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It is clear that our need for oil is an expensive problem, but just how much of a problem looking forward? President Bush recently outlined the plan for a significant reduction in our use of oil imports over the next decade, primarily through the use of Ethanol as a gasoline substitute.  He reminded the country of our tenuous status in terms of energy security as long as we continued along the current path of increasing oil consumption.
Over the last decade, the world has used approximately 82 million barrels of oil a day, with a “swing” of up to 5 million barrels a day up or down-depending on supply and demand.  Most of the world’s oil is in politically unstable areas such as Iran, Saudi Arabia, Nigeria and Venezuela.  Of the three single major oil fields in the world-in Saudi Arabia and in Mexico-there are indications that less oil is being produced over time.  In addition, much of the oil being produced in the older fields is “heavy crude” – harder to refine and use.
New oil is being found in the Southern “Stan” nations of the former Soviet Union, but the process of bringing this oil to market will take years.  Canadian Oil Sands represent the only future supply of “oil in a safe place,” but their source as a major supply will take another decade of expensive development.
At the same time that oil supply is uncertain, demand is relentlessly higher.  In the Western industrialized world (the US, Europe, and Japan), the demand is increasing slowly, but steadily.  Attempts to reduce oil use there- such as the above mentioned Ethanol program, will hopefully lessen supply over the next several years. Other alternative energy sources-solar, wind, and hydroelectric, are thought to offer little help.  A strong nuclear effort would be significant, but will take years to occur and has been politically difficult.

The real increase in demand will be from the new developing world.  In India, China, Southeast Asia, Eastern Europe and South America, demand for oil is exploding as their populations seek the same energy-rich life we take for granted in the United States.
The combination of steadily increasing demand for energy (and oil) with a limited and uncertain supply suggests the likelihood of much higher oil prices in our future.  What is likely to change this? 
 The market itself is a correcting mechanism.  As oil prices move up, people use less of it and/or look for substitutes.  Modern utility plants often allow use of different fuels for power generation depending on supply and price.  Expensive gas pushes the purchase of more fuel efficient cars, and less driving.

The development of electric cars would markedly reduce demand for oil, but these vehicles are not yet commercially available.  Whether they will become so, and be purchased widely in the near future is also uncertain.
An unexpected increase in supply would also alter the demand/supply ratio.  There was a recent find in the Gulf of Mexico that may be significant, but this field and any others with a large new supply of oil reserves is a future possibility, not a probability.  The above mentioned Canadian Oil Sands are of massive quantity, but require high amounts of water and natural gas to extract.  No near term significant increase in supply is expected there, but just a slowly increasing production over time.
Short term geopolitical events can lead to both short and long term oil supply “shocks”, which could boost prices quickly.  It is hard to conceive of political events that could move prices down.

Our efforts to reduce oil use, such as development of Ethanol-mixes, hybrids, and electric vehicles all makes sense, but will be slow in their impact.  Nuclear power is yet another answer, but not for many years. The examination of supply and demand for the world’s oil suggests higher to much higher prices in our future.
