
Energy Cost 
and your 

Supply Chain 
October 28 2008 – Las Vegas, NV - © Tim Radbourne 2008



Monday I went for a hike



Oil Prices go for a wild ride

Cambridge Energy Resources Associates

Presenter
Presentation Notes
CERA has had a miserable record of price predictions lately.  Blue line is actual oil price.  Red arrows show CERA predictions.

Cambridge Energy Research Associates, also known as CERA, is a consulting company that specializes in advising governments and private companies on energy markets, geopolitics, industry trends, and strategy. The company was founded in 1983 by Daniel Yergin and James Rosenfield. Some of the company's largest clients include international energy companies, energy consumers, governments, utilities, technology companies, and financial institutions. Many of them attend CERAWeek, the company's annual conference held in Houston, Texas. Daily programs usually revolve around the topics of oil, natural gas, electric power, renewables, and technology.

Past keynote speeches have been given by the energy secretaries and ministers of Saudi Arabia, Iraq, Mexico, Norway, and the United States. Other notable speakers have included former US Secretary of the Treasury Robert Rubin, US Secretary of Energy Samuel Bodman, former Federal Reserve Chairman Alan Greenspan, Microsoft CEO Steve Balmer, and former Secretary General of OPEC Rilwanu Lukman.



But over 140 years ….

Source: Energy Information Administration

Presenter
Presentation Notes
Oil has just surpassed peak prices in the 70’s since this graph was made, but has not yet surpassed oil prices from the earliest days of oil.



OPEC Annual Meeting March 08

• GW Bush, “OPEC needs to  
increase production”

• OPEC,  “Production Increase 
Unnecessary“

• GW Bush, “It’s hard to ask 
something they may not be able to 
do”

Presenter
Presentation Notes
The pressure was on OPEC to increase production, but no production increase was forthcoming.



June 22, Saudi Oil Minister adds 200 
billion barrels to reserves, promises 
more production.  Oil price goes up…

Emergency Saudi Energy Summit June 2008

Presenter
Presentation Notes
In a bid to reassure the world that Saudi Arabia was not about to run out of oil, the Saudi oil minister adds 200 billion barrels of oil to Saudi reserves.  No backup is given for this, and there are no major oil finds supporting this.  Markets obviously don’t believe him.



PARIS (AFP) - Saudi Arabia's oil minister believes oil prices are set to stay above a minimum price of 60-70 dollars per barrel, signalling a new era for world energy markets, he said in an interview released Sunday.

Ali al-Nuaimi, one of the most influential people in the business as oil minister for the world's biggest crude producer, said "a line has been drawn below which prices will not fall."

His explanation to French oil newsletter Petrostrategies was technical, based on the idea that public policy in many countries was to invest in alternative energy sources to compete with crude.

These government-backed alternative sources such as biofuels -- but also alternative oil sources in Canada's tar sands, for example -- can only compete with crude if the price of oil stays above 60-70 dollars a barrel.

"If you take all the subsidies that go into producing a barrel of biofuels, I doubt that anybody can make money in that business with a price less than 60 or 70 dollars," Nuaimi said.

"And therefore a line has been drawn below which the price cannot fall."

He said the price, which is high by historical standards, resulted from the policy objectives of having diversified energy sources.

"There is a cost to that. That cost determines the level at which the price of energy is going to be," he said.

Oil prices are currently trading at an unprecedented level of more than 100 dollars a barrel, heaping pressure on Saudi Arabia and other members of oil cartel OPEC to increase production at their meeting this week.

Saudi Arabia is the leading member of the Organisation of Petroleum Exporting Countries, which collectively produces about 40 percent of world oil, but Nuaimi gave nothing away about the output meeting on Wednesday.

Asked whether Saudi Arabia had an idea of what should be done by the group, he replied: "No we don't. We will go in to the meeting with an open mind."

The 13 members of the group had to look at data on the oil market in a scientific way.

"Everything you hear -- some say we will maintain production, some say we should reduce it -- all that is just a matter of opinion," he said.

He said that Saudi Arabia would have production capacity of 12.5 million barrels per day (bpd) at the end of 2009, from 11.0 million bpd currently, with spare capacity of 1.5-2.0 million bpd.

He also said that the country, which already has the biggest proven oil reserves in the world and exports 10 million bpd, planned to add another 200 billion barrels of oil to its proven reserves figure.

He said this was "to reassure the world that we are not going to run out of oil in the next five to ten years as peak oil theorists say."

Exploration efforts to find new oilfields that could be exploited in the future will also continue. "Saudi Arabia is not fully explored," he said.



Oil in free fall - Oct 24, OPEC threatens 
to cut production.  Oil price goes down…

Emergency OPEC Energy Meeting Oct 08

Presenter
Presentation Notes
Saudi Arabia the lone dissenter in a bid to stabilize oil prices as petro states in shock.





3 States have much to lose

• Iran needs $75 oil to stabilize 
balance of payments

• Hugo Chavez’s Venezuela needs 
$90 oil to continue his ways

• Russia can make do with $70 oil.

Presenter
Presentation Notes
This is the oil shock of the 70’s in reverse.  They say what goes around comes around.



Where does our oil money go?

• After Peak Oil, 
exploration and 
operating costs will 
increase dramatically.

• Jack #2 in 7000 ft of 
water then 20,000 ft 
further to oil (Gulf of 
Mexico)

• It costs big money to dig 
for oil and it will cost 
bigger money tomorrow.

Presenter
Presentation Notes
There is no question that there are some excess profits being captured by the oil companies, but oil is getting harder and harder to find.



Running out not problem, 
uncertainty of price is the problem.

• Oil companies don’t want us worrying 
about running out of oil, and they are 
right.  We won’t.

• But we have run out of cheap oil.
• As a supply chain expert, I would 

suggest the effect is the same.
• In the future you won’t be able to 

depend on oil.



Strategies for Supply Chains

• Global Supply Chains are heavily 
exposed.

• How energy intensive is your supply 
chain?  

• Design supply chains for oil 
uncertainty.

• Re-evaluate global vs. local sourcing.

Presenter
Presentation Notes
Not many supply chains are prepared.



Timing is now

• Days of dependable cheap energy 
behind us.  

• Market is helping the transition, but 
expect price turbulence ahead…

• Fast, flexible, low petroleum 
dependency supply chains will win.

Presenter
Presentation Notes
I’m not suggesting radical changes today, but we need to be ready to make radical changes tomorrow.



We’ll be using oil for many 
years to come

• Oil is not running out, it just is 
getting harder to find.

• Don’t be lulled by temporary oil 
price reductions.  We’ll pass $147.

• Search for what’s next gets hotter.

Presenter
Presentation Notes
We won’t be able to stop some form of government action.  Our only hope is to be out if front of any legislation, and help guide our politicians.  We need to keep them from making fatal mistakes.



Contact Info

• Questions ? ?

• Tim Radbourne 
(517)442-9173 
tim@radbourneconsulting.com

• Download 
presentation from 
www.radbourneconsulting.com
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