Danny Hannan

4 Bernadette Place

Baulkham Hills

NSW 2153

9/01/01

Re: 
Reply from the Federal Minister for Industry, Science and Resources, Senator Nick Minchin

The Hon Alan Cadman, Federal Member for Mitchell

Dear Mr Cadman

I was thoroughly disappointed with the letter from the Minister for Industry, Science and Resources, Senator Nick Minchin.  His letter is a study in prevarication.  It is no wonder that the public hold politicians in the same high esteem as real estate salespersons and below used car salesmen.

There are a number of issues I would like to raise with the Minister.

1. Australia’s Reserves of oil are between 2.9x109 barrels proven reserves (BP Statistical Review 1999) (United States Energy Information Administration April 2000) and 3.5x109 barrels commercial and non-commercial reserves (Australian Geological Survey Organisation May 2000).  Estimates range from 25 to 30 years for the extraction of these reserves. 
Australia has an annual oil consumption of just over 3x109 barrels.  (United States Energy Information Administration April 2000)  Our reserves hold 10 to 11 years supply of oil but can only be extracted over a much longer period of time.  This indicates that Australia will have to import increasingly larger quantities of oil in less than a decade to make up the short fall from our reserves.  With oil prices high $27 to $33 US per barrel for 2000 to 2002 (BHP 2000) and the Australian dollar weak these imports will have serious consequences for our balance of trade and economic viability.

If the Minister does not have detailed analysis and forecasts of Australia's imports of oil for the next decade or two and the costs associated with those imports then he must be considered both negligent and incompetent.

If he does have them, then they should be in the public arena.

2. The world's oil reserves are stated at just over 1012 barrels but these figures appear very elastic.

From 1983 there was a jump from approximately 7x1011 barrels of oil to just less than 1012 barrels in 1984, with no large discoveries accounting for the stated increases in reserves (BP Statistical Review 1993-1999).  The increase has been accounted for by a change in OPEC’s quota policy to a percentage of reserves bases.  (C.J. Campbell July 1999, Presentation to the House of Commons).  C.J. Campbell estimates the OPEC reserves are as much as 30% overstated.

Indeed the world reserves are stated to have risen since 1984 until today despite the volume of oil discoveries in any of those years never exceeding the production.  The short fall in oil discoveries varies from year to year but is quoted at from 20% to 50% of actual production with the figure of 25% to 30% of production on average fairly well accepted.  (Alexander’s Gas and Oil Connections, Reports, June 2000)

How have the world reserves increased under these conditions?

The World has already produced 9x1011 barrels of oil (BP Statistical Review 1993-1999)  

The United States Geological Survey 2000 has rated the probability of a total world oil production of 1.9x1012 barrels at 0.95 and 2.3x1012 barrels at 0.5.  We are very close to the World’s 50% production peak and then the production will decline exponentially.  (Hubertpeak.com)

The high estimate of peak production of the more optimistic models is 90 million barrels a day in 2020 (Australian Academy of Technological Services and Engineering, Energy for Ever? 1999).

Where did the International Energy Agency get 114 million barrels a day in 2020 quoted in Nick Minchin’s letter?

The IEA also predicted a high price of oil at $30 US a barrel in 2020.  It's hard to believe that the price of oil will be static for the next 20 years.

There are many models for the World oil situation but only one model can claim high correlation with past oil production history and an accurate history of forecasting future trends, The Hubbert Model.  (Hubbertpeak.com)

By 2006 OPEC will control 75% of the Worlds oil, by 2010 they will have almost a monopoly (BP Statistical Review 1999).  There will be limited ability to persuade OPEC to maintain a stable oil price into the future, short of war.  There probably will not be an oil supply crunch this decade but there will be an oil price shock.  The oil supply crunch comes early next decade.  (The Hubbert supply curve and the demand growth curves don’t cross till about 2012 - 2015).

Though the supply and cost of oil are related, it is the cost that dictates the moves in national and the world economies.

If the Department of Industry, Science, and Resources under Nick Minchin do not have detailed analyses of future world oil production, and have made the relevant forecasts of trends and consequences for Australia, for each scenario, then the Minister and the Department must be considered negligent and incompetent

If they do have them, then they should be in the public arena.

3. The production of fuel alcohol from biomass has already had a large amount of research overseas.

The essentials are:

· At $30 US a barrel for oil energy crops would cost $50 US a short ton (dry weight) to produce.  About $100A a tonne with an Australian production of 4 to 10 tonne per hectare per year dependant on water supply.  An energy conversion of about 2-4 tonne  (dry weight) to 1 tonne of ethanol.  As the price of oil increases so does the cost of producing energy crops.

· The cost of production of energy from fuel alcohol is about twice that of the equivalent energy form petroleum.  (Economics of Biomass Production in the US 1996)  (How Much Energy Does It Take to Make a Gallon of Ethanol?  David Lorenz and David Morris August 1995) (Ethanol from Cellulose: Too Good To Be True?  May 2000)

· The energy profit ratio for non-petroleum production of fuel alcohol is 1:2.  For every tonne of ethanol we produce half a tonne is needed for the production of next years crops.  (How Much Energy Does It Take to Make a Gallon of Ethanol?  David Lorenz and David Morris August 1995)

· Brian Fleay in “Decline of the Age of Oil” calculated that a minimum energy profit ratio of 1:5 was required for any energy production industry to be viable.

· The National wheat crop would supply 15% of our current liquid fuel needs.

· To supply our current liquid fuel needs we would have to have 1% of Australia’s total landmass under energy crops.

In short, energy production from biomass is only practical on a limited scale for special purposes.

The only real solution to the coming oil price shock and later supply crunch is conservation.

The oil price shock and supply crunch are coming.  Some models say around the end of the decade (2010) some say not till after 2020.  The only argument is when, not if.

If we believe the earlier forecasts and prepare for the worst by building infrastructure that will make us independent of oil, we will have valuable resources well into the future.  If we squander our resources by building more roads, when the crunch comes, there will be social and economic devastation.

The Western Sydney Orbital is a minimum fifty-year investment.  With the most optimistic models forecasting oil decline early in the 2020’s, the Western Sydney Orbital simply does not make economic sense.

The oil price shock and later supply crunch are coming the only argument is when.

The only real solution to the coming oil supply crunch is conservation.

Why are we still building roads?

Food production worldwide is under pressure with agricultural land degraded, forests under siege, fish stocks depleted.  Oil plays a vital role in all food production and transport, from production of fertilisers and pesticides to delivery to markets.  High oil prices will have repercussions throughout world agriculture and the populations sustained.

Yours faithfully 
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