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Petroleum Supplies and Prices

New York Times, Business Section, October 5 2004, “Slow Learner on Energy-Efficiency Front:” France uses 10% less oil than in 1973, according to the US Energy Information Administration, while the US uses 16% more, despite a decrease early in this period. Germany has also matched France’s decline. This was the result of a strong program to discourage dependence on foreign oil, which includes taxes on gasoline, encouraging diesel cars, and tax breaks to encourage energy-intensive industries such as aluminum, cement and paper to change away from oil use. US automobile mileage averaged 14 miles per gallon in 1972, increased to 27.5 miles per gallon in 1983 (and is now about 20 miles per gallon), while in Europe, the average is currently 36 miles per gallon.

New York Times, Business Section, October 7 2004, “Just Another Day in the Pit as Oil Tops $52:” Oil for November delivery topped $52 a barrel on October 6. Some of the causes cited were a lower-than-expected increase in crude oil inventories, to 1.1 million barrels, and a decrease in inventories for distillate fuel (refinery output) including home heating oil, to 2.1 million barrels. Another reason cited is that general investors are now starting to bet that petroleum prices will keep going up, and are starting to pay higher prices for longer-term delivery contracts, which makes all petroleum worth more.

New York Times, Business Section, October 8 2004, “With Oil Prices Up, It Could Be a Long Winter:” Oil for November delivery briefly exceeded $53 per barrel yesterday, closing at $52.67. Factors driving prices higher included (a) the main oil worker’s union in Nigeria threatened to join a national strike over rising fuel prices, and (b) a surprise two-day strike by Nigerian oil workers at Royal Dutch/Shell over job cuts. Also, preliminary estimates from the Minerals Management Service on damage in the Gulf of Mexico from the recent Florida hurricanes are that seven platforms were destroyed, four were damaged heavily, and there were thirteen pipeline leaks for both oil and gas. Another factor is that this winter is expected to be normally cold, in contrast to last year’s warmer winter, which will in effect mean that two year’s of price increases will hit this year.

New York Times, Business Section, October 11, 2004, “Persian Gulf Producers Express A Willingness to Meet Oil Demand,” by Bloomberg News: Saudi Arabia, Kuwait and the United Arab Emirates said that they would invest in increased capacity to meet growth in oil demand. Together, the three countries account for half of OPEC’s output. Currently, within OPEC, only Saudi Arabia has excess capacity, and will try to maintain this excess in the range of 1.5 to 2 million barrels per day. The United Arab Emirates, which currently supplies 2.5 million barrels per day, will increase its capacity by 300,000 barrels per day in 2005, and 700,000 in 2006. OPEC as a whole pumped 30.5 million barrels per day in September, and increase from 29.9 million barrels per day in August. Last year, demand increased by 3.5 percent. The article said that, “Demand from China and India has pushed up global purchases of oil by almost three million barrels a day this year.” Friday, oil prices jumped to $53.31 per barrel in New York, partially on news that the Louisiana offshore oil port had been shut down for the third time this month.

Global Warming and Pollution

New York Times, Science Section, October 5, 2004, “New Research Questions Uniqueness of Recent Warming:” A new study published in the online journal Science Express uses a backwards-looking computer model as an aid in reconstructing historical temperature changes. This new method finds that there were sharper temperature changes in the past than was previously thought. Other scientists said that this result could indicate that the climate was more susceptible to sharp temperature changes, and hence more susceptible to sharp temperature increases from greenhouse gas emissions. The study’s authors disputed this conclusion, saying their results only applied to past temperature shifts.

New York Times, Business Section, October 5, 2005, “Cheaper Part for Fuel Cells To Be Announced Today:” Fuel cells suitable for automotive use currently cost about $100,000, but a California company, PolyFuel, plans to announce a cheaper critical part for fuel cells, a membrane, which separates fuel from waste products, that costs half of what current versions cost. While this would not make hydrogen fuel cells economically feasible at this point, it is a step on the journey to feasibility. The membrane is typically half the cost of a fuel cell. Critics, however, doubt that the new material will withstand the rigors of automotive use.

(http://news.bbc.co.uk/2/hi/science/nature/3732274.stm), BBC (British Broadcasting Corporation) news web site, 10/11/04: A two-year increase in CO2 emissions at the Mauna Loa observatory could be a sign of accelerating fuel use, but appears to be more than this source can explain. Global warming may be accelerating, for example caused by increased decay of organic material in warmer soils, or a sign that earth’s systems (for example, oceans or forests) are unable to absorb as much CO2 as in the past, or it could be an aberration.

Comment: The current increases in the price of oil have been much faster than we would expect if basic supply shortages were the cause. Supply shortages, and hence higher prices, would be expected to show up over a period of years, not months. Therefore, there is a possibility that these high prices are temporary. On the other hand, there is also a possibility that demand has increased to a point that is exposing weaknesses in the current system, weaknesses perhaps due to difficult technical environments in some cases such as the Gulf of Mexico, and difficult political environments in other cases such as Nigeria and the Middle East. In essence, this second possibility is that we have already passed the point of sustainable supply, and that the surge in prices is fundamental, not temporary. Which view is right? We’ll know when it’s all over. Meanwhile, at least some investors are betting that the second view is right.
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