Technically the difference is that production can continue to grow in that scenario, but if demand
growth is higher than production growth, for practical purposes you have a situation that mimics
peak oil. I referred to this situation as peak lite.

The Long Recession hypothesis is related. Historically, the oil industry undergoes boom and bust
cycles. When oil prices are high, the oil industry invests more money into infrastructure, the
economy slows (and often ends up in recession), and consumers begin to conserve. This results in
a major correction — and often a crash in oil prices. This leads to underinvestment by the oil
industry, and people once more are attracted to gas guzzlers. This ultimately tightens up supplies,
and the cycle repeats.

But what if the supply situation was so tight that spare capacity could not be built out? In either a
peak oil or a Peak Lite scenario, it will be impossible for the oil majors to build out sufficient spare
capacity because it simply isn’t there to be had. So high oil prices slow the economy, and people
begin to conserve, but supply can’t build out ahead of demand as in years past either because
demand is growing too fast, or supplies are declining. This prevents a collapse in prices which
previously enabled the economy to recover. Therefore, what’s waiting on the other side of the
recession is more recession: The Long Recession.

Mr. Hofmeister’s views very much reiterated my positions on these topics. The first question I

posed to him was:
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RR: How great do you feel is the potential for expanding global oil production, and over what
time period? Some people have suggested 100 million bpd of oil, some even higher. My former
CEO Jim Mulva (at ConocoPhillips) was quoted as saying he didn’t think we could get to 100;
he didn’t know where that oil would come from.

In response he reminded me of the studies from the late 1990’s and early 2000’s that claimed
that oil production could reach over 120 million barrels per day (bpd). But he suggested that this
was before a more realistic understanding of the nature of the resources evolved, and concluded
“I think that 120 million bpd of global production probably remains on the outside of optimistic.
So I am not sure we will ever get there.”

On the topic of Peak Lite, he stated “I think the course that we are on, with China growing
rapidly, India not too far behind — I think that demand for oil is going to exceed the supply by the
middle of this decade — the current decade. And I think we are going to be hard-pressed to keep
supply growing as rapidly as it needs to grow to meet the demand.”

Gas Lines — U.S. At Greatest Risk

What might that mean? “And so what I actually anticipate is that even with the shale oil of North
America, the Canadian oil sands, the bare beginnings of Arctic development, with Brazil coming in
on time, which is late in the decade, and the other kinds of basin development that are taking
place, I am not sure that in this decade supply will keep up with demand. And I anticipate
shortages, gas lines — at any price — because of the growing demand, without alternative fuel
technologies yet grabbing hold and picking up some of that demand.”

This is very much in line with my assessment of the upcoming decade, which thus far is playing
out as I expected. Oil prices are high by historical standards, and I see little relief over the long
term due to very strong demand in developing countries. Mr. Hofmeister agrees: “Possibly by
2020 and beyond we could see alternative fuels beginning to play a bigger role than they do
today, which could ease the pain on the oil front, perhaps even ease the price on the oil front. But
in the meantime I think this decade is going to be a struggle, and countries like the United States
are going to be the greatest countries at risk from suffering the effects of not only high prices, but
insufficient supplies.”

Mr. Hofmeister has been helping to shape content for the launch of Total Energy USA as a
member of the Executive Committee. Total Energy USA is the groundbreaking conference and
exposition that addresses the greatest uncertainty in the energy industry today — the cross-
fertilization of energy sectors and technologies. More information about Total Energy USA,
November 27-29 in Houston, Texas at www.T otalEnergy USA.com

This post originally appeared on R-squared Energy Report.
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