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			Book Presentation: Twilight in the Desert by Matthew R. Simmons

			Book Abstract

			In Twilight in the Desert, Simmons explores the current state of global oil demand and asks if Saudi Arabia will be able to meet this rising demand in the coming years. Simmons believes that Saudi oil resources are being mismanaged and that this could lead to a rather sudden and catastrophic oil shortage.

			Simmons presents a heavily-researched and fact-based case for this potential oil shortage and also takes an in-depth look at what America, Saudi Arabia and the rest of the world should do to help prepare for and prevent this potentially devastating crisis.

			About the Author

			Matthew Simmons is the Chairman and CEO of Simmons & Company International, a Houston-based investment bank specializing in the energy industry. One of the world’s foremost observers and analysts of the petroleum industry, Simmons holds an MBA from Harvard University. He also serves on the boards the Brown-Foreman Corporation and The Atlantic Council of the United States. 

		


		
			Summary of Twilight in the Desert (Matthew R. Simmons)

			An Introduction

			Saudi Arabia is home to the world’s largest proven petroleum reserves. Throughout its 70-year history, the kingdom has been a reliable and professional supplier of oil to the global energy markets. However, in oil production there is a trade-off: increasing production to avert supply disruptions inevitably diminishes long-term capacity. In other words, by utilizing their spare capacity to make up for temporary supply disruptions that could spark an oil crisis, the Saudis have acted as responsible global citizens, but at the expense of undermining the longer-term viability of their oil fields.

			The Saudis have not publicly acknowledged this fact. Indeed, Saudi Aramco – the Saudi national oil company – maintains that they are sitting on more than 250 billion barrels of recoverable oil -- enough oil to meet the world’s rising energy needs for the next 50 years.

			While Saudi assertions could turn out to be true, there is a considerable body of evidence – often in the form of publicly available technical documents – that cast doubt on the confident predictions of Saudi energy officials. The engineers and technicians that make up Saudi Aramco are among the best in the world; the company is a world-class organization with state-of the art technology and expertise. However, the veil of secrecy that surrounds Saudi oil production is a potential time bomb that could prove detrimental for both oil producers and consumers alike.

			All the available evidence indicates that oil fields around the world follow well-recognized patterns and that peak oil production levels are invariably followed by steep declines. In order to accept the Saudi’s optimistic forecasts, one would have to believe that undisclosed recovery methods, new technologies, and untapped oil reserves will all be in play. Unfortunately, the Saudis have presented no evidence to back up their claims. The lack of transparency may well be concealing just the opposite scenario – namely, that Saudi overproduction has brought its aging fields well past the point of peak oil production and, that Saudi oil production could soon begin an irreversibly steep decline just as global demand for oil is taking off.

			The world needs to plan for the day that Saudi oil reserves are no longer sufficient to meet increasing global demands. Alternative fuels, energy conservation, and changes in public transportation are all factors that need to be explored in facing up to our energy future. One thing is almost certain: with India and China aspiring to the first-world lifestyles the United States and Europe are accustomed to, the increasing competition for energy means that the days of cheap and plentiful oil are fast receding.

			This need not come as a shock or a disruption. An increase in the price of oil – even a dramatic one – may provide OPEC and Middle Eastern countries the hard currency to afford Western goods and services, thus bringing greater prosperity for all parties. But to achieve the optimum outcome, it is important that we manage the transition from the cheap-oil era with great care. Transparency by the Saudis is critical, as is the flexibility and ingenuity of the oil consuming nations.

			The twilight of the Saudi oil miracle may be upon us. It is up to us to ensure that the dawn of a new energy era brings about a more enlightened and sustainable global society.

			History: From Bedouin to Bourgeoisie

			No nation has moved from obscurity to prominence as fast as Saudi Arabia. In the late 19th century, the tribal lands of the Arabian Peninsula were in political disarray. The House of Saud, traditional rulers of the area around Riyadh, were in exile at a time when the British were vying for position and influence among numerous Arab monarchies in the region. The present nation of Saudi Arabia, however, came into being in 1932 when Abdula Aziz ibn Saud proclaimed the Kingdom of Saudi Arabia after prevailing over rival tribes in a 25-year battle to control the peninsula.

			The new kingdom was poor and lacked any kind of modern infrastructure. Indeed, its inhabitants led a nomadic life and generally practiced, as the Saud family did, an austere brand of Islamic belief dubbed Wahhabism. Yet, within forty years of its founding, Saudi Arabia would find itself at the very center of the world’s economic activity. This was due to one fact - for beneath the sands of the Saudi desert lay the “black gold” that would prove so vital to the modern economies of the industrial world. Saudi Arabia’s petroleum reserves would prove to be the world’s largest and would bring great riches and even greater challenges to the kingdom.

			Oil was discovered for the first time in 1938, only six years after the kingdom was founded. Since the kingdom was poor and could not develop the oilfields on its own, Aziz agreed to grant oil concessions to an American company, Standard Oil of California, in exchange for a lump sum payment and royalties. This was just shortly before the outset of WWII. The war stalled the development of Saudi oilfields, but by the mid and late 1940s, exploration had confirmed that Saudi Arabian reserves were among the most important in the world. Recognizing the strategic importance of this vital region, President Franklin Roosevelt, in one of his final trips, met with the Aziz in the hopes of fostering goodwill between the United States and Saudi Arabia.

			Roosevelt’s personal and diplomatic overtures were successful in building good relations between the Saudi Kingdom and the United States. However, Aziz was concerned about American support for the creation of a Jewish homeland within the British protectorate of Palestine; Aziz felt a newly-created Jewish state in the middle of the Arab world would bring only strife. America’s recognition of the state of Israel following its declaration of statehood was a real blow to Aziz and many others in the Saudi royal family. Deep-seated resentment for America’s support of Israel may have influenced King Faisal 25 years later when he used an oil embargo – the “oil sword” – to punish the United States for supporting Israel in the 1973 Middle East War.

			Saudi Arabia’s Road to Oil Market Dominance

			As it happened, the 1970s were the decade when America’s oil production peaked and then suddenly declined. For nearly a century, the United States had dominated the global oil supply. Saudi Arabia and Iran were the only two countries that had the capacity to step in and make up the oil supply deficit created by America’s steep production decline. For Saudi Arabia, soaring demand for oil coupled with political uncertainty came just at the time when the kingdom was dramatically able to expand its oil output. The result was an unprecedented windfall as oil shot from roughly $1 a barrel in 1970 to just under $12 a barrel by 1973.

			Saudi Arabia’s ability to ramp up production so quickly – in less than a decade, Saudi oil output would grow by a factor of four! – was nothing short of remarkable given that its increased production came from a small number of highly concentrated fields. This raises the prospect that the Saudi surge may have entailed hidden long-term costs (more specifically, systematic overproduction risks lowering the life expectancy of a reserve, thus lowering the amount of oil that can ultimately be recovered from the reserve). In short, “the faster a high-pressure oil field is produced, the faster the advantages of this high-pressure production are lost.”

			The 1973 oil embargo was an event that Henry Kissinger has described as one of the most threatening occurrences for the world’s developed countries since WWII. Yet, even today, the lessons of the embargo are rarely understood. It was not necessarily the embargo that caused oil prices to skyrocket, but the fact that spare oil capacity had evaporated just as demand was soaring. By 1978, years after the embargo had ended, oil was fetching as much as $17 dollars a barrel, a far cry from the price stability of the $1 - $2 range that had been maintained for the better part of four decades.

			Increasing output coupled with soaring prices brought an explosion of wealth to the kingdom in a very short period of time. The 1978 hostage crisis in Iran would only consolidate Saudi Arabia’s importance as the world’s leading oil producer. During the hostage crisis, Iran’s oil production came to a virtual standstill. Panic in the oil markets helped push oil above the $40 mark briefly. Suddenly, Saudi Arabia found itself as the only producer with enough spare capacity to make up for global shortfalls, thus helping to avert price increases that might have triggered a global economic meltdown.

			Overproduction and the Veil of Secrecy

			It is easy to accidentally overproduce an oilfield and “Saudi Arabia, through its long-standing desire to be a responsible and reliable provider of oil, probably inadvertently caused long-term, if not irreparable, damage to its great reservoirs by trying to keep pace with soaring global demand.” To avoid overproduction, engineers and managers recommend “steady production at lower rates” in order to preserve the benefits of Mother Nature’s natural reservoir pressure, which is the primary driver of getting the oil out of the ground. A variety of

			
			
			
			
			
			
			
			
			
			Ghawar, King of the Oilfields


			
			
			
			
			
			Conclusion

			
			
			
			
					The time has come for energy analysts to calculate the real costs of sustaining oil supplies at some reasonable level.


					We must begin to substantially conserve our oil and other energy resources.


					More energy-efficient means of public transportation must be developed.


					It is imperative to develop new energy sources to replace oil.
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