
 

1 
 

American Petroleum Institute  

 

John Hofmeister 

September 13, 2016 

Petroleum Club 

 

INTRODUCTION: 

 A tale of two camps: “Desperation” and “Determination” 

 For some, it can hardly be worse: revenues down by half or more, 

negative cash flow, steady losses, asset sales, bank covenant re-

negotiations and related constrictions, even bankruptcy for 170+ 

companies, as was unfortunately predicted.  Loss of talent, morale 

and motivation.  Waiting for the next shoe to drop. 

 For some, it’s preparing for the upturn, as and when it will occur.  

Conserving cash, prudent investing, disposing or acquiring assets 

to rationalize the portfolio, protecting people, testing out 

technology, pruning and strengthening the business for the next 

cycle. 

 Generally for most these are not the best of times and for many 

they are the worst of times.  It’s perhaps insightful to understand 

what happened.  In my view this is not your typical down cycle 

prompted by industry excess. 

WHAT HAS REALLY HAPPENED HERE? 

 This instead is a merciless down cycle perpetrated by geopolitical 

fear, international bullyism, loss of pragmatism and common 

sense.  Those who are on the losing side of this cycle are victims of 
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their own poorly imagined economics or more likely the irrational 

and geopolitically hateful behavior of four political actors: Russia, 

Iran, Saudi Arabia and the US, more particularly in the case of the 

United States the Obama Administration’s foreign policy of 

abdication and disregard with no accountability for consequences.  

 Like 400,000 dead Syrians, 400,000 jobless oil and gas workers 

are meaningless to the likes of Putin, Khameni, bin Salmon or 

Obama.  Their arrogance is authoritarian; their statesmanship is 

vacuous; their operating mode is self-interest; their values and 

principles non-existent.  They rule for the sake of their own power 

interests.  The rest of the world be damned. 

 These four people pushed us over by their deliberate, conscious 

actions and their deliberate and conscious inactions.  They took the 

industry from its peak to its current bottom?  Was this necessary?  

Can we learn from it?  And before I go further, let me add, the 

swing back will be more excruciatingly painful than the downward 

collapse.  Why?  The pain of oil and gas price dynamics inflicted 

on the billions who need and use it will exceed any adversity that 

they experienced on this front before.  The world is headed for the 

highest priced energy we will see in our history thanks to the 

length and depth of the downturn which is far from over.  Will any 

of these four men care?  Try to ask them! 

HOW BAD IS IT? 

 Here’s what happened.  The Saudi’s came to realize that they face 

the most dangerous neighborhood in the world on their own with 

the disavowment of any U.S. interest in helping them, after 

watching Obama’s failures with Syria, Libya, Egypt, Iraq, Israel, 

Sudan, Tunisia, Afghanistan, Pakistan, Crimea, Ukraine, ISIS, 

Boko Haram, shall I go on?  They figured if they are on their own, 
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their only tools are twofold: a gargantuan sovereign wealth fund 

and the ability to overproduce oil for a period to supply the world’s 

markets.  Putting the two together meant they could peaceably 

argue they were going for market share while they subsidize their 

own efforts to break the Russian and Iranian economies with low 

oil prices.  The Iranians and Russians meanwhile deepen their 

hegemony and rationalize that this is the time to create the northern 

tier of Shia ties to isolate the Sunni nations of the Middle East for 

their mutual long term positioning of common interests against the 

West, especially U.S., Western Europe and of course NATO.  

Seizing on the collective diplomatic and military degradation of 

the West under current leadership they have set their plans in 

motion to re-align a vast swath of the world while at the same time 

instigating a migration crisis that would weaken the European 

Union for generations in the worst case, if not guarantee the 

dissolution of the EU for all time in the best case.  It will also rip 

the fabric of the US as we fail to come to grips with our own 

position on immigration. (By the way how many dispossessed are 

moving to Russia, Iran or Saudi Arabia?)  In point of fact Russia, 

Iran and Saudi Arabia are shipping $50+ dollars per barrel of 

sovereign wealth with every barrel sold because the revenue of 

current oil sales does not cover the costs of running their nations. 

 Meanwhile Obama is counting the feathers in his cap, recognized 

by progressive historians who count the Iran Deal as the greatest 

international achievement of the new century; the detachment of 

the US from the Middle East as the crowning final step of a new 

world order created by Obama; and reinforcing further assurance 

that the Asian Century has arisen for China to master.  In addition 

it provides Obama an unpredicted goal: the near fatal weakening of 

the despicable oil and gas fossil industry to further vindicate his 
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prognosis for world energy – anything/everything but fossil fuels.  

He has created the obvious moment to further emphasize his 

climate agenda of reversing the earth’s trend toward higher CO2 

molecules in the atmosphere.  He propels the “keep it in the 

ground” and the “divestment agenda” forward, faster than even he 

thought possible.  Obama leaves office as the transformational 

genius of his time, a legend in his own mind, with a capstone of 

handing the Executive Branch over to his sycophant to inflict 

continuous damage on the region, the world and the industry they 

both despise, while fate smiles on both of them as the alternative to 

Clinton implodes under the weight of his own political dunce cap. 

 This is potentially an oil price collapse that re-writes the industry 

history books.  It is not like the 1980’s.  This collapse is man-

made, pursued by tyrants, at the expense of people, for the sake of 

personalities and their identity power politics, with unknown and 

unknowable implications for the countries involved, the region 

where it is most obviously felt, and the world economy, starting 

with the pocketbooks and bank accounts of every person and 

company in this room today.  Over time it will also include your 

families, friends, fellow Americans and the inhabitants across the 

globe and we endure the consequences of tyranny and 

authoritarianism at the expense of our own democracy. 

LET’S PAUSE, TAKE A MOMENT, GRASP THE IMPLICATIONS 

OF OUR DESTINY BEING CONTROLLED BY OTHERS: 

 So if you are left a little breathless, frustrated, angry, infuriated by 

such antagonistic rhetoric, or downright fearful of the future, then 

please stick around.  It doesn’t have to be this way.  This is 

America.  This is the land of the American “I can.”  Obama in his 

time, all things considered, is the blink of an eye in American 
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history.  We’ve had many two term Presidents who reside at the 

bottom of the forgetful litany of former officeholders.  In fact 

George W. Bush may well be smiling as he moves up one place off 

the ash heap of American history, displaced by his successor.  The 

same can be said of Putin, Khameni and young bin Salmon, all 

ephemeral shooting stars who momentarily held office, like too 

many others in history, only to be repudiated by the long arc of 

common sense and democratic processes over decades and 

centuries.  Their ugly tyranny will not prevail in a world of 

decency and wisdom that has displaced the likes of such characters 

many times over. 

SO WHAT DO WE DO?  WHERE DO WE GO FROM HERE?  

WHAT’S POSSIBLE AND BY WHEN? 

 To start, let’s bend over and pull up our socks.  We’ll want them 

tight and tall.  We have some serious work to do. 

 The good news is we’re the world’s largest economy with 

sufficient energy to propel our way of life for as long as we can 

imagine.  We may have a lot of problems but for every one, there 

is a range, not just one, of solutions. 

 We’re from an oil and gas industry with a century and a half of 

success behind us and a needy world in front of us looking for 

more and more of what we produce: oil and gas, including our 

fellow citizens in all 50 States. 

 More good news is the combination of knowledge and technology 

to demonstrate that our energy asset base is much larger than we 

had ever imagined.  Peak Oil has been dismissed as a concern for 

now.  The estimated range of oil and gas reserves for the U.S. and 

North America keep growing as more is discovered and developed.  

We’re a long way from running out. 
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 More good news is that we are also becoming both more socially 

responsible as an industry and more creative and resourceful when 

it comes to sustainability and environmental protections, including 

the management of CO2 and other gaseous wastes, as well as the 

management of physical and liquid wastes.  Cleaner fuels, more 

efficient use of energy, better methods of extraction and processes 

of manufacturing all contribute to more responsible stewardship 

within our industry. 

 Does it satisfy the “keep it in the grounders” or the “divestors”?  

No.  But their alternative denies energy to people who need it 

which can only lead to less economic development, lower quality 

of life, less nourishment, earlier deaths, and a more strife-driven 

world of greater hardships, especially for those who have the least. 

 But let’s be clear.  In a nation that needs 20 million barrels of oil 

per day, it is unlikely that we will be able to produce that amount 

of oil on our own at costs we can afford.  So what do we do?  

Continue to import oil?  For how long before we are victimized by 

the dynamics of the Middle East and other energy tyrants around 

the world?  Why would we even want to be dependent on others 

when we have what we need right here in North America?   

 Let’s of course produce our own oil for our own needs, while 

exporting what we don’t need.  But let’s also do something else 

that this industry could learn to do.  Let’s not just think vertically, 

i.e. from the board room to the well in the reservoir.  Let’s also 

think horizontally across the energy markets that we serve and the 

customers of our products, especially in the transportation industry.  

A concentrated vertical view has been historically good for us 

because we need to be focused and smart at getting resources out 

of the earth.  We are very good at it.  But let’s not stop there.  Let’s 
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also concentrate on what resources we have and how we use those 

resources to meet our market needs. 

 In this regard we need not limit ourselves to oil as the primary or in 

many cases only source of transportation fuel.  Let’s broaden our 

thinking.  Let’s extend our market reach with natural gas, biofuels, 

electricity and hydrogen.  Let’s approach energy independence 

across the entire front of energy products, not only oil.  Let’s in 

fact consciously and deliberately create a new, robust, and growing 

alternative transportation fuels industry utilizing whatever forms of 

energy make sense, build out the manufacturing capacity to make 

the fuels, create the logistics and transport and storage 

requirements and build out the retail infrastructure to bring these 

fuels to market.  When all is said and done we can produce enough 

alternative fuels to eliminate any and all imports of oil, produce 

seven to ten million barrels of oil equivalent and progressively 

substitute cleaner, alternative energy for oil, while continuing to 

produce some 10 million barrels per day of oil domestically.  This 

essentially requires us to increase our energy capacity by a full one 

third or more, representing hundreds of billions of dollars of 

domestic North American investment, more than a million more 

jobs in the energy industry and sustain this value creation for the 

decades to come.  It means energy stability, energy security, and 

energy prosperity for the nation.  A far more desirable outcome 

than the vicious, volatile, man managed depression we’ve seen 

these past several years. 

 When it comes to natural gas alone we know there are at least five, 

if not more, potential transportation fuels, including CNG, LNG, 

GTL, ethanol and methanol.  We also have a growing fleet of flex 

fuel vehicles to accept ever more alcohol, higher octane, fuels.  In 

fact with a software adjustment to the firing systems of virtually all 
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new cars produced in this country in the past decade we can 

convert our vehicles to full flex fuel and use transportation fuels of 

mostly alcohol, if consumers prefer it.  The combination of oil and 

alcohol liquid fuels from natural gas, including obviously CNG, 

LNG and GTL, as well as biofuels from any number of sources, 

means that 100 per cent of North America’s vehicles can be fueled 

by 100 per cent North American transportation fuels.  And over an 

extended period more and more vehicles can and will be electrified 

by batteries and hydrogen fuel cells meaning that we can transport 

ourselves from now to Kingdom Come without any dependency on 

anyone ever again. We can say to Mssrs. Putin, Khameni and bin 

Salmon in traditional Southern fashion, “Bless your hearts!”  And 

less than five months from now we can also say to Mr. Obama, 

Bless your heart, too!”  “We’re done with all of you.” 

 Would that it were that easy!  Unfortunately we’re not even close. 

 We have an American population and electorate more confused 

than ever about the state of American energy and our place in the 

world of energy.  We have elected Representatives all but at war 

among themselves about the future of energy and what’s right or 

what’s wrong about how we manage our energy and environmental 

futures.  And we in the oil and gas industry are mostly good at 

minding our own business and avoiding the controversy and the 

limelight of public policy or public engagement.  This is what has 

to change if we decide we want to control our own destiny.  This is 

what “pulling up our socks” is all about.   

 After 8 Presidents from Nixon to Obama have promised and failed 

to bring energy independence to the nation; after 22 Congresses 

have also failed to deliver on their promises of energy 

independence; after dozens of Governors, thousands of state 

legislators, innumerable special interest groups and NGO’s and the 
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dedicated efforts of countless individuals at local, state and federal 

levels have spent their adult lives working on energy 

independence, isn’t it about time, in this historic downturn of man-

made deviousness, that we decide it’s time to take a different 

approach?   

 What does that look like?  Let’s think about some other problems 

we’ve solved in this diverse society of ours, problems which we 

lived with for a long time but that are now, thank Goodness, 

mostly in the rearview mirror.  Let’s start with civil rights.  Tough 

problem, not completely resolved, but closer to the end than the 

beginning of that journey.  How about outer space?  Polio?  

Tobacco?  Lead in Gasoline?  Roads and highways?  Where do 

you want to go?  You can get there from here!  Literacy?  Social 

networks?  Nutrition?  Housing?  Texans Quarterbacks?  Is there 

any problem we’ve faced that we have not been able to solve with 

the right attention, tools, leaders in charge and plans to follow? 

 So let’s figure out how we proceed from here: 1) attention: high 

prices, low prices, shortages, rationing.  We’ve only ever tried 

teaching the hard way.  What about energy education?  In a 

democratic society we are what we know.  So let’s make sure 

everyone knows about energy beginning with energy consumers be 

they children, young adults, adults and senior citizens, and don’t 

forget big consumers, like companies and institutions.  An 

educated populace can go a long way toward intelligent and 

rational consumption and practical public policy.  We should think 

of energy the way we think of food and clothing.  We need it when 

we need it.  We simply have to make sure we have it available as 

and when we need it.  How difficult is that?  2) Tools: we have the 

knowledge, science, engineering, chemistry, manufacturing, 

technology and logistics know-how to produce all the energy we 
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need for as long as we need it.  At the same time we have the 

knowledge, etc. to manage our environment so that we produce 

energy sustainably so that the world is a better, healthier, more 

robust and improving biosphere than it is today.  3) Leaders:  we 

choose our own leaders in this democratic society.  Sometimes we 

do well; sometimes not.  When we choose to apply ourselves to 

serious leader selection, we can truly excel.  Between the 1930’s 

and 1990’s we did overall pretty well during the so-called 

American Century.  We’ve pretty much messed up the first two 

decades of the new century.  But it’s not over and we’re not done.  

After the debacle of 2016, let’s hope we’ve learned a harsh lesson 

and not repeat what we’ve done so far this cycle.  Let’s get our act 

together for the next round.  We have that choice to make.  4) 

Plans to follow:  I have the good fortune to teach a future of energy 

class at three major universities: ASU, U of H and KSU.  I’m in 

my fourteenth semester of teaching.  Over these years dozens of 

seniors and graduate students have created 50 year energy and 

environmental plans that take into account the next five decades of 

supply, demand, infrastructure and environmental protections to 

assure available, affordable and sustainable energy in the US.  If 

they didn’t they wouldn’t pass the class and get their degrees.  But 

they’ve succeeded.  It is not impossible to create an energy and 

environmental plan for the future of this nation.  One that we can 

all agree upon.  It’s all about doing it, not talking about doing it. 

 Let me close by saying our energy future is upon us.  What we do 

with this downturn is entirely up to us.  It is not up to Putin, 

Khameni, bin Salmon or Obama.  It is up to us to Control our Own 

Destiny, because as we have seen otherwise, if we don’t control 

our own, then someone else will.  Thanks for listening. 

John Hofmeister 
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