Hello and welcome everyone. 

What I want to do this evening is talk about the importance of oil in our economy, the social and economic arrangements we’ve built as a result of the availability of cheap oil and then give a brief explanation of the reasons behind the price of oil’s steady rise since 2000 and talk about the factors which might affect both price and availability over the next five years to ten years. I don’t want to spend too much time talking about the technicalities of oil production and refining because it is a terrifically complicated business which I’m just going to skate over touching on what I think are the main points. We could spend a week on it, but I want to spend most time tonight discussing, with your input hopefully, what the implications of changes in oil price and availability might be for South Gippsland both financially and socially. 

Then I’ll talk a bit about the financial crisis we’re seeing unfold as well.

Following that we’ll have a short time for any questions you may have about what I’ve been talking about. Again I don’t want to spend too much time on this but I’ll try and clarify anything which I haven’t explained clearly. Then I think we’ll have a break for a bit before we get down to the business of the evening which is to take what I’m about to put before you, and start hammering out some strategies for us as individuals, or as business people or as members of this community. 

Oil has underpinned the prosperity of our society, especially since the middle of last century. It has been a cheap, easily managed energy source which has enabled ordinary folk like us to live in a way which would be the envy of kings from the distant past. Even the poorest among us have the energy equivalent of hundreds of servants at our command.

Oil has allowed the human population to expand to over the last century to six billion when the natural carrying capacity of the Earth without both oil and coal is probably about two billion. This population expansion has mainly been due to the development of agricultural techniques which take advantage of oil for fuel and fertiliser manufacture, and through oil powered distribution systems. 

But of course oil is far more than an input for agriculture. Oil is fundamental to the continuation and growth of our modern economy. It’s not just all road transport, it’s not just all plastics, all air travel and most of the sea transport bringing in the imported goods we buy in exchange for the agricultural and mining exports we ship out to pay for them. Almost everything we do, what we wear, eat, watch or listen to has a component of oil in it either as a raw material or as part of the production process or both. Oil has allowed us to make lots of cool toys for ourselves and play elaborate games with them.

But unfortunately oil is a limited resource and we always known we would come to the end, not of oil as such, but of cheap, easily available oil. The question has always been when.  
Play Gail Tverberg’s Powerpoint here...
It is likely that Australia faces some tough choices. In 5 years our oil demand is likely to increase by a modest amount – perhaps as little as 5-10% - but the ability of our suppliers to export to us is likely to be substantially reduced. By how much depends on the success and flow rates of new production projects. The estimate of  David Clarke, who is an executive of Price Waterhouse Coopers and who contributes to the Oil Drum as Aeldric, based on current trends and future projects planned by our suppliers, is that a cut in exports by our suppliers of 35-45% is quite possible.

So we are likely to have less oil, and we are going to pay much more for it. We can expect locally produced oil to meet 30-40% of our needs in 5 years. If we accept that we are limited to our “share” of the diminished exports then we can expect to face a shortfall of around 20-30%.

If it is closer to 20%, then we face an extremely difficult time. However, if it is 30% we face an economic catastrophe. Which is it?

We don’t know yet. For the shortfall to drop below 20%, any major upcoming production projects would have to be delivered on time, would have to reach their estimated peak capacity, and would have to achieve this capacity quickly. Given the recent history of such projects, this is not the way to bet. A bet that the shortfall could go higher than 30% of imports is not completely ridiculous.

A significant reduction in the oil-based transport of people in Australia could probably be carried out if we are willing to accept the impact on our economy associated with the loss in tourist dollars (a move to expand electrified public transport would mitigate this impact, but not in the short timeframe that we’re looking at). 

However our capacity to transport food, resources and goods is critical for us as individuals, businesses and communities. The immediate impacts of a 30% reduction in oil supply are likely to be severe.

If we don’t accept that level of cut-back, our alternative is to pay enormous prices for the small amount of oil that has not been locked in to contracts with the big buyers. Unfortunately, every other nation in our situation is likely to reach the same conclusion, so competition is likely to be fierce. Australia's economy is relatively strong at the moment - we could be better placed than many other nations to bid for some of this oil. But if we can’t pay the very high prices and we are forced to do with less, we’re looking at living in a different world to the one we’re in now. 

This means essentially the end of our love affair with private cars. It will most likely be the end of the airline industry as we know it and the end of mass international tourism.  It will mean at the very least tough times for those living in the outer suburbs of the big cities, and very difficult times for us out here in the country. We only have road transport in South Gippsland. The railway lines have been pulled up east of Leongatha. We’ve built a lot of our agricultural economy around the assumption we’ll always have cheap oil. How viable will our economy be when oil rises to $250 or $500 a barrel? This scenario is not in the distant future. It is only necessary to project out 5 years to see a significant probability of shortfalls.

Finance

What is this current crisis all about? Now what I’m about to tell you is very difficult. But the longer we put off facing the true situation, the less likely we’ll be able to deal with what’s coming. But I want to apologise to you in advance because I’m going to say some very distressing things. And if you’ve found what I’ve said so far distressing enough and think you can’t take any more, I would advise you to leave now before it gets worse. 

OK?  Now no sooner does some authority make a pronouncement that everything’s fundamentally sound than there’s a fresh collapse and he has egg on his face. They, the people who caused this mess and who didn’t see it coming are of course the very ones chosen to fix it and assure us everything will be fine. Now I’ll outline what will most likely take place over the next few months or years. This is an informed guess, but I’d be surprised if it’s very different from I’m about to tell you because the rules for this situation are really fairly well known. We have three massive speculative bubbles which have taken place over the past few years. One is in the share market, one is in real estate and the other is in credit, or debt. Now these bubbles are popping. The first thing that has to happen is massive deflation, thats a crash in prices: that’s already happening now with falling stock prices and falling commodity prices which includes most of our exports, and to oil. It will be followed by huge crash in real estate. 

That crash in real estate is already taking place in other industrialised countries where there’s an expectation of a drop of about 30% to 40% on average to bring prices back into line with historical levels: we’re next. Now when this deflationary cycle comes to rest, we will be a in a situation where people who hold assetts of whatever sort and are in debt for a large proportion of their current value will find themselves underwater: that is, they will owe more than the assetts are worth. And we will be in a recession, so the earnings needed to pay off these debts will not be there. There will be lots of defaults and bankruptcies.

So lets be clear on where we will be: we will be way poorer than we believed we were say three months ago, but our debts will be the same or bigger. And this applies to both ordinary citizens and their governments. The debts of the United States government are so huge there was no possibility that they could be honoured even before this crash. I believe the same applies to this country in relation to the level of private debt, although it’s only about half of the debt level of the US as a proportion of GDP. But our national debt was not decreasing up until now and we’ve been in the middle of the biggest boom we’ve ever had, and so the prospect for it being repayed if we go into a recession is fairly dim.

Governments don’t generally default on their debts: they resort to the printing press and inflate that debt away by putting more money into circulation. All the major industrial economies are in hock up to their ears. All of them are inextricably linked financially. All are currently conjuring up money from thin air like mad at the moment to try and fix what they see as the liquidity problems in the market. They think prices are falling because no-one can borrow money. What they don’t want to see or admit is that everything is madly over-valued and no-one wants to buy assetts that turn out to be essentially worthless, no matter how easy finance is. 

At the end of this current process of deflation I believe we will see an inflationary blow-off similar to the one now taking place in Zimbabwe, but through the whole world economy. Essentially the entire world financial system will collapse taking with it all currencies including our own, and rendering all cash and bank holdings nearly worthless. Now I want to emphasise that this will be a financial collapse: whether it will turn into a social collapse will depend on lots of local factors. The Soviet Union suffered a finacial collapse followed by a political collapse at the end of the eighties and early nineties. The Soviet Union dissappeared as a political entity but Russian society did not collapse. After a very bad few years the economy reorganised and now Russia is back on its feet.

Australia is a very robust society, more robust I believe than the United States. We will get through this. I think it is possible that the United States will not, at least in its present political form.

Now some people might say that human ingenuity will find a way around this dire scenario. I would just say to them that every ounce of human ingenuity has been working to put off this evil day as long as possible. Some of us have seen this coming for a very long time, but through cunning and manipulation the human race has careered on, and now we’re like Wile E Coyote in the Roadrunner cartoon: we’ve run off the edge of the cliff with two anvils tied to our ankles, our feet are still spinning madly but we have finally hit the “Oh no!” moment as we see the abyss below us.

We have come up against the limits of growth. Too many people chasing too few resources. We’ve piled up mountains of debt as individuals and as countries, confusing money with wealth, confusing credit with wealth. Now the whole hallucinatory cloud has burst and is disappearing as a rain of pixels on the computer screens of the stock exchanges of the world. Normally we’d go through a bit of a recessionay hangover for a few months or maybe if it’s bad, for a couple of years and then we’d rebuild. 

But his time we’ve spent the inheritance, the accumulated easily won riches of the earth.  We’ve had a great party but now it is over, and when we wake up finally from this dream we’ve all been living in we will find ourselves with the only things which we truly have: ourselves, the physical structures we have built and nature. 

Nature. We’re very sentimental about nature. We think we have the whip hand over nature and so we can afford to feel a bit sorry for the poor old thing. But we are likely to find, on waking up, something closer to the reality which our ancestors lived with. To quote the Marquis de Sade as portrayed by the playwright Peter Weiss: “Nature herself would watch unmoved if we destroyed the entire human race.  Nature this passionless spectator this unbreakable iceberg face that can bear anything”. Anyone who has been in a small boat at sea in a storm will know exactly what he meant. 

Solutions: Localisation

Cheap oil made it possible to move goods immense distances at minimal cost. This allowed economies of scale to out compete the advantages enjoyed by local producers. I would further suggest that the way we have increasingly narrowed our versatility, concentrating on doing one thing well and subcontracting out the rest both as individuals, businesses and communities is over. We have to regain control over the means of production which sustain us. Supply lines carrying vital items which depend on a functioning international finance system and cheap oil have had their day.

What do I mean by this? For individuals and families we will have to produce at least some of our own food, in backyards or in community gardens. We will have to take more responsibility for our health, because the state will no longer have the resources to support those who who have damaged their health through poor lifestyle habits.

Businesses are going to be short of credit, and find many difficulties in obtaining supplies of all kinds either because suppliers have gone broke or because supply lines are disrupted. As business people we are going to have to exercise a great deal of ingenuity in order to keep the community supplied with essentials without going broke ourselves. The bottom line is that without successful businesses there can be no community. So we will need to explore new ways of financing and new ways of entering into relationships with suppliers. Trust is going to be a major issue. Rebuilding an economy, even a simple local one, takes a long time, because it’s made up of countless micro decisions by large numbers of people, and a hell of a lot of hard work. It’s vital to start thinking about these things as soon as possible because the longer it takes to adapt to change the more stress we will all be under, and a community under stress starts to lose people and resources even faster. 

The most common reaction to getting into trouble in business is to just work harder. But if you’re in a hole, digging faster doesn’t help. We business people need to talk to each other because we’re all going to be up against it and we’ll need to support each other. Business as usual will not be an option.

For communities we will have to take back responsibility for maintaining our local environment, and increasingly our public order and our education, again because the State will be strapped for cash. We are fortunate in many ways in South Gippsland and one subtle but hidden virtue is that we have no resource that any powerful outside interests currently covert, other than the Strzelecki forests. A hat tip to Kim Devenish and Julie Constable who have been fighting along fight to try and keep those forests for us. But a weakened community sitting on a resource someone else is after is in trouble. Just one word will give the picture here: water.

For young people here this must seem pretty alarming and at odds with the expectations you might have had for your own futures as you’ve come up through school. You are going to have to make some fairly fundamental decisions on the basis of pretty sketchy information. You’re going to be pushed out into the adult world before many of you were expecting it. On the other hand it’s going to be a new world. The old order is cracking and this is chance for you find a new way to  do things. You’ll have adult responsibilities but you should also have the adult power to steer your own destiny. A lot of what the generation before you took for granted such as car ownership and overseas travel are going to become rarer privileges. It will be easy to become bitter over this, and a lot of people will be. But there will be some major compensations. You’ll most likely be fitter and healthier, less lonely and alienated, and do more meaningful and varied work. Housing will become much more affordable and you’ll be far more resilient, flexible and multi-skilled than the generations immediately before you. You’ll have more engagement and more of a voice in your community, because there will be a power vacuum needing to be filled by new local leaders. So good luck to you!
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