
Opinion | environment

Britain in 2011   11

is the WorLd facing a looming oil crunch? 
Until recently, most energy experts would have 
considered this question alarmist. today, a 
number of indicators point to growing instability 
in global oil markets. 

When the oil price hit a record $147 per barrel 
in 2008, shockwaves were sent through the 
global economy. the economic recession brought 
prices down to $32 at the end of that year, but 
as the economic recovery gets under way prices 
are pushing up again, reaching $75 in September 
2010. more and more analysts now argue that 
the era of cheap oil is over, and that greater price 
volatility will be with us for the foreseeable future. 
this could have severe consequences for Britain. 

two long-term developments are behind 
this worrying trend. For decades, oil demand 
has been rising steadily. Britain and other 
industrialised countries may have been able 
to halt the growth in oil consumption within 
their own shores, largely by greater energy 
efficiency and a shift away from energy-intensive 
manufacturing. But the forces of globalisation 
are changing the dynamics of future energy 
demand, which will be driven by the emerging 
economies. Countries such as China and india 
are experiencing unfettered growth of export-
orientated industries and rapidly rising car 
ownership among the new middle classes. 
their thirst for oil will more than compensate 
for the weakening of demand in established 
industrialised countries.

the second development involves growing 
oil supply constraints. these have been less 
visible but could be of even greater 
importance. Just as global oil demand 
is returning to its long-term growth 
path, oil production is starting to 
come up against barriers that will 
prevent it from keeping up with this 
demand. Chronic under-investment in 
oil exploration and production is one 
factor. more worrying is the prognosis 
that the world may soon be passing 
peak oil, the point at which the global 
capacity to produce oil reaches its 
highest point and starts to level off or decline. 
With supply unable to serve growing demand, oil 
prices are bound to rise. 

Peak oil theory dates back to the 1950s but 
has only recently gained traction in expert circles. 
throughout the second half of the 20th century, 
oil companies sought to reassure the public that 
the world would not run out of oil any time  
soon. A series of major oilfield discoveries 
bolstered their argument that oil reserves were 
plentiful. in any case, technological innovation 
would allow us to find oil in ever more remote 
locations, or to replace it altogether with another 
energy source.

Robert Falkner examines the policy options for preventing an oil crisis
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But the situation has changed dramatically in 
the past few years. new oil discoveries are failing to 
keep up with current consumption rates, and BP’s 
oil spill in the Gulf of mexico has underscored the 
commercial and environmental risks involved in the 
scramble for ever more remote oil reserves.  
A growing number of studies now point to a rapidly 
approaching oil peak. in 2009, the UK energy 
research Centre produced a comprehensive review 
of 500 such studies and concluded that ‘a peak in 
conventional oil production before 2030 appears 
likely and there is a significant risk of a peak before 
2020’. Britain’s industry taskforce on Peak oil and 
energy Security underlined this finding in its 2010 
report and warned that we could reach peak oil 
even sooner, in a matter of years. 

the debate on the precise timing 
of the oil peak will continue for 
some time. But as signs of growing 
distress in oil markets become 
visible, now is the time to start 
preparing for the looming oil crunch. 
Greater price volatility and short-term 
supply shocks will have far-reaching 
consequences for the British 
economy and society. the effects 
will be felt most strongly in the 
transport sector, which continues to 

rely heavily on oil-based liquid fuels. road and air 
transport’s share of oil demand in Britain has risen 
to more than 50 per cent of overall consumption, 
and air travel and road haulage are now the key 
reason why Britain remains dangerously addicted 
to oil. As the global oil crunch approaches, sudden 
and dramatic price rises will become the norm, 
and market instability will feed through the entire 
economy, affecting producers and consumers alike. 

Dealing with this threat poses a serious 
challenge, not least because industrial societies 
have become accustomed to the availability of 
steady supplies of cheap oil. As the US Department 
of energy warned in 2007, “peak oil presents 

the world with a risk management problem of 
tremendous complexity”. in the short run, even 
small disruptions to global oil markets would 
translate into large price rises, particularly due 
to the inability of the transport sector to replace 
oil-based liquid fuels with alternatives. Building 
up stockpiles of strategic oil reserves would 
somewhat cushion the effects of such supply 
shocks. But this would be a costly and limited 
form of preventive action that would  
leave the economy in a state of oil dependence. 
there simply are no short-term fixes for an  
oil crunch.

What is needed is a more comprehensive 
and long-term programme of investment to 
reduce our addiction to oil. A multitude of 
approaches will be needed. they include energy 
efficiency, developing renewable energy, and 
changing urban infrastructure. But it will take 
decades to transform Britain’s transport system, 
by increasing energy efficiency, promoting public 
transport and inducing behavioural change. 

the good news is that energy security and 
climate change policy can work together to 
promote this transformational shift. Current efforts 
to reduce the country’s carbon footprint should 
help Britain to reduce its reliance on oil in power 
generation, manufacturing and transport. But 
the longer we delay this kind of investment, the 
harder we will be hit, be it by a warming climate 
or a global oil crunch. n
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