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  CHAPTER ONE

  THE U.S. OIL INDUSTRY’S SAFETY RECORD AND THE NEED FOR MORE DOMESTIC OIL PRODUCTION


  JUDE CLEMENTE


  BACKGROUND


  
    In terms of non-OPEC. . . we are expecting that in three, four years’ time the production of conventional oil will come to a plateau, and start to decline. In terms of the global picture, assuming that OPEC will invest in a timely manner, global conventional oil can still continue, but we still expect that it will come around 2020 to a plateau as well, which is, of course, not good news from a global-oil-supply point of view,

    Fatih Birol, Chief Economist at the International Energy Agency (IEA), 2009 (Monbiot, 2009)

  


  In its latest forecast, International Energy Outlook 2010, the U.S. Energy Information Administration (EIA) projects that domestic oil (all liquids) consumption will increase by 8 percent by 2030. (U.S. Department of Energy, July 27, 2010) U.S. crude oil production has basically been sliced in half since peaking in 1970 at 9.7 million barrels per day (b/d), and foreign sources now constitute a growing 60 percent of the 20 to 21 million b/d that we consume. Meanwhile, global demand is rapidly outpacing supply and is expected to increase by nearly 25 percent by 2030. The recession, resource nationalism, and the maturation of many of the world’s giant oil fields have put global production after 2015 in serious jeopardy. In fact, there is a strong probability that we are now at peak oil production. In the Joint Operating Environment (JOE) 2010 report, the U.S. Joint Forces Command, the Military’s transformation leader, delineated the widening gap between global oil production and consumption: (U.S. Joint Forces Command, February 18, 2010) To generate the oil required worldwide by the 2030s, we will need to find an additional 1.4 million b/d every year until that time (the equivalent of adding a Saudi Arabia’s worth of production every seven years).


  
    	World surplus oil production capacity could entirely disappear by 2012, and as early as 2015, the shortfall in output could reach almost 10 million b/d.


    	Global oil production and distribution infrastructure must receive extraordinary new investment if demand is to be satisfied at a cost comparable with economic growth and prosperity. The International Energy Agency (IEA) indicates this investment level is $6.3 trillion from 2007 to 2030. (International Energy Agency, November 12, 2008)

  


  Nevertheless, oil is entrenched in the U.S. energy system and is expected to hold its approximately 40 percent grip on total energy consumption until at least 2030. Without increased domestic production, we face the prospect of extended supply shortages, rising prices, worsening trade deficits, and even greater national security vulnerabilities. The April 2010 BP Deepwater Horizon spill in the Gulf of Mexico, however, has hastily put the U.S. oil industry on the defensive. Just weeks before the 2010 mid-term elections, the Obama administration lifted the nearly six-month ban on offshore energy exploration but the Institute for Energy Research says a “permitorium” remains a guiding policy.(Institute for Energy Research, October 12, 2010)


  A study (October 2010) by Southern Methodist University concluded that the drastic slowdown in the issuing of new drilling permits in the Gulf’s shallow waters alone is jeopardizing nearly 40,000 jobs. (Snow, October 7, 2010) According to a study (July 2010) by the Louisiana State University (LSU), a drilling moratorium in the region may have actually been worse than the spill itself. The report found that a six-month moratorium in the region could trigger a loss of more than 8,000 jobs, almost $500 million in wages, and over $2.1 billion in economic activity in the Gulf region alone.(LSU News, July 26, 2010) By “stifling one of the area’s primary economic engines, the administration is crippling the local economy and risking long-term consequences,” the LSU study concluded.


  Perhaps even more worrisome, a moratorium or a permit slowdown poses the very real question: “Where will we get our incremental oil?” The EIA specifically credits deep offshore fields in the Gulf of Mexico—Great White, Norman, Tahiti, Gomez, Cascade, and Chinook—for a projected 36 percent jump in domestic oil production from 2008 to 2035. (U.S. Department of Energy, May 11, 2010) The EIA projects U.S. imports, “which grew steadily from the mid-1980s to 2005, decline significantly from 2008 to 2035.” As demonstrated in Figure 1.1, if policy constrains this offshore stockpile from development, our rank as the second highest source of non-OPEC incremental supply (after Brazil) will fade, and risky outside suppliers will gain leverage.
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  The present analysis outlines the three principal reasons why any lost opportunity for the U.S. to reverse the known costs and risks of dependence on foreign oil would be regrettable: 1) the Deepwater Horizon spill is an aberration, 2) the necessity to produce more oil will remain a hallmark of U.S. energy security until at least 2030, and 3) U.S. imports from both Canada and Mexico, North American oil that has kept our dependence on less friendly suppliers in check, now confront their own distinct challenges in meeting our growing needs.


  THE U.S. OIL INDUSTRY’S SAFETY RECORD


  Although the human and mechanical errors that led to the Deepwater Horizon spill are both identifiable and preventable, some opponents of offshore drilling have taken advantage of the incident to call for continuing moratoria or even cessation of deepwater drilling. This group is apparently beginning its mission by seeking a permanent ban on drilling in all federal waters off the Pacific Coast. Indeed, the Deepwater Horizon spill has morphed into an all-out assault on the U.S. oil industry’s established safety record:


  
    	“President Obama is right to impose the moratorium on deepwater drilling . . . But the moratorium should cover shallow water drilling as well. . . the President should go further,” Frances Beinecke, president of the National Resources Defense Council (and member of the National Commission on the BP Deepwater Horizon Oil Spill) (Beinecke, May 27, 2010)


    	“This spill reveals a serious lack of safety surrounding the oil industry,” Amy Klobuchar, U.S. Senator, (D-Minnesota) (Klobuchar, May 18, 2010)


    	“It is an unacceptable risk associated with offshore gas or oil drilling at this time,” Louie Miller, state director of the Mississippi chapter of the Sierra Club (Kirgan, May 2, 2010)

  


  The President of the Louisiana Mid-Continent Oil and Gas Association, Chris John disagrees: “Like any industry, many of the energy industries come with risks. But it does not stop our need for energy to fuel our economy and secure America. And the track record has been pretty good.” (Alpert, April 26, 2010) The U.S. Minerals Management Service (MSS) states the case more bluntly: “The Nation’s record for safe and clean offshore natural gas and oil operations is excellent.” (U.S. Department of Interior, January 13, 2000) Despite heavy increases in transport, spill volumes and incidents have significantly diminished in recent decades. Offshore, this progress is particularly obvious since 1989, when the Exxon Valdez spill prompted majors to replace single-hull tankers with double-hull ships. By highlighting the need for stronger legislation, inflaming public sentiment, and spurring U.S. Congress to enact comprehensive oil spill legislation, the incident helped lead to the decreases seen in Figure 1.2. The Oil Pollution Act of 1990: 1) expanded and clarified the authority of the federal government, 2) created new spill prevention prevention and preparedness requirements, and 3) strengthened existing liability provisions.
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  Over the thirty-year time period depicted, while total imports nearly tripled, average annual volumes and incidents of offshore spills in the U.S. dropped by approximately 93 percent and 87 percent respectively. (Ramseur, April 30, 2010) Environmental Research Consulting (ERC) notes that spills above 100 gallons represent 99 percent of the total offshore spill volume but only 8 percent of the total offshore spill number. (Etkin, 2001) To put this amount in better perspective, one million gallons of oil is 23,810 barrels of oil. Therefore, offshore operations in the U.S., in an entire year, spill less than 0.1 percent of what the country consumes in a single day. According to the MMS, roughly 19,150 wells were drilled offshore in the 2000s, and only 0.001 percent of the total offshore yield has spilled in the past thirty years. (Cassidy, June 28, 2010) As for the Pacific Coast specifically, in the 40 years since the Santa Barbara spill, California’s offshore wells have produced over one billion barrels of oil without a significant incident.


  The claim that a “lack of safety” surrounds the U.S. oil industry is also called into question by sharp declines in onshore spill volumes and incidents. From 1987 to 2005, for instance, data gathered from the U.S. Environmental Protection Agency (EPA, 2009) and ERC (2001) show that the average annual volumes and incidents of onshore spills each plummeted by roughly 95 percent (see Ramseur, 2010). Spill statistics verify the tremendous strides that have been made in the industry. And we can expect more vigilance in the years ahead because companies realize aging infrastructure will see higher throughput and transport. As reasoned by Lee Hunt, President of the International Association of Drilling Contractors, companies have a “vested interest in being as safe as possible.” (Gold and Power, May 7, 2010) In addition to lost product, the EPA says it costs about $220 to clean up a single gallon of oil. (U.S. Environmental Protection Agency, April 29, 2009) The Deepwater Horizon spill has caused a major shakeup at BP and is projected to ultimately cost the company as much as $63 billion. (Corkery, June 16, 2010)


  Even worse, BP’s reputation appears irreparably damaged. The company has been relatively quick to spread blame rather than accepting responsibility as operator. BP’s own investigation, released in September 2010, did not “identify any single action or inaction” that caused the incident but rather a “complex and interlinked series of mechanical failures, human judgments, engineering design, operational implementation . . . came together to allow the initiation and escalation of the accident. Multiple companies, work teams and circumstances were involved over time.” (Bergin and Rascoe, September 8, 2010) BP has publicly blamed both Transocean, the owner of the rig and the company hired to drill the well, and Halliburton, the oilfield service company that had cemented the well but apparently did not complete the seal when the explosion occurred. The exact causes of the Deepwater Horizon spill could remain a mystery for some time but we do know that there were key failures on at least three fronts:


  
    	The blowout preventer failed to close off the well automatically in response to the sudden emergency.


    	The failure of the cement, the casting, or both is the “one thing we know with certainty,” says Steve Newman, Chief Executive Officer of Transocean. (MSNBC News, May 11, 2010)


    	Oversight and response failures led to the Deepwater Horizon having a “dead man switch” to activate the blowout preventer but lacking the separate, remote-control switch that is commonly used by deepwater experts Brazil and Norway.

  


  Similar to the ExxonValdez spill in 1989, the Deepwater Horizon incident represents a possible turning point for the U.S. oil industry. As part of their commitment to protect the environment and ensure workplace safety, oil companies continually look to deploy advancing technologies in all areas of operation. For example, the use of dispersants, a new spill mitigation technique that was recently reviewed and approved by the EPA, has proven effective in the Gulf. Four of the majors, Chevron, ConocoPhillips, ExxonMobil, and Shell, have committed $1 billion in start-up costs to build and deploy a swift response system that will be available to capture and contain oil in the event of a future deepwater well blowout. (Chevron, July 21, 2010) The transition toward deeper water and frontier regions signifies the offshore industry in particular must be fully prepared to prevent and respond to a similar incident in the future, especially considering the U.S. oil requirement will maintain its ascent.


  RISING U.S. OIL NEEDS


  “We have set in motion a national policy aimed at both increasing gas mileage and decreasing [greenhouse gas] pollution for new trucks and cars sold in the United States of America,” U.S. President Barack Obama, announcing the proposal of new federal laws to increase Corporate Average Fuel Economy (CAFE) requirements, May 19, 2009 (PBS, May 19, 2009)


  The transportation sector accounts for nearly 70 percent of total domestic oil demand, and passenger vehicles are the single largest driver of U.S. oil consumption. Passenger vehicles and light-duty trucks in the U.S. are currently required to get an average of 27.5 miles per gallon (mpg). In April 2010, with the goal of reducing “our dependence on oil while helping folks spend a little less at the pump,” the Obama administration mandated that these vehicles reach an average fuel efficiency of 35.5 mpg by 2016. (Obama, March 31, 2010) The Natural Resources Defense Council claims the raised standard will save Americans $65 billion in fuel costs by cutting oil consumption by 1.3 million b/d by 2020. (Eilperin, April 2, 2010)


  The common assumption that increased fuel efficiency standards for vehicles will assuredly cut into U.S. oil consumption highlights the ongoing triumph of wishful thinking over rational, evidence-based understanding. At the time of the 1973-1974 Arab oil embargo the U.S. imported about 33 percent of the 17 million b/d of oil that it consumed, 15 percent of which came from the Persian Gulf. (U.S. Department of Energy, July 29, 2010) With the security, political, and economic vulnerabilities of this dependence abruptly exposed, the federal government enacted CAFE standards in 1975. Automakers were required to meet certain mpg efficiency targets for new vehicles starting in model year 1978. This mandated standard has been elevated for passenger vehicles and light-duty trucks from 18 to 27.5 mpg. (U.S. Department of Transportation, November 2004) Figure 1.3 illustrates an increased CAFE has not had its desired and anticipated results. Americans continue to drive more and use more fuel. The U.S. now imports 60 percent of the 20 to 21 million b/d of oil that it consumes.
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  Efficiency gains in the U.S. vehicle sector have fallen victim to The Jevons Paradox, named after the father of energy economics, William Stanley Jevons, in 1865. In stark contrast to the virtual panacea CAFE enthusiasts claim that they are, efficiency improvements tend to diminish the need for a fuel, thereby reducing its costs and counter-intuitively increasing its demand. Indeed, in 2004, the National Commission on Energy Policy found that if U.S. Congress mandated the vehicle fleet raise its average fuel economy for passenger vehicles and light-duty trucks from 27.5 to 44 mpg—a staggering 60 percent increase—domestic oil consumption could still swell by 3.7 million b/d by 2025. (Puplava and Puplava, July 22, 2005) Jim Kliesch, a vehicle efficiency expert with the Union of Concerned Scientists, calculates that doubling the current efficiency standards would increase driving for the average American by more than 7 percent. (O’Carroll, May 22, 2009) “CAFE standards are regressive,” says Stephen DeCanio, an economics professor at the University of California at Santa Barbara, “CAFE is not the way to go.” (Roth-Furchtgott, May 28, 2009) CAFE has been “one really bad mistake. It didn’t meet any of the goals,” adds Jim Johnston, former President of General Motors. (Rutledge, 2006, 125)


  One main problem has been that consumers often lack a real incentive to purchase a new vehicle. CAFE standards make new vehicles more expensive because they make manufacturing costs higher. CAFE standards also force automakers to build dangerously lighter and smaller vehicles that burn less fuel; the National Academy of Sciences has linked mileage standards to an average of 2,000 deaths per year. (The National Academies, 2002, 28) Due to better quality and luxury, more Americans are keeping their vehicles longer, driving them more, and frequently buying a second or even a third vehicle. Going forward, the constant need for more domestic oil production is one of the only certainties that our murky energy future holds:


  
    	Today, there are over 265 million oil-only vehicles on U.S. roads; Dargay et al. (2007) project there will be 314 million such vehicles in 2030. (Dargay, Gately and Sommer, January 2007)


    	The U.S. puts between 12 and 16 million new oil-only vehicles on its roads each year; in 2009, domestic sales of hybrids were less than 300,000 units. (Hybrid Cars, March 4, 2010)


    	As seen with the now infamous “Cash for Clunkers” program, U.S. vehicle fleet penetration rates are exceeding slow; Hirsch et al. (2005) found that half of all vehicle models bought in a given year are still on the road seventeen years later. (Hirsch, Bezdek and Wendling, February 2005)


    	Oil (and energy) consumption is more responsive to income than it is to price; the EIA notes “Since 1983 . . . the growth in vehicle-miles traveled has basically mirrored the increases in real disposable income.” (U.S. Department of Energy, November 2005)

  


  Walter McManus, Director of the Office for the Study of Automotive Transportation at the University of Michigan, has documented the failure of American consumers to respond to higher gasoline prices by shifting to more fuel-efficient vehicles. For example, from 2001 to 2004, when the (inflation adjusted) price of gasoline increased 18 percent, there was no observable impact on new vehicle purchases. (Rutledge, 2006, xii) In fact, large pick-ups and luxury Sport Utility Vehicles, having the lowest fuel economy, actually gained market share during the period. Americans have consistently chosen to forgo efficiency improvements by driving safer, larger, and more powerful vehicles. Many insist this discretion is a consumer’s fundamental right because the higher profit margins on these gas-guzzlers allow retailers to sell them at a discounted price.


  As demonstrated in Figure 1.4, U.S. (a) oil demand is expected to preserve its lockstep increase with the two leading indicators of future energy demand: incremental growth in (b) gross domestic product (GDP) and (c) population. The correlation between these three variables is a steady drumbeat. Over the next 20 years, the EIA expects the U.S. to add more than two Japans to its GDP ($8.7 trillion) and expand its population by the size of France (65 million people). (U.S. Department of Energy, July 27, 2010) Thus, the Administration’s projection that U.S. oil demand will increase by 8 percent by 2030 is markedly conservative. Unfortunately, imports from our two most secure suppliers will struggle to meet our growing needs.
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  CANADA’S OIL COULD BE FORCED ABROAD


  
    In the event the United States seeks to eliminate its reliance upon the oil that comes from oil sands, then it will be sold somewhere else in the world, Gary Mar, Alberta, Canada’s diplomatic representative to the U.S., 2009 (India Environmental Portal, June 2009)

  


  As a dependable supplier and long-time ally, Canada is an indispensable safeguard of U.S. energy security. In fact, Canada has been the largest U.S. oil supplier every year since 2003 (Saudi Arabia) and meets about 10 percent of our total consumption. In 2009, supplies from Canada surpassed the combined imports from Saudi Arabia and Nigeria, respectively our second and fourth highest foreign sources of oil. The EIA reports that Canada exports nearly 60 percent of the 3.4 million b/d that it produces to the U.S. (U.S. Department of Energy, Energy Administration, 2010) BP’s Statistical Review of World Energy June 2010 estimates Canada’s proven oil reserves at 33.2 billion barrels. (BP, June 2010, 6) BP does not include, but separately records, an additional 143 billion barrels of recoverable oil sands in the western province of Alberta, second globally to Saudi Arabia and more oil than there is in either Iran or the Former Soviet Union.


  The EIA reports that Alberta’s massive oil sands resource currently yields about 1.4 million b/d and accounts for an escalating 42 percent of Canada’s total production. Output in the area is expected to more than double by 2017 and soar to five million b/d by 2030. A relatively flat population growth rate will have Canada’s organic demand hovering around 2.3 million b/d. Much of this surplus oil is anticipated to be headed south, where U.S. refineries, especially in the Midwest and Gulf Coast, are continually being reconfigured to handle these heavier supplies. TransCanada’s $12 billion Keystone pipeline system currently brings oil non-stop from Canada to market hubs in the U.S. Midwest, and the proposed 1,661-mile Keystone Gulf Coast Expansion Project would serve the vital Texas market. (TransCanada, October 5, 2010)


  The Canadian-American oil alliance is a prime example of the firm link between stable and affordable exporters and U.S. energy security. Without access to Canada’s oil, we would be forced to shop overseas, where questionable supplies depend upon risky and/or hostile producers. Alberta has an oil production potential of over 100 years, and the province is prized as the world’s most predictable region still capable of expanded production. (Jamasmie, September-October 2010) Both China and India are well aware of the unparalleled potential this “free market” resource holds, as they strive to meet the surging energy needs of almost 40 percent of humanity. But, as an unconventional resource, oil sands present more challenges than conventional development and are typically only economically viable with higher prices. The rebound in prices to the $65 to $75 range has investors, producers, and the Alberta and Canadian governments primed to meet the energy security needs of the U.S. but U.S. policy could make it easier for other countries to gain access to this critical resource.


  With the oil sands’ bitumen requiring energy-intensive, emissions-heavy processing, U.S. climate change legislation could effectively deny them access to the U.S. market. The Low Carbon Fuel Standard (LCFS) is an example of the dual edged sword that characterizes our attempt to combine energy and environmental legislation. In January 2010, California became the first U.S. state to formally implement a LCFS, requiring state suppliers to track and report the “fuel pathway,” or life-cycle, greenhouse gas (GHG) emissions of their transportation fuels. California’s LCFS mandates that the “carbon intensity” of the state’s transportation fuels in 2020 is 10 percent less than it was in 2006. (Crane and Prusnek, January 8, 2007) Carbon intensity is measured in two parts: 1) the direct emissions associated with producing, transporting, and using the fuel and 2) the indirect effects, including those caused by changes in land use. Lost in the debate, DNV, a leading international provider of services for managing risk, notes that “measuring the direct full life-cycle GHG emissions of transportation fuels is not technologically feasible.” (DNV, 2009)


  Other climate change legislation will also likely limit the availability of Canadian oil to the U.S. market. For example, the American Clean Energy and Security Act of 2009 (ACES), colloquially known as the Waxman-Markey Bill, seeks to “reduce carbon emissions from major U.S. sources by 17 percent by 2020 and over 80 percent by 2050 compared to 2005 levels.” (U.S. House of Representatives, June 23, 2009) ACES narrowly passed in the House of Representatives in June of 2009, and the bill is still under consideration in the Senate (as of Fall 2010). Under ACES, life-cycle GHG emissions include “direct emissions and significant indirect emissions such as significant emissions from land use changes” as determined by the Administrator of the EPA, Lisa Jackson.(U.S. Environmental Protection Agency, May 2009)


  The energy security concern stems from a provision in ACES that would grant President Obama the power to slap tariffs on imports that have a carbon footprint larger than U.S.-made goods. Although Kroft et al. (2009) suggest ACES does not directly threaten U.S. imports from oil sands because it does not include an LCFS, President Obama has made clear the EPA could issue waivers for other states to adopt their own standard. (Kroft, Elnekave, and Lees, September 30, 2009) The governors of at least eleven Northeast and Mid-Atlantic states have signed a memorandum of understanding, committing to develop a California-like regional LCFS by 2011.


  The environmental benefits of laws that, even inadvertently, target oil sands in the transition to a low-carbon economy appear minimal. IHS Cambridge Energy Research Associates, one of the most referenced energy consulting firms in the world, has determined that the “wells-to-wheels” GHG emissions from oil sands—from extraction and processing through combustion of its refined product—are only 5 percent to 15 percent higher than the oil processed in the U.S. (IHS Cambridge Energy Research Associates, May 19, 2009)


  Further, from an energy security perspective, the tariffs proposed in ACES, which would come into effect in 2020, would be implemented at the worst possible time. The oil sands will triple Canada’s export capacity in the next decade (see Figure 1.5). This opening has prompted the arrival of China’s global equity oil quest to North America. In 2009, PetroChina purchased a $1.7 billion (60 percent) stake in two of Canada’s oil sands projects. (Fekete, September 1, 2009) Energy-hungry India has also expressed a keen interest in developing the resource. These two ready markets will surely negate any GHG emissions saved by curtailed U.S. involvement in the oil sands.


  In addition, the Harper administration has its own climate change goals: to decrease GHG emissions 20 percent below 2006 levels by 2020 and 60-70 percent by 2050. (Natural Resources Canada, October 12-14, 2009) These policies could eventually collide with the “proportionality rule” of the 1994 North American Free Trade Agreement, which basically declares that Canada itself cannot try to limit is exports of oil sands production to the U.S.


  For the U.S., the importance of Alberta’s oil sands goes beyond energy security. A 2009 study by the Canadian Energy Research Institute found that, as production and investment in the oil sands rises, demand for U.S. goods and services would increase the U.S. GDP by $34 billion in 2015 and $42.2 billion in 2025. (Snow, October 26, 2009) The report, Canada’s Oil Sands and Economic Impact on the USA, found that oil sands development would add 342,000 new U.S. jobs from 2011 to 2015. Mexico, our next most important oil supplier, also faces policy issues that could limit the country’s exports to the U.S. but production will be constrained by below-ground realities.
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  MEXICO’S EXPORTS COULD BE EVEN LESS THAN ADVERTISED


  BP’s Statistical Review of World Energy June 2010 estimates Mexico’s proven oil reserves at 11.9 billion barrels. Since its discovery in 1976, Mexico’s giant oil field, Cantarell, located offshore in the Gulf of Mexico, forty-seven miles northeast of Ciudad del Carmen, Campeche, has solidified the country as a consistent top-three U.S. oil supplier. Blessed with unique geology and location, Cantarell was soon yielding over one million b/d from just forty wells. (Lynch, April 24, 2009)


  By the mid-1990s, however, declining natural gas pressure forced Mexico’s state-owned oil monopoly, Petróleos Mexicanos (PEMEX), to install a nitrogen injection plan to reverse a production slump at its most essential resource. The program lifted production to more than two million b/d by 2001 and made Cantarell the second largest oil field in the world, behind Saudi Arabia’s legendary Ghawar. Nitrogen enhancements are simply short-term solutions, however, and Cantarell’s share of Mexico’s total output plummeted from 60 percent in 2005 to less than 20 percent in 2010. (Campbell, May 3, 2010) Peak oil production in Mexico has been reached.


  In response, President Felipe Calderón’s historic energy reform bill finally passed through Mexico’s Congress in October of 2008. With the purported purpose of tapping the deepwater reserves of its Gulf, the PEMEX Law enacts a new legal framework for the company by amending the laws and regulations that govern its activities. PEMEX is finally scheduled to offer performance-based contracts at shallow water and mature field projects as a possible prelude to more attractive deepwater contracts. As the final region unexplored enough to offer hope of an industrial rebound, some estimate Mexico’s side of the Gulf of Mexico could contain as many as 50 billion barrels of oil. (Daily News & Economic Review, August 17, 2010) But, the EIA concludes these resources will not be enough (see Figure 1.6).
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  And other independent analysts are even more skeptical. Simply put, Mexico has still not laid out specific ways to improve deepwater exploration and production in its Gulf. The performance-based service contracts permitted are typically reserved for shallow water operations—areas that Mexico has already exploited. The PEMEX Law does not change the constitutional principles that reserve oil production solely for the Mexican government, and outside oil companies are unlikely to be willing to accept cash in lieu of discovered oil. Implementation of the reforms has progressed far too slowly. PEMEX continues to operate like a politicized government agency instead of the globally competitive, highly dynamic oil company that it must now become.


  Reduced oil production from Mexico will have far reaching implications. In the U.S., a stable source of supply will be eroded to the detriment of both reliability and energy security. After a record high of 1.7 million b/d in 2004, imports from Mexico have decreased 30 percent, and the fact is we should be preparing for even less oil from Mexico than is being projected. (U.S. Department of Energy Information Administration, September 29, 2010) PEMEX officials themselves have acknowledged that the two domestic oil regions holding nearly 75 percent of Mexico’s non-Cantarell reserves, the Chicontepec Basin and Ku-Maloob-Zaap, will peak in 2016 and 2010 respectively, making the EIA’s projected late 2020s uptick rather optimistic. (Clemente, August 2008) In addition, Mexico’s rising domestic oil needs, stemming from a growing population, economy, and vehicle consumption rate, suggest the decline in U.S. imports from Mexico will accelerate. Mexico will not only be producing less oil, the country will be needing more.


  As important as these consequences are for the U.S. oil outlook, however, they pale in significance compared to the impact reduced oil production will have on Mexico itself—a nation which has literally transformed its socioeconomic profile with oil exports. Oil sales constitute 40 percent of the federal budget, and record revenues pay for schools, roads, hospitals, and other imperative societal infrastructure. The government will be hard pressed to maintain social programs, economic development, and infrastructure expansion. The effect may very well take a heavy toll on the hopes and dreams of millions of Mexican families.


  The last time Mexico experienced turmoil of this potential magnitude was during the revolution era from 1910 to 1940, when a quarter of the population left the country, most arriving in the U.S. A similar mass migration today would obviously have far greater ramifications because Mexico’s population has increased five-fold in the last half century. The U.S. could be faced with an unprecedented humanitarian crisis along its southern border. Indeed, the development of Canada’s massive oil sands resource is as much related to North American social stability as it is to the continent’s energy security. Mexico is now expected to become a net importer of oil in 2015 (see Figure 1.6), sending the country into territory that was unimaginable just a few years ago.


  CONCLUSION


  The dangers that even well-intended climate change legislation could quickly bring to bear cannot be discounted. Oil and oil imports will remain a critical component of the U.S. energy portfolio for decades to come. Historical evidence suggests that efficiency gains tend to increase fuel consumption over time because they lower prices. Importantly, the push for more wind and solar power will not alter our fundamental need for more oil because oil generates less than 2 percent of all U.S. electricity. As supplies from our two most secure suppliers become less predictable, rising domestic needs could easily oblige a global supply chain dominated by unfriendly and/or unstable producers—over 80 percent of the world’s reserves are controlled by nine national oil companies within a single cartel, the Organization of Petroleum Exporting Countries. Consequently, we should pursue policies designed to enhance, not impede, the domestic production of oil, particularly our offshore treasure trove.


  As stated by Louisiana Representative Bill Cassidy, the call to end or downsize offshore oil production “is an emotional overreaction” and the repercussions of “such short-sighted policy are immediate and severe.” (Cassidy, June 28, 2010) The Gulf of Mexico, for instance, yields one of every four barrels that we produce, and a drilling ban off California’s coast would squander at least 10 billion barrels. (Warth, June 18, 2008) The MMS estimates the U.S. Outer Continental Shelfholds between 67 and 115 billion barrels of technically recoverable oil, or potentially enough oil to displace all of our imports for the next twenty-five years. (U.S. Department of the Interior Minerals Management Service, September 17, 2010) The improving safety record of the U.S. oil industry justifies a dismantling of barriers to the leasing of federal lands by offering royalty reductions, tax breaks, and other economic incentives to boost production. Instead of picking winners and losers with policy, all energy technologies should be allowed to compete in meeting our goals to enhance energy security, cut GHG emissions, and enhance sustainability.
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