Suddenly, Elusive U.S. Shale Oil Proves Certainty of Uncertainty
by Gary Lamphier
May 23, 2014: Edmonton, Alberta, Canada - Just when you think you know something, it turns out you don’t.  Case in point: America’s glorious march to energy independence.
It turns out the richest U.S. shale oil play, California’s Monterey shale, holds a lot less recoverable reserves than once thought — 96% less.  Yep, 96%.  Seems all that talk about U.S. energy independence in recent months may have been a tad, umm, premature.  Suddenly, total estimated U.S. shale oil reserves have shrunk by roughly half.  No wonder oil prices jumped this week.
Put differently, the Monterey shale play is now estimated to hold just 600 million barrels of recoverable oil, down from a prior estimate of 13.7 billion barrels, the U.S. Energy Information Administration (EIA) reports.
The oil is there.  The problem is getting the stuff out, preferably at a profit.  If you can’t do that, well, it doesn’t really matter how much crude is in the ground.
That hissing noise you hear?  It’s the sound of 2.8 million new jobs and nearly $25 billion US in tax revenues suddenly going up in smoke.  That’s how much the Monterey was expected to contribute to California’s economy, according to one study.
My point?  Nothing is certain but uncertainty.  The planet we all think we’re living on is changing so fast, it’s impossible to keep up.  Our ability to predict anything with confidence is little more than an act of self-delusion.
Just a few months ago, British Columbia’s cheerleader-in-chief, Liberal Premier Christy Clark, told anyone who would listen that Lotus Land was about to get rich from its nascent liquefied natural gas (LNG) industry.  Clark vowed that B.C. would erase its debt within 15 years and sock away $100 billion in a B.C. Prosperity Fund over the next 30 years.  All that upbeat talk, along with her high-voltage smile, helped Clark get elected a year ago.
That was before Russian President Vladimir Putin sent his troops into Crimea, prompting the West to impose sanctions.  That, in turn, led to what economists often call the law of unintended consequences.  The chill between Putin and the West caused a sudden thaw between Moscow and Beijing, opening the door to renewed talks about a long-stalled natural gas export deal between China and Russia.  After weeks of closed-door negotiations, Putin promptly headed to Shanghai this week, where he cut the biggest natural gas deal in history — a 30-year, $400 billion US pact under which Russia will ship 3.7 billion cubic feet of gas a day to China, starting in 2018.
At an LNG conference in Vancouver this week, Clark did her best to play down the implications for B.C., telling the audience: “I’ve never said that B.C. would be the only supplier of natural gas to any country.”
Maybe so.  But that’s not the point.  What matters is that B.C. now has 2 major LNG competitors, Australia and Russia, which are far closer to China, Japan, South Korea and other Asian markets.
What’s more, Russia is offering China natural gas at lowball prices.  It will reportedly supply the gas to China for about $10 per million British thermal units.  That’s about $3 to $5 below the price analysts figure B.C.’s projects will need to be economically viable.
Suddenly, Clark’s dreams of erasing B.C.’s debt in 15 years and building a $100 billion Prosperity Fund seem a little far-fetched, although no one seems keen on declaring that the emperor has no clothes, at least not yet.
Believe it or not, I started this column with the intention of writing about Canadian National Railway’s strong safety record, which I discussed with CN boss Claude Mongeau Thursday before his speech in Edmonton.  I seem to have got sidetracked, but oddly enough, there is a common thread that ties all of the above together.  As a society, we fixate on the environmental risks associated with energy development, whether we’re talking about fracking, building pipelines or shipping crude by rail.  Yet, most North Americans are oblivious to the huge financial and geopolitical risks that the industry faces each and every day, as demonstrated by this week’s news.
America’s biggest shale oil play?  It just disappeared.  All those LNG riches Christy Clark predicted for B.C.?  They’re shrinking fast.  Do most people get this?  I doubt it.  The public’s economic literacy is low.
At the same time, most North Americans want, nay demand, the comfy lifestyle benefits that cheap energy affords — warm homes, convenient jet travel, cheap clothing — and the economic benefits the industry generates (well-paying jobs, taxes, royalties, export earnings).
Since many pipeline projects are stalled, CN and other railways have jumped in to fill the gap, and are shipping more oil by rail than ever.  That means railways, like pipelines, are now also under the regulatory microscope.  In the wake of last summer’s rail disaster at Lac-Megantic Que., public fears over crude-by-rail shipments is high.
That’s understandable.  What’s also clear is that CN, like other North American railways, is a safe, responsible operator.  It incurs less than 2 main line accidents per million train miles travelled.  That means one derailment per 500,000 train miles — roughly equivalent to circling the planet 20 times.  Will Canadians tolerate that much risk to secure their economic future?  Hard to say.  That requires an adult conversation, and I’m not sure we’re capable of having one.
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