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The Energy-Climate Crisis is Your Business
Part 1: Oil at $150+ per Barrel in 2008—And You Will Pay!

James A. Cusumano, PhD
Energy Security and Climate Change are the greatest crises the world has faced since the dawn of civilization—but also the greatest opportunity.

Energy—Our Global Currency
Forget euros, dollars and yen.  Energy is our global currency.  Since the dawn of civilization, it has created international relationships, enormous wealth, and has been responsible for numerous wars.  It began with our distant ancestors who learned to capture fire, transitioned to the era of wood fuel, then to coal which launched the Industrial Revolution, next to oil which drove the Transportation Revolution and more recently, to our growing use of natural gas.  Coal, oil and natural gas are fossil fuels and supply 90% of the world’s energy.  

But fossil fuels suffer from two critical issues.  First, they are a finite resource.  For example, oil provides 40% of the world’s energy, and we have pumped out of the earth more than 1 trillion barrels, nearly half of all the oil that ever existed.  But our thirst for this commodity is rapidly growing, especially in places like China and India, whose GDP growth rates in 2007 were respectively, 11.4% and 8.7%.  The era of cheap oil is gone forever.

Secondly, pollution and climate change are serious consequences of fossil fuel combustion.  Annually, we release billions of tons of pollutants, causing more than 800,000 deaths each year.  And the potential devastation of climate change is incalculable, incomprehensible, but preventable—if we act now.
Nature of the Problem

The world runs on oil. It supplies 40% of our global energy and nearly 90% of all transportation fuels. Isn’t it strange that no one in industry or government foresaw a price increase from $24 per barrel in 2003 to $100 per barrel on January 3 of this year?  The world's feeding frenzy for oil will have a major economic and environmental impact sooner than most think. And it will hit businesses and consumers where they least like it, in their pocketbooks.
Oil prices have escalated sharply in the past for geopolitical reasons, e.g. the Organization of Oil Exporting Countries’ (OPEC) response in 1973 to the Yom Kippur War, and again in 1979 to the Iranian Revolution. However, we are now at the first point in history when global demand for oil is essentially equal to production at full capacity. This has been caused by increased demand in major markets such as the European Union the U.S., and most particularly by rapid growth in China and India. 

Unfortunately, this is just the tip of the iceberg. There are 6.6 billion people in the world, 1 billion use 85% of all generated energy, 3 billion use the rest, and 2.6 billion have no energy at all. What happens as greater numbers of "have-nots" struggle and become "haves?"
International energy security is also a critical issue because most oil is controlled by unstable political regimes, and furthermore they misrepresent reserve figures.  On the first point, 65% of all oil is in the Middle East, and 20% is owned by nations known to sponsor terrorism.  On the second point, OPEC has vowed to increase their output, if necessary.  However, by example, the Saudis who control 25% of the world’s oil, claim to have 263 billion barrels in reserves.  This figure has been the same for the last 18 years, during which time they supplied the world with 50 billion barrels of oil, and discovered no new fields.  How is this possible?

Because of limited success in petroleum exploration, the world now consumes 4 barrels of oil for every barrel found, and unfortunately, global production is about to reach its peak and decline thereafter forevermore. When an oil reservoir is drained to its 50% mark, it is increasingly difficult and costly to remove the remaining oil. This means that oil will become more expensive, with prices rising to more than $200 per barrel. We are not running out of oil, just out of cheap oil. Continually expanding consumption on the assumption that Mother Earth will provide whatever we need is irresponsible.
The End Result

Oil price increases have preceded nine of the ten global recessions since World War II. If the energy-climate scenario is left unchecked, we will face severe economic challenges. Prices for fuel, cars, food, clothing, housing, and medicines—just about everything—will escalate significantly. The result will be increasing inflation, unemployment, and lower capital investment. Tax revenues will decline, and deficits will increase, driving up interest rates. 
Other fossil fuels—coal, gas, tar sands, shale oil—do not offer significant possibilities, because like oil, they are directly responsible for what a growing number of analysts are calling the most critical foreign and domestic policy issue of our time—human-induced climate change. Nuclear energy is also not the answer for reasons discussed in a future segment of this series. 
There is a solution to this conundrum—a once-in-a-generation opportunity to simultaneously address energy security and climate change, while creating a more prosperous and safer world for all.  The strategy is based on three pillars: energy efficiency; clean, safe, economic alternate energy sources; and eventually, transition to the Hydrogen Economy.  The specifics of this strategy are discussed in this series.
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� This is the first of a series of articles discussing the challenges and opportunities for business, government and the public created by the emerging interlinked crises of energy security and climate change.
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