Steve Forbes vs Boone Pickens - Peak Oil debate

Milken Global Conference (April 2007, date?)

MOD: Depending on the numbers, Matt Simmons said oil production may have peaked out a couple years ago, there’s been others, Ken Deffeyes (?) at Princeton Univ. wrote a book called Beyond Oil suggesting that 1965 was the peak oil production, per capita production may have peaked out in 1979… there seems to be a declining trend, and even Chevron has said that 33 of the 48 oil producing countries--the biggest, everyone has some oil in some small facet perhaps--but the biggest of those countries has seen declining production. Why do you believe that there’s more oil out there to find and that we will find it? 

FORBES: Well, I think there is more oil out there. The real question is, are we going to get the political environment where it can be extracted. Take the United States. Offshore we have literally, according to experts, tens of billions of barrels of oil, offshore, the outer continental shelf… Alaska, who knows what’s there, if it’s ever allowed especially ANWR to be explored… natural gas, tons of that offshore as well. 

But 85%, this is just in America, 85% of the outer continental shelf is off limits. Texas doesn’t get disturbed by that, nor in Louisiana, Missippi, Alabama, but the rest of the country doesn’t seem to want to do it. Congress, which talks about energy independence, still won’t put in measures that make it possible to drill offshore. So there’s tens of billions of barrels. 

You look around the world--we’ve barely scratched the surface so to speak. Just ponder this for a moment: the United States is the most, despite political obstacles, the most explored nation on earth in terms of oil and gas. Why? Because we have property rights here. Mineral rights here. If you discover oil, you can get on the Forbes 400. You discover oil in Mexico, PEMEX comes in and takes it away from you. Not much wildcatting in Mexico, even though the geology is much similar to the Southwestern United States. You look at property rights in Russia… look at them in China… look at them in other parts of the world. 

So 95% of oil reserves now (and their natural gas equivalents) are controlled by nationalized companies. Only 5% are in the hands of the Exxons and Chevrons and everyone else. So, the stuff is there. At the right price is certainly there, whether it is tar sands, shale, or other forms of energy it is certainly there. And if you get the right political environment, it will happen. 
And one final factor. We’ve forgotten the 1970s / early 1980s, the last time the real price of oil shot up. Why was the reason you had a spike not just in oil but in commodities? Because--this villain is totally ignored--excess money printing by the Federal Reserve. They overdid it three years ago… it all shot up, and as John Maynard Keynes put it years ago, when you have inflation not one in a million understands what is happening. We have a minor replay of the seventies and early eighties. So the stuff is there. The question is are we going to have the environment where entrepreneurs can get the stuff out. 

MOD: But I promised the audience we weren’t going to hit the political side until the end. 
FORBES: Hey. Oil and politics you can’t separate. 

PICKENS: I agree with that. 
MOD: Don’t agree now, we’re supposed to debate!

PICKENS: Well we’ve already agreed on our candidate for president. 
MOD: We’ll get to that at the end (joking). Steve said something, one sentence he said, we’ve just begun or we’ve only just scratched the surface. You think we’ve more than scratched the surface--we’ve dug down. You don’t think there’s much more. [In terms of] new deposits to find. 

PICKENS: I don’t think there’s much left that we don’t know about. 
When he says oil shale… I mean everybody knows oil shale, everybody knows the oil sands. 

The deep water, I’m not near as optimistic as Steve is about deep water. When you look at the discovery that was made by Chevron called the Jack well discovery, which was I don’t know, six months, eight months ago, and the well flowed six thousand barrels a day, they failed to mention the well was hydraulically cracked to get that kind of flow rate out of it. And they didn’t say it was natural. And I know I’m talking about something here everyone says “I don’t know what he’s talking about,” but when you pump into a formation to stimulate it, and it comes back at six thousand barrels a day, that still is not enough in a discovery that has seven thousand feet of water and twenty-one thousand feet of sentiment. So from the floater down to the pay zone you’re talking about twenty-eight thousand feet. Now, those wells are going to have to flow at a rate more like fifteen or twenty thousand barrels a day to make that economically viable, or, you’re gonna have to have a substantial increase in the price of oil. 
MOD: But why does it matter how we get it? I mean, if we hydraulically… don’t we have to do something with the oil sands? You’re bullish on that, and that takes an immense amount of effort as well to get the oil from the oil shale and the tar sands--why do we care? You know Steve would agree probably, if we go up to $100 a barrel oil, we’re going to do what we have to do, even if we have to go down ten thousand, twenty thousand feet, because we’ve proven we do have the technology now. 

PICKENS: Well there’s a little bit more to it. When you frac a producing zone, a reservoir, then you’re going to experience steeper declines of production. So if you look now at what’s happened in the deep water Gulf of Mexico, where platforms have been projected for 100,000 barrels per day, they’re getting more like 50,000 barrels per day when they come on production. And you’re declining very rapidly from that point. So I mean, you go back to history, when you look at reservoirs around over the world… just go back to the North Sea. The North Sea declined last year by over seventeen percent. You go to Cantarell in Mexico, the very huge field there. The field got up to a million three hundred thousand barrels a day, they started to inject nitrogen to maintain pressure in the reservoir, and in effect they did a very good job of sweeping the oil out. The oil production went steadily up to 2.3 million barrels a day, now has declined to 1.6, and will be pretty well exhausted within 5 years. 
MOD: That’s the biggest in the world isn’t it? One of them. 

PICKENS: One of the biggest, but not the biggest. Ghawar is bigger. 
MOD: You know you mentioned the deep water, I think that was with Chevron, Devon Energy, and I think Stat Oil of Norway was also involved in that 50 / 25 / 25. Do you think there’s many more of those to find? That was just one. 

FORBES: One, and the reserves are what, three billion to fifteen billion barrels. Again, if you don’t allow people to explore you’re not going to find it. Again, take Alaska 30-40 years ago. Some companies thought there was a big find there, other companies did not. Texaco should have had that. Instead, Standard Oil now Exxon was one of the heroes there, as were some others. Again, the key is allowing the exploration. And the technology is improving. And even though the numbers are not big in terms of recovery from old fields, we’re discovering, with technology, there is more oil there in old fields we thought were pretty well depleted. So let it loose, and then we’ll find out. 

MOD: But is it cost effective though. I mean you look at the deepwater find, you had the Transocean Rig was the one who went down, ten thousand feet of drilling… there’s not that many of those ships, not that many of the jack-ups that have the capacity to do that, and it would take years, I mean I don’t know how long it takes to build these platforms, but I imagine it would take years to just bring out the capacity. 

FORBES: Hey, if there’s an opportunity, people are going to figure out ways to do it, and they’re going to figure out more cost effective ways to do it. What really hurts, I think, on energy, is the violent fluctuations you have in nominal prices. Which gets back to my villain, monetary policy, the most boring subject in the world. But because nobody pays attention to it, you have oil at forty dollars, ten dollars, all over the place, destroys long term investment plans. 

PICKENS: Let me give a little more on my qualifications. Of all the people, all of you--and I can’t see all of you out there, but I know it’s a group and we appreciate you being here--but you won’t meet anybody in the next year that has drilled as many dry holes as I have. 
MOD: We should do a survey, are there any geologists in the room? We’ll ask them to leave…
PICKENS: It doesn’t make a difference, my age will cover all of you. My age and the number of wells I drilled: I’ve been in the business since 1951, when I got out of college as a geologist, and I’m still drilling wells. And I’m still drilling dry holes too. But the point is, in 1956, I left Phillips (?) Petroleum in 54 and founded Mesa Petroleum in 56, which started out with zero production. Zero. (I’m still developing my qualifications here.) Zero production. And when I left Mesa in 96, forty years later, we had produced 150 million barrels of oil and three trillion cubic feet of gas. And we drilled a lot of dry holes. But the point of it is, I have had a lot of experience with production, drilling, exploration, and that end of it. 

When we go off and talk about Alaska, Prudhoe Bay was discovered in 76, and went on production and built up to the max of the Aliesca pipeline which goes down from Deadhorse on to Valdez, and there loaded on the tankers and became the Exxon problem. But I don’t want to get in that. But, I’m just trying to get us oriented here… that field maxed out, it produced the max amount at 2 million barrels per day. That line now has 700,000 barrels being produced from Prudhoe Bay down to Valdez. So it has capacity for a million three hundred thousand barrels today. Now it will continue to decline, ANWR will eventually be drilled, but ANWR is geologically different than Prudhoe Bay. There is a big fault on the east side of Prudhoe Bay and the triassic sediments that are at Prudhoe Bay are not present at ANWR. So what’s that mean? It means you’re going to have to find another reservoir equivalent to or greater than Prudhoe Bay. How big is Prudhoe Bay? Prudhoe Bay is 13 billion barrels. We now have produced out of it about 9 billion. So Prudhoe Bay is in the fourth quarter, and it’s down to 700,000 barrels a day with satellites--some of that is satellite production around Prudhoe Bay. Okay, what does that mean? If ANWR you found a 20 billion barrel field--and I don’t think there are any hopes of that, 1 in 500--I think you’re probably looking at a max 2 billion or 3 billion barrels, nowhere near as big as Prudhoe Bay. But say you did have a field as large or larger than Prudhoe Bay. All you can do is fill up the pipeline. So you fill up the pipeline, now you have 2 million barrels a day coming down to Valdez and being brought into California. 
Okay, 2 million barrels a day--how does that compare with what we use? We use 21 million barrels a day of oil in products in the United States. So that would only be 10% of what we use. The numbers are so staggering, if you take 85 million barrels a day, what’s available globally, and you multiply that times 365 days, that 85 million barrels a day will be thirty billion barrels a year that you are exhausting from the reserves of the world. And it’s a global market. It’s not just the United States. The United States peaked in 1973 at 10 million barrels a day. We’re now producing 5 million barrels a day. It’s not because we haven’t looked for it. It’s not because we haven’t punched holes all over the United States searching for it. It’s because it’s been found, and it’s been produced. So here you have 30 billion barrels a year being sucked out of the earth and being used. 70% of that goes to transportation fuel--cars, trucks, buses, whatever--but that’s where most of it goes. 

MOD: But I don’t think Steve’s argument is not that… I mean we can go around the world, you were talking about mineral rights, I’ve seen arguments that Canada could increase 4 million barrels a day in a decade, Venezuela regardless of the political situation, they have reserves out that should grow for the next 20 years.. Nigeria as well… I mean there are countries that have… now they may be unstable (and you can address that Steve) but they have plenty, at least another few million barrels per day, of production. If we go another 4 million in Canada, right we’re at 2 million I think now…
PICKENS (annoyed): You just throw that out like it’s like that [finger snap]

MOD (joking): That’s my job! And no one here can prove it so I just say it. 
PICKENS: You absolutely have no dry holes on your record. 

MOD: And I may be up there at Fort McMurray if this panel keeps going the way it is. But I mean there’s plenty out there, don’t you think? 

FORBES (agreeing): Yes, and Boone has the disadvantage that he knows what he’s talking about when it comes to the nitty gritty of making the thing happen. But again, part of the problem with oil is, so much of it--maybe it’s God’s version of comedy--is in the worst neighborhoods in the world. But that said, it does’t gainsay the fact that the stuff is there. And while on the continent of the United States, the lower 48, we’ve really combed the nation pretty well and what we’re gonna get is probably going to be incremental. But offshore, again, we’re talking about tens of billions. Boone mentioned Alaska, thirteen billion. ANWR several billion more maybe. Offshore, tens of billions. And Mexico, that hasn’t gotten a fraction of the exploration that United States has had, again because of mineral rights. Russia, look what they did to Shell. They took on a hugely risky project and when they made good on it, they had a partner, and guess what, they got an offer they couldn’t refuse. If you had that kind of environment, no surprise you’re going to artificially hurt exploration and production. But if you push for mineral rights, and some of these countries will eventually get it, the stuff is there. 

PICKENS: Now wait a minute. 

MOD: Cause he’s also got no holes, so you can’t just come after me about that. He’s not drilling either. 
FORBES: I drill political dry holes. 

(clapping)

PICKENS: Steve, are you telling me that you’re going to get mineral rights in Russia?  

FORBES: Hey, whoever would have thought… let’s back up for a minute. Thirty years ago, could anyone have imagined the Berlin Wall falling, except for Ronald Reagan? Who would have imagined China being on a capitalist binge? India shucking off socialism? Stranger things have happened. It could happen in Russia.

PICKENS: Getting mineral rights in Russia is stranger than those other events. (laughter) That is not going to happen, and what I think is gonna happen is BP, British Petroleum, when they decide they could not deal with the decline in the North Sea, really the backbone of BP’s production, they sold out in the North Sea and moved to Russia, I think they took greater risk when they went to Russia and put their money there… I think the same thing will happen to BP that happened to Shell at Sakhalin Island. Which is what you were talking about. They had a huge deal up there, I think they spent $21 billion and they’re two thirds of the way finished with it. But anyway BP will have, I think, their properties taken away from them. 

I’ve had experience around the world, and I never have… we found a good field in the North Sea in 1974, and sold out before it was about two thirds developed, and we thought our costs, all our projections were it would be about $400 million dollars to develop the field. It’s 14 miles off the Scottish coast. Before we were two thirds of the way through we’d spent all our money, and before we were finished with that the cost was going to be over a billion dollars. Now this was back in the late 1970s, and a billion dollars you know, quote HL Hunt said a billion ain’t what it used to be or something like that… I can tell you a billion dollars back then would be three billion now. And my point is, before we could get it completed, the government pretty well was telling us what to do. They took a ‘participation’ in our property, you said that [Shell] found a partner, we found a partner too, the British National Oil Company, which would be the last company I know of that I’d want for a partner, but I know had ‘em… and they had veto power over everything, did not pay for anything… but anyway our costs were going to go over a billion dollars on a field that should have cost $400 million. If we’d done it offshore Lousiana in 135 feet of water, what we were in, we probably could have done it for $200 million dollars. So it’s, the costs are just unbelievable. 

I think you asked me the question some time back, if I had one fix for how you could increase production around the world, what would it be. If I had one fix, I’d say turn it all over to Exxon. Take it away from the state owned oil companies, let Exxon do it. This won’t do it, but dream with me--

MOD: And you’d agree with that? 
FORBES: Oh, I’d want more than just Exxon. But I think what Boone is underscoring is that there’s not a lack of oil and gas in Russia. They’ve created an evironment other than just the weather that is very difficult for entrepreneurs or even established companies to go in and get the stuff out. But that is politics, not the fact that the stuff isn’t there. And by the way your story about Russia reminds me of what Bob Strauss once said when Russia began to open up a little bit. He said--he’s the great lobbyist in Washington and former chairman of the Democratic Party--he said “If I was a young man”--from Texas of course, he said--“If I was a young man and had a hundred thousand dollars, I’d go invest it in Russia. If I had a hundred million dollars, I’d invest a hundred thousand in Russia.”

PICKENS: That is a smart Texas guy,  and I feel the same way. I would put it more like ten thousand dollars. I now have more information than Bob did when he made that statement… but look at Russia. It’s matured. It’s a mature producing area. Don’t have the idea when you look at a Russian map and see an oil field here and an oil field here, and there are miles between the oil fields, that there must be oil fields all the way between. Wrong: they have tested between those oil fields. In Saudi Arabia, when you look at the west of Saudi Arabia you think oh my gosh, here’s the desert way out here, they must have oil fields all over when they decide to look for it. Wrong: they already have looked for ‘em. They know what’s in Saudi Arabia. Saudi Arabia doesn’t have much upside, I don’t think.
MOD: What does Boone, because I’ve seen the maps, the book The Last Oil Shock by David Strahan just came out--and he would agree with you--but at the same time you talk about regions that maybe haven’t been as examined as others… Africa, obviously a political hotbed and we know the problems on the River Delta, but as far as I understand it, Nigerian oil is among the best if not the best in the world, we’ve got the Chinese going in and making deals with Angola, you’ve got Angola going into OPEC, you’ve got the Chinese going in in a big way, especially into Africa… could Africa be, I don’t want to say savior, but could Africa be the last great unknown? Do you think that there’s billions of barrels of oil in Africa right now that we could go get? 
PICKENS: Remember we’re exhausting thirty billion a year. So you’ve got to be talking about billions and billions of oil.
MOD: But the Chinese are obviously optimistic. They’re going in there in a big way. 

PICKENS: The Chinese may not be as optimistic as they are desperate. They have to have the oil. I mean their increase… look at this, this is pretty sobering. Who are the two largest oil producers in the world? Russia and Saudi Arabia. Who imports the most oil in the world? The United States and China. That’s sobering… I mean you’ve got a whole bunch of stuff between the top two and the bottom two, and here we are importing in the United States over sixty percent of the oil. And we have people running around running for President of the United States saying we’re gonna be energy independent. They’ve been saying that for thirty years now Steve. You didn’t say that when you were running for President did you? 
FORBES: No I’d talk to you first. 
MOD: Well let’s go to the other side. We’ve talked about supply a bit, I want to talk about demand because Boone, you’ve actually brought up something really interesting and then Steve I’ll let you address this: last year at this panel or one of the interviews you did, I can’t remember which one it was, you said that according to your stats, if the Chinese just built the highways that they’ve got in their plan--not the cars that drive on them, just the highways--it would take a billion barrels of oil over the next ten years. That’s just to lay the roads, not including what’s going to be driving--

PICKENS: I think it was two billion. 
MOD: So there you go, plus what’s gonna be driving on those highways. So the demand side of the curve. Do you see any way, and of course a big push right now environmentally, and that’s a big part of this Milken Global Conference as well, some discussions and panels. Do you see any way that demand, we’re using I think you said 21 million barrels a day, latest day I show says China is somewhere around six, maybe a little over--

PICKENS: Six eight (6.8).

MOD: Million barrels a day. 
PICKENS: They’re producing three four (3.4) and importing three four (3.4). 

MOD: We’ll talk about tanker stocks maybe after this. But Steve, do you see any way that the demand side of that curve is going to go down meaningfully in the next ten years. 
FORBES: I think what you’re going to see is both--demand is going to be going up and the use is going to be more productive. China right now is highly highly wasteful, and they know it. And so as time goes by that kind of sheer waste is going to be reduced. But if you want the world to grow, energy use is going to grow. And while we can debate here about mineral rights, and reserves, and the Federal Reserve if you ever want to touch that boring subject, the fact of the matter is, in terms of the world, there is more than enough energy there. Even if you don’t think you can get it from oil, looking out a generation--and as you get older these years go by more quickly, maybe ten / twenty years--why don’t we go nuclear? Tony Blair is big on nuclear power, he believes in global warming, I’m not into it as much as he is--but there’s ways of producing efficiently globs more energy tha we’re doing now. But again politics stands in the way, just as it does with exploration.

MOD: But we’re producing around eighty-three, eighty-four million barrels of oil a day. We’re using about the same. And I’ll ask you both the same question that I asked you earlier. Ten years ago oil was at ten bucks a barrel. Everybody knew that there were billions of people in China, that India was growing… I mean it doesn’t seem like the paradigm has shifted that much in a decade. Why, and what has really driven oil from ten, to fifty, sixty, seventy dollar a barrel oil in the last decade? What has changed that dramatically? And don’t say supply because it really hasn’t come down that much. 
PICKENS: You’re not gonna let me answer then.

MOD: Sure I will, after this. 
FORBES: He wants the knowledgeable one to clean up. You’re starting with the low point of oil, had a low point in the mid eighties and a low point in the late nineties. Before that, it was forty plus dollars a barrel in the early 1980s. So why this violent fluctuation? Well the ten dollars was coming off inflation, and the federal reserve over tightened in the mid eighties, sent it down to nine, eight or nine ten dollars a barrel, did the same thing in the late 1990s inadvertently, and sent all commodities crashing down. So again, this boring subject--I tell you if you’re ever on an airplane, coach, middle seat, and you want to--  
MOD: Have you ever really been in coach in the middle seat of aircraft? 
FORBES: Yeah, and I was just the other day and I tell you, if you want to talk about monetary policy, you’ll have all the elbow room you want. The problem the other day when I was on coach was that the two people next to me didn’t speak English, and so it didn’t do any good. But the bottom line is, if you have this violence in monetary policy, this boring subject, you’re going to get violence in the price of oil. Oil should never have gone as high as forty plus in the late seventies and mid eighties, should never have gone down to eight to ten in the mid eighties and late nineties. It should have been much more stable. 
MOD: But it did because somebody saw reason to push it down there. 
FORBES: Well it did because if you soak up money supply, guess what, commodities are first to be hit so you have an artificially low price. If you have a stable monetary policy, you look at the price of oil from the late forties to the late sixties, it fluctuated but it was pretty much around three dollars a barrel, hard to believe today. It doesn’t have to be that violent, and when you get that kind of violence, it really messes up long term investment. So don’t pick ten. If you pick the forty oil isn’t much different today than it was in the early eighties. 
PICKENS: That’s right. But Steve, I think you are running for president. If you’re riding in the middle seat in economy, you do that once a year to get a feel for what’s going on in the world. 

FORBES: Actually I’m running for president of Forbes, where having 51% of the voting stock makes it much easier than going to New Hampshire or Iowa. 

PICKENS: You know, I hear people say there’s a ten dollar terrorist premium in the oil market. Hmm, ten dollar terrorist premium. Who do we 
give the premium to? Which terrorist? I don’t understand that. You’re an economist, and I’m a geologist--how can someone say you have a ten dollar terrorist premium? I’m hearing this right aren’t I? I mean you’ve said it--

MOD: No I haven’t. I just read the prompter. 

PICKENS: But we all have seen it. I’m right about this, I’m not just imagining it. 

MOD: Well it’s the wisdom of crowds, isn’t it? The masses of the world who believe that oil is at a certain price based on everything they’re analyzing. 

PICKENS: And there’s the problem…

MOD: Okay what should we say then? And I agree I hate the term, if we remove the term “geopolitical risk”--it’s thrown out there too much, I don’t know what it means--but if we just took supply / demand, where would oil be? Right now? 

PICKENS: Right where it is.

MOD: Do you agree with that? 

FORBES: I’d hedge that. If we had central bankers who knew central banking, it would be closer to forty than the roughly sixty plus we have today.
MOD: But, but okay, so forget about that, but… supply demand--
FORBES: Twenty dollars, forget about it? Okay--
MOD: If we had journalists who knew anything about central banking, but we don’t… so supply demand, where would oil be you think? Supply demand curve? Because we’re at 83 million barrels a day roughly, used and supplied. You think this is a fair price wherever oil is right now, sixty-three…
FORBES: Well the market is the market, and it does have an inflation premium in there, and maybe there’s a premium because of who knows what Iran’s going to do, but you look at a country like Iran--they could be producing a million or two million more barrels per day if they had a semi-efficient oil industry instead of running the thing into the ground… 
PICKENS: If they had Exxon running it. 

FORBES: I’m told by experts, have Exxon, Chevron, pick a company--Boone, make him oil minister of Iran--they’d be producing a lot more than they’re producing today. I’m not suggesting that I love you too much to send you to Iran. 
PICKENS: But if it’s well managed there are a number of companies that could do it, sure. I just throw out Exxon because it’s one I always remember. But anyway, I don’t think that--if you’re producing, you say eighty four million barrels, all the world can produce is eighty-five, so we’re together on that point, and that that’s about what the demand is… we’re going to see all this unfold, I think, but I’m always early though. I got into the natural gas transportation fuel business in 1988.  I believed that I could make a difference in three years if I worked hard. I’m a hard worker so that means I was gonna make a difference in three years. Okay, 88 now here we are almost 2008, twenty years later, that is going to happen. Natural gas as a transportation fuel is going to happen. There’s no question. California is leading the way, we had 2 stations in 89 and now have 170, so, it’s all gonna happen. But I was off by, what, 17 years on that one. 

I can give you some I was worse than that on. But I think that by the end of this year, that what I’m sitting here talking about as far as demand and supply, they are gonna cross the line this year. You’re going to have less supply, and greater demand, and consequently prices are gonna go up, and you’re gonna have to kill the demand with the price. 

MOD: How high will prices go? Right now the August NYMEX contract I think is about $68… it’s not eighty or a hundred, just a couple bucks above where it is now. 
PICKENS: Oh sure. And I looked a lot better yesterday at this time of day than I do today. Oil prices yesterday were up $1.80, and today they were down $1.25. So I looked better towards my target, and they came off $1.25 today. But markets fluctuate daily, and people shouldn’t be influenced unless they’re long or short and the margin is getting too great for them. They are very sensitive to a daily fluctuation. But just looking out at the fourth quarter, and if you can believe what most economists will predict for the fourth quarter, then world demand will be about 86 million barrels a day. So if it’s 86 million and you’re producing 84, can get to 85--you’re short of oil, there’s no question. I think if you look back to 78, you’ll get back to the level of last year, you’ll look at it again before the year’s out here. That’s a pretty quick prediction out there for all of you I can’t see, so I don’t know who I’m telling this to, Steve, but I know there’ll be twice as many people who will say something about it if I’m wrong. There will be very few people who will say “you were right” if I’m right. I’ve found that out, that a lot of people remember you being wrong over right. But I think we’re going to come to the wall this year.  

MOD: $70-75 this year. 
PICKENS: If it’s a horrible picture, that you need to get, if you aren’t attuned to realistic energy prices and what you’re going to have to deal with, I think the quicker we find out about it the better, and I think we’re all going to get a look at that this year. 

MOD: But you know Steve we hit fifty buck a barrel oil not so long ago, we came down and then went back up a little bit here… if the fed does what you think they should do, so we’ll touch on monetary policy a second, could we see $40 a barrel oil next year? 
FORBES: That’s a big if, if Ben Bernanke learns central banking… fed’s only been around 93 years so they’re slow… but if they had a proper monetary policy, you bet you’d see it at $35 to $45, because it would be a real price, no inflation premium, and a lot of the hedge fund speculation would be washed out pretty quick. And remember that may sound low by today’s standards, but you look at six, seven years ago it was $20, $25 a barrel. That’s still a big up from what we had at the beginning of this decade. 
MOD: You sound like you kind of just threw that out there. You should have gone after him on this one-- 
PICKENS: I’m goin’ to, if you’ll quit talkin’…

MOD: Hedge fund premium. You hear things in hedge fund strategies like just buy oil, store it, and just go long the contract--play that arbitrage. 
PICKENS: Why not? 

MOD: But if you agree that that’s happening, you must agree that there’s some kind of artificial--or market based, not supply demand driven--premium in the price of oil.  
PICKENS: You can do the same thing if you have producing wells. Just shut ‘em in and don’t produce ‘em. Why buy the oil in a tank and not sell it? 
MOD: Sell it to the Chinese. 
PICKENS: Okay but there’s huge demand around the world… This central banker crowd that you keep referring to Steve. I don’t know those guys, but they better have some damn good geologists if they’re going to lower the price of oil to $40 a barrel. 

FORBES: Again--boring subject, sounds like what they do is c-r-a-p, but when they mess up, they mess up markets. In the 1970s the nominal price of oil went from what, three-four dollars to forty. That was not supply and demand. Most of that was inflation. The crash of oil from $40 down to eight or nine or ten, that was mismanaged monetary policy. Again, I say it again, boring subject, but if you ignore the impact that mismanaging the currency has on nominal prices, just be prepared for a monetary roller coaster. The real price of oil is no higher today than it was 25-30 years ago, and I think I’ll make a long term prediction because none of you will be here, in 25 or 30 years--well most of you will be here in 25 or 30 years--the real price of oil will be lower than it is today. 
PICKENS: Well I won’t be here, I know that. 

MOD: What’s interesting about the debate is it’s so easy for the media to throw things out there, like blame China for everything, 11% was their latest number, off the charts, a lot of pressure on Chinese central bankers--
FORBES: Boone Boone Boone, you could be here in 25 or 30 years. Don’t underestimate.
PICKENS: It’s unlikely. I know I won’t be up here arguing with you about anything. 

MOD: You know we blame China though, 11% GDP growth, US has slowed down some, economists differ on that--you look out though, US 21 million barrels of oil a day, China not quite at 7, so roughly three times the usage of China. So why do we make such a big deal about what China does if they are still at one third the usage of the United States? If the fed tightens rates, if the US economy slows, doesn’t the US alone have the power to impact oil prices more than China, the UK, Canada and Japan all put together?

PICKENS: Well Brian, we do impact oil prices more than anybody else does, and the reason we impact, of all the oil sold, every day, the United States is using 25% of it. And we have only 5 or less percent of the population. Are we a big factor? We’re a huge factor. I don’t understand when you say well you know, complain about the Chinese--I’m not complaining about the Chinese. The world’s the world, and if the Chinese want more oil and are willing to pay for it, then they’ll get it. I’ll tell you that they, oh five years ago, they must have had a meeting in China and said you know, we’re gonna be using one hell of a lot of oil as this thing unfolds, so what we gotta do is we’re gonna send this room full of people out to get oil for China. I’ll tell you they flushed a covey of engineers and geologists out on the world! You remember they tried to buy Unocal, CNOOC did. And our congress, who, to me, generally focuses on the wrong things, said oh my god we can’t have that… Unocal was so small in the whole picture it was meaningless. Unocal’s production was 70% in Asia already, and it was gonna be sold in Asia. There wasn’t anything here for anyone to be disturbed about, the Chinese buying Unocal. But they did, and it forced the deal over to Chevron. The shareholders should have decided that, but Chevron probably paid for it what the Chinese would have paid for it. But it was interesting though the Chinese have been running around all over the oil sands up in Canada--and I believe they’ll kick any tire, they’ll look at anything regardless of the size. They sent ‘em out and said look at all these oil deals all over the world. I would imagine those people have reported back several times, and reported what’s out there to buy. And there idn’t a hell of a lot out there to buy. When 75% of all the oil in the world is owned by state owned oil companies, there’s not much left out in the world for China to buy. And they’re gonna make deals with the Iranians which they already are; they have their strategic petroleum reserve now and starting to fill it up; and even yesterday I had someone say to me, Why shouldn’t California have their own strategic petroleum reserve? Why not, if they want to have it? They said we’re paying for the SPR in Louisiana, and we don’t have access to that, and you’ve got a heating oil SPR on the east coast, and we’re not paying for that, why shouldn’t the federal government pay for California’s SPR? I think all these questions are gonna come up. They’re all gonna be discussed, everyone is going to become a lot more familiar with what this country will be up against in the future, and I think it’s totally fascinating. I’m thankful I’m still around to see it. 
MOD: Very basic idea, and I know Boone’s interested in natural gas for transporation, big part of the Milken conference, eco-initiatives, you’ve got the Prius, and I know you’ve got some V12’s out in the parking lot… there’s been a push in gas mileage standards, from what I understand the average gas mileage is below where it was in 1980 or so because of the proliferation of V8s and SUVs. Do you see though any meaningful drop in demand, Steve, in the United States, from whatever it is: hybrid-energy pushes, eco-friendly automobiles… as Boone said, most of the oil use is transportation. So we can do wind power, wave power etc., but if we don’t reduce transportation we’re not going to make a dent it would seem. 

FORBES: I think what you’re going to see is productive use of energy go up. With technology going along, more and more efficient chips coming along, efficient use of energy is going to go up. But make no mistake, if you want economic growth in this country and around the world, the amount of energy used will go up even if it’s used more productively and smarter. The relative price of energy long term, I think, will come down, but the use of it will go up and the supply will go up. I mentioned nuclear power. Maybe Boone is on to something. Twenty years early on natural gas--using that instead of wasting it in power plants that were put in there for political reasons more than energy efficient reasons long term. Again, if we reduce somewhat the politics and have some basic rights and basic markets, this thing will take care of itself and in a cheaper way. 
MOD: But we know cars can get better, fifty miles a gallon… why not make a federally mandated fuel standard? 
PICKENS: C.A.F.E. standards, which have been there before… 
MOD: Forty miles to the gallon, and that’s it (finger snap). 
PICKENS: It’s whoever has the strongest lobby. 
FORBES: It sounds nice, but remember it was those C.A.F.E. standards and the way those rules were written, that gave us SUVs. So if the real price of energy goes up, people will find ways of using it more efficiently. Very basic you don’t need the government to say to do it--

PICKENS: That’s right--if the price goes up. If the price goes up. 
FORBES: And again, you don’t have to have the government slappin’ on globs of taxes. If Boone is right, and the lines cross and prices go up, then believe me, people will find ways of doing with less and do it more efficiently. But longer term, the productive use of energy is going to increase enormously. 

PICKENS: Let me give you a statistic that’s only known to us when I give it. And also Ron Bassett, because Ron Bassett got this. He’s a partner in business with me. Our office is right across the street from Christ the King Church, and they have a school. And Ron Bassett watched closely at let-out time in the afternoon, and 21 vehicles pulled up, and 20 of ‘em picked up two children, and 19 picked up one child {???}, all driven by a mother in an SUV. That’s the killer right there. They’re not gettin’ enough kids in those cars, the SUVs are big, if one has an SUV they all have to have SUVs, because that’s just protection for their child. So if they did happen to have an accident, you don’t want to be in a little car you want to be in a big car. So all these arguments are being made for a family, but what’s gonna happen, is look what it is in Europe. The cars are smaller, and have been smaller for a long time. They don’t drive as far, I will say that. But when you look at the way it’s gonna unfold, I was in Charlotte NC the other day, and a young man said what’s gonna happen to gas prices. I said how old are you, he said 22. I said what’s the lowest price you’ve ever seen for gasoline. He said $1.25. I said you’re know talkin’ to a guy that paid 11 cents a gallon one time. Big difference in age, that’s what that was. Okay, if I was talking to a 22 year old in Europe and asked what was the lowest price he paid, he probably would have said, four dollars and fifty cents. I think you should have a global price for gasoline, and that’s the quickest way you’d get to efficiency. That’s the quickest way you’d get from driving these huge cars around, moving them with few people in ‘em, at a very expensive cost. And I can see enough women out there shaking your head no, I’ll drive whatever I want to drive. And that’s good, that’s America too. But I think what’s gonna happen, when you see these hybrids, that’s not a real deal, and I’ll tell you why--
MOD: What do you mean that’s not a real deal? There was a year and a half waiting list for a Prius last year. People want them. 

PICKENS: I know it, and they think they’re doing something great for the country. 

MOD: Until they extract the batteries. But that’s a whole different argument. 

PICKENS: But with the hybrid, you’ll get the HOV lane. People know that. When you’re in the HOV lane and you’re at 70 miles an hour, you’re on gasoline. Nothing’s happened except you’ve got the HOV lane as a gimme. So this all will be sorted out, and California is ahead of the nation. We’ve got a governor who said we’re gonna reduce the carbon in this state, they said how will we do it governor, he said you’re gonna decide. That’s good. Put it on the people who are creating the carbon, tell them they want to reduce it ten percent or twenty percent or whatever they want to do. And that’s how it’s going to work, it will work very well in California. They’re ahead of the rest of the country. Just because my wife’s from California I’m not kissing up to California, I’m just stating the facts and this is the way it’s gonna go. Texas is starting to move to it now. And I think it will all be driven by price. The price will cut the demand. 

MOD: Steve, if I told you Boone advocated--it’s California, gotta watch what you say because people drive a lot--if I told you Boone advocated five dollar a gallon gasoline--

PICKENS: They’re almost there. 
MOD: That’s true. Five dollar a gallon gasoline, mandatory--but reduced income tax. Would you support that? 

FORBES: The answer is, when you have these… well, in the real world, taxes always go up. Just look at your next telephone bill, there’s still a 3% excise tax on your local calls--that was a temporary tax to  finance the Spanish American war of 1898. So these things have a habit of becoming very sticky. So, but if you artificially raise the price of fuel, you’re going to hurt the economy, you’re going to disrupt it, and we are a big continental country. We travel long distances. So there’ll be a price to pay. And if you put in a flat tax in return for it at say, twelve percent, I might buy the deal, but somehow, the tax for it always goes up and the other side rarely goes down. Again, if the real price of energy is high, the market will take care of it and people will take care of it very quickly, and you can keep the politicians out. You let them in, I guarantee you, you’re going to get distortions--like this emphasis on corn ethanol, instead of sugar ethanol where the Brazilians have been at it fifty years, we slap a 54 cent tariff on that to protect the home crowd. Not efficient. 
PICKENS: Steve. You’ve got to mention switch grass and wood chips. That’s the way out on ethanol. I heard our president say that. I’d never thought of it, and wouldn’t today. 
FORBES: I’m biting my tongue on that one.

MOD: Okay, so we’ve got about 20 minutes left, let’s talk about--we’ve talked a lot about oil, the primary source of energy, so let’s move on and talk about ethanol. A lot of people out here probably investing in ethanol, you can’t even say a stat on how many ethanol plants are being built because it goes up every day. A cheap plug for my show on Bloomberg, we did an interview with an Iowa state professor, I read his white paper, kind of dug it out on the internet--according to their stats, from ’06 so a few months old--according to their stats, ethanol can’t be put in a pipeline because it corrodes the pipeline, and it’s expensive to truck, so $4.05 a gallon is the current breakeven for ethanol plants. But capital is going to ethanol plants. Do you believe corn based ethanol is viable as a transportation fuel? 

FORBES: Well you can tell I’m not running for the big presidency, because you never win votes in Iowa with this--but without massive subsidies, without artificial props, the answer is no. 

PICKENS: And I agree with that totally. No. 
MOD: What about other types of ethanol?

PICKENS: But if you look at what the president said. He wants 35 billon gallons of alternative energy by, I think… I think it was 5 years. 35 billion gallons. If you have a corn field from Iowa to California, you couldn’t handle but half that requirement. 17 billion gallons is all you could do, half of the 35 billion gallons. So the other half has to come from somewhere else. The way politicians throw out solutions--we’ll be energy independent. No one ever says how? Just give us five minutes on how we’re going to be energy independent. 35 billion gallons, and we’re saying ethanol ‘could be’ a solution. None of that’s gonna happen. That’s now how this is gonna unfold. It’s gonna unfold by the market, and demand is gonna dictate the price. And whatever you can stand, you handle. If you can’t stand it, you’ll drive less. You’ll have a smaller vehicle. When 25% of the energy is used by 5% of the people, there’s got to be an adjustment, and it’s got to be in the United States is where the biggest adjustment comes. I really truly believe it. 
MOD: And that’s where it’s going to come from. And there’s been debate about, let’s say ethanol you guys obviously agree on that, electric cars, a small company called Tesla has a roadster, small production--

FORBES: And by the way, a gallon of ethanol does not give your car the punch that a gallon of regular gasoline does. 

PICKENS: It’s about 20% under gasoline. And the emissions are much poorer out of ethanol than they are out of gasoline, but much better out of natural gas--90% cleaner than gasoline. Well you know where you’re going to go… you’ll end up with a second infrastructure, and the natural gas will come from power generation, power generation will go to nuclear and coal, and they’ll clean up the coal, and natural gas will go to the most efficient use unless the politicians come up with some other goofy plan. 
MOD: Well that’s the next argument, we’ve got lets say okay ethanol, and the hybrid electric car. I don’t want to throw out stats because it varies by state, but we need something like 30 to 40 percent more production capacity in America or we’re going to have blackouts and brownouts, I live in New York already had ‘em, air conditioning etcetera… so the idea then is, the electric car it would seem to me, right, could not be the answer because it would be sucking more power and you’d need more power plants, so it would fall then to what is going to be the next best way to make power? Is it nuclear? Coal? Wind? Water? A billion gerbils in a track? 
PICKENS: Don’t get the idea that wind is cheap. Wind is about the same price as natural gas, so wind is gonna have to be subsidized. 
MOD: Where’s it gonna come from though, all this extra power generation? The market thinks uranium right now, they’re bidding up uranium prices. 
FORBES: Well again the technology is there on nuclear power. France is 85% nuclear and Japan, with experiences of 1945, they got over those emotions, very big on nuclear power. The technology is there, if you could speed up the approval process, a lot of that spent fuel can be reused--we’re not having to reinvent a lot here. And in a decade, 15 years we could go in a major way on nuclear power.  
MOD: Are you a nuclear bull? 

PICKENS: Oh yeah, I agree. I looked at a reactor the other day, and know this, there isn’t anybody in this room that doesn’t know more about nuclear power than I do probably, but we’re not gonna take a test, so we won’t know for sure about that. But the reactor did not--
FORBES: I’ll give you an ‘A.’

PICKENS: But the reactor took care of all its own waste, and second, did not need water. That reactor is on test now in Japan. They’ve got a pilot over there. I can’t believe that the French are gonna--they’ll screw it up some way--that they’re ahead on nuclear power. But they are! And they did it because they didn’t have any oil and 

gas production like we did, and they were forced to do it, they did it--

MOD: But here’s the problem. I imagine there are at least some people in the audience who live in the New York area--Westchester County, anybody, Indian Point--nuclear power plant thirty miles outside of New York city, we’ve had brown outs, we’ve had black outs, my wife is here, she was eight months pregnant when we had a black out, had to walk a few blocks back to our apartment, it was hot… they want to close that down for fear of terrorist attack or what else could possibly happen. I was talking to a CEO of a nuclear power company, ran into him, he said Brian it takes three years of paperwork to get the application IN. Three years of production just to get the application in, and another few years for someone to make a decision. This is not a short term solution. 

PICKENS: Okay, but one of the last nuclear plants in the United States was Comanche Peak in Texas. It was started with the cost being $2 billion, but was completed at $22 billion. That seems like a good overrun. Twenty billion dollar overrun on a two billion dollar plant. 

MOD: So why are you optimistic on nuclear? 

PICKENS: I’m optimistic on what it can do, I know you can’t get them up quick. You gotta… what’ll happen, I believe, is the problems will develop here to the point where the politicians will give a fast track on a plan that will work. You know, they’re heading, I’ve never heard of anybody being hurt other than Chernobyl in a nuclear plant. Chernobyl not being the United States of course, but the only place I’ve heard of people killed. Sometimes I get a laugh, I’ll see if I do here, the only place I’ve heard of an accident in a nuclear plant is somebody dropped a wrench on their foot. 

MOD: Okay, now let’s move to politics. Both these men support Rudy Giuliani’s bid for president in 2008. They do agree on something so let’s talk energy policy. Nobody wants a windmill because it’s ugly and it’s going to degrade the land. Nobody wants coal because it’s dirt and it will hurt their emissions. Nobody wants nuclear, the NIMBY crowd because its potentially harmful if something happens to the plant… so nobody wants to do anything but we know we need more energy. 

PICKENS: And you don’t want to drill offshore, you don’t want to drill ANWR… 

MOD: Nobody wants to do anything but we need more power. And nothing will likely happen in the next year plus or so that’s dramatic, I think we can probably all agree on that just based on political trends. Have you talked to Rudy Giuliani at all about his energy policy, and what do you think in 2008--will we, after the election, no matter who wins, start to get meaningful change in energy policy and not just rhetoric. 

FORBES: Well I think one of the nice things about a campaign, messy and crazy though they may be, is eventually the hard questions get asked persistently. So right now you can get away the soundbite, energy independence, do this, do that--but people are then going to want to know next year, okay, let’s firm these things up. So it’s going to force candidates--our candidate, all candidates--to get real in terms of what actually you can do and not get away with vague things like oh, well be more efficient on fraud, waste and abuse in government. Lot of it but it’s a byword for not making some real decisions. On the energy side, if Boone is right on prices, it’s going to force decision making. And on nuclear what is surprising is that the subject is being floated again as something serious, and the green opposition hasn’t been nearly as ferocious. Tony Blair’s come out firmly for it. Whereas five years ago if you said nuclear is a long term option, they’d say yeah if you live 500 years, maybe. But now it’s coming into the fore and after a wait, I think you’re gonna see some real movement on it. And natural gas too instead of ethanol, but anyway that’s another thing…

PICKENS: Everything’s going to be used, but where the term greenie, five years ago or ten years ago someone in industry saying “the greenies are causing it,” well what’s happened is we’ve come together. We can ask this room full of people, raise your hand if you’re an environmentalist. Everybody raises their hand. Then we say now it’s gonna cost you $1,000 to be an environmentalist. Nobody raises their hand. And around this room full of peope I can get maybe 25% of ‘em for $10 to be an environmentalist. People do not want to pay to be an environmentalist. But we’re going in that direction, and it’s gonna happen. And again, California is the leader on the greens. But it’s for the right reason because everyone’s coming around and if you’d have said, five years ago, if you believe in global warming--there wouldn’t be anybody raising their hand. Now everybody raises their hand. And now, maybe, you’re willing to pay to do something about it. But it’s gonna happen. Global warming is here; we’re gonna deal with it; carbon credits will become a part of our lives; green will become more acceptable; and it’s interesting. But again, I’m a change advocate. I like change. I really like change that doesn’t have any downside risk. 

MOD: Is there such a thing? 

PICKENS: Sure. I think the change to green, to be aware of global warming, do something about it, the Kyoto protocol--when that first came out it was laughed at by a lot of people. Say well, it’s unfair. It’s unfair to the United States because we have to reduce at the same rate China or someplace else--it doesn’t make any difference. We don’t have to compare to China or someplace else, we just have to accomplish what has to be done to make our air quality better. All that’s gonna happen. I promise you it’s gonna happen--

MOD: When? 

PICKENS: But remember, I was only 20 years off on that prediction back in 1988. So it’s gonna happen, but I don’t know when and how quick it will happen. But the change is coming, get ready for it, be a part of it, I think it’s coming for the right reasons and I will be a part of it. 

FORBES: In terms of air quality, Brian, the air today is much cleaner, much more breathable than it was 20-30 years ago. We don’t have lead in gasoline any more, that’s a huge step forward. And in terms of global warming: I’m a skeptic, I’ll say on the idea that carbon dioxide is changing weather patterns fundamentally, I think it may have something to do with the sun--after all Europe was much warmer around 1,000 years ago than it is today, southern England used to be a wine growing region--but, even though I might debate that, the solution is still the same in terms of energy. Nuclear. Natural gas. So I think the solutions are still the same even if we arrive at things differently. 
PICKENS: But even if we’re wrong on global warming, it can’t hurt anything by doing what we’re doing. That’s what I say is there’s no downside risk, and you do have great upside potential. 

FORBES: Just keep the politicians out of it. Nuclear will happen if it’s allowed to happen. 

PICKENS: You haven’t given us how you’ll keep politicians out. You keep using that. 

FORBES: I know. It’s a utopian goal. But seriously on that, public opinion eventually matters. If it’s on taxes, on energy, if enough people come to a conclusion, politicians can be turned around. And one of the things I hope will happen is that the media, i.e. your industry and my industry, will start to do in the next year or two some honest reporting on corn-based ethanol, on the downsides as well as the potential upsides, because the more that debate is engaged in the more we’re going to get sensible alternatives, like natural gas, sugar-based ethanol, and the like, instead of having politics--everyone goes to Iowa, they love corn-based ethanol, and I’ve got the scars to prove it. 

PICKENS: But Steve, you’re so right--we have to get involved. And we can make politicians, you gotta keep putting pressure on and everything, but you can make things happen. But when you take a hands off, what the hell, I don’t care what Washington does… you better care, because it affects all of us. 

MOD: Why don’t we end on that note. Boone Pickens and Steve Forbes, thank you. 
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