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When in the late 1990s it was recognized that world 
oil production was likely to start declining early in the 
twenty-first century, petroleum geologists and other 
industry observers started talking and writing about the 
economic damage this event would cause. Serious eco-
nomic consequences were a virtual certainty because, 
since the beginning of the industrial age, economic 
growth had required increasing quantities of fossil fuels. 
During most of the twentieth century economic growth 
increased the demand for oil, which had come to serve 
as our primary transportation fuel, the source of energy 
for many production processes, and the raw material for 
an ever-increasing range of industrial products. Unless 
satisfactory substitutes could be found quickly, eco-
nomic growth was likely to stop. And without alterna-
tives, economic decline—if not a collapse—was likely.

This chapter explores the relationship—as it is under-
stood thus far—between the peaking of oil production, 
which started around 2005, and the current global 
recession, which officially started in late 2007. In the 
long run, global warming may turn out to be of more 
significance than the peaking of fossil-fuel supplies. 
However, it is clear that the peaking of global oil pro-
duction has already had economic consequences, which 
will become increasingly serious as time goes on, and 
that the global economic recession is due at least par-
tially to the lack of significant growth in world oil sup-
plies since 2005.

Although concerns about the amount of crude oil that 
can ultimately be produced go back many decades, 
modern interest in the topic was revived in March 1998 
by an article published in Scientific American written 
by two senior European geologists, Colin Campbell 
and Jean Laherrère. The article warned that, from 
the perspective of geology alone, world oil production 
would likely reach an all-time peak sometime around 
2010. Worldwide production of crude oil and various 
liquid substitutes1 in 1998 was roughly 75 million bar-
rels per day (bpd), and oil was selling for $10 a barrel. 
Over the next seven years production grew rapidly, 
reaching a multi-year plateau of 85 million to 86 mil-
lion bpd starting in 2005. Prices then started climbing 
rapidly, peaking at over $130 per barrel for the month 
of July 2008 (see figure 19.1). 

Over those ten years, public and media awareness of the 
issue grew slowly while organizations,2 books, and Web 
sites appeared, tracking and discussing the various impli-
cations of worldwide oil peaking. The revival of the idea 
that global oil production would soon peak also brought 
forth many detractors, some of whom remain highly 
vocal to this day. The most important doubters were 
the two major organizations charged with tracking the 
world’s oil supply and making forecasts as to what was 
likely to happen in the decades ahead—the International 
Energy Agency of the Organisation for Economic 
Co-operation and Development (OECD), based in Paris, 
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and the U.S. Department of Energy’s Energy Information 
Administration in Washington, D.C. 

Until very recently, neither of these agencies had ever 
examined in depth the question of whether there was 
going to be enough oil available in the future to satisfy 
rapidly growing world GDP.3 It was simply assumed, 
based on general estimates by the U.S. Geological 
Survey, that there was sufficient oil underground to 
supply humanity’s needs for the foreseeable future. 
Therefore, oil-production levels were forecast on the 
basis that the oil industry would be able to supply how-
ever much oil was required by economic growth, with 
little if any consideration of the geologic, economic, 
and political constraints on producing ever-greater 
amounts of oil. 

However, the global oil market has changed in very 
significant ways since 1998. The real price of oil has 
increased several-fold as demand has continued to 
increase. Demand has been shifting away from the 
developed OECD countries and toward the rapidly 
growing economies of Asia (primarily China and 
India) as well as the oil-exporting nations that can eas-
ily afford to subsidize domestic prices. Finally, world 
production—which has been growing steadily for 
nearly 150 years—has f lattened out (or, as some say, 
“plateaued”) in the vicinity of 85 million to 86 million 
bpd, suggesting to many that all-time peak-oil produc-
tion has already occurred.

A Great Recession
While the current economic difficulties can be traced 
back to events and policy decisions over the past cen-
tury, the proximate causes of the current crisis, at 
least from the point of view of the United States, stem 
from the 1970s when real wages4 in the United States 
stopped growing.

For the thirty years following World War II the United 
States, having emerged virtually unscathed from the 
war, held a monopoly on much of the world’s industrial 

production. By the 1970s, however, much of the devas-
tation of World War II elsewhere—as well as the conse-
quent political and social turmoil—had been overcome. 
Soon a significant share of the world’s industrial pro-
duction was shifting to Asia, where cheaper labor (and 
in some cases, better-quality products) coupled with 
cheap overseas shipping and digital communications 
left the United States largely as a service and consumer 
economy. 

Also in the 1970s, millions of foreigners had immi-
grated to the United States to work for wages that were 
lower than what Americans expected but higher than 
what they could earn in their home countries. Just as 
important, millions of emancipated women joined the 
U.S. workforce. These demographic developments, 
coupled with the globalization of manufacturing and 
the new labor-saving efficiencies of digital computers 
and industrial automation, combined to freeze real 
wages for the first time in American history. 

Stagnant real wages along with increasing worker pro-
ductivity resulted in massive increases in corporate 
profits, unprecedented growth in the equity markets, 
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Figure 19.1 
Monthly world oil production and prices, 2002–2010.

Sources: Production data from U.S. Energy information Administration, 
“February 2010 international Petroleum Monthly,” March 10, 2010, http://
www.eia.doe.gov/ipm/supply.html; price data from U.S. Energy information 
Administration, “World Crude Oil Prices,” accessed April 7, 2010, http://tonto.
eia.doe.gov/dnav/pet/pet_pri_wco_k_w.htm.

http://www.eia.doe.gov/ipm/supply.html
http://www.eia.doe.gov/ipm/supply.html
http://tonto.eia.doe.gov/dnav/pet/pet_pri_wco_k_w.htm
http://tonto.eia.doe.gov/dnav/pet/pet_pri_wco_k_w.htm
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and the expansion of the “financial-services” industry to 
an important position in the U.S. and global economy. 
The availability of massive amounts of corporate money 
led not only to increasing inequality of wages between 
workers and management but also to major efforts to 
achieve perceived corporate goals through manipula-
tion of the political system. Corporate lobbying and 
public relations became industries unto themselves, and 
corporate political contributions skyrocketed. Today 
the power of very well-financed “special interests” to 
influence the political response to major issues such as 
tobacco, global warming, and peak oil is a well-estab-
lished part of the American political scene. 

With real wages frozen, the only way Americans could 
keep increasing their consumption was to work longer 
hours and borrow. Working more hours has limita-
tions, but borrowing can continue as long as someone is 
willing to lend. Borrowing by Americans in every con-
ceivable form began in earnest in the 1970s, leading to 
the greatest credit bubble the world has ever known. As 
long as the U.S. and world economy grew and the value 
of major assets such as investments and houses kept 
increasing, it all worked. But then the growth stopped 
and much of the world, particularly the United States, 
had a very big problem on its hands. By 2007–2008 it 
was obvious that a major economic crisis was under 
way, with falling real estate values, increasing unem-
ployment, sagging economies, and unstable, overlever-
aged financial markets. 

Mindful of what had happened nearly eighty years 
earlier when economic crisis turned into the Great 
Depression, governments around the world (at least, 
those that were in trouble and could afford to spend 
or borrow the money) launched massive multitrillion-
dollar bailout and stimulus programs to stabilize the 
situation. While it was generally recognized that too 
much borrowing, overleveraging, and inadequate regu-
lation of financial markets were the fundamental rea-
sons the global economy got out of hand, the role of 
oil in deepening and spreading the global recession has 
only recently begun to be appreciated.

Oil and the Recession
Before the peaking of world oil production began in 
earnest in 2005, it was expected to be a rather straight-
forward phenomenon:

.. The global economy would continue to grow, con-
suming more and more oil each year.

.. At some not-too-distant point in the future, a com-
bination of geological constraints, geopolitical prob-
lems, and insufficient investment in new production 
would cause the f low of oil to global markets to start 
shrinking.

.. The inability to continue increasing oil production 
to support continued economic growth would lead 
to much higher prices for oil, which in turn would 
stif le both economic growth and the demand for oil. 
It would be a period during which oil prices would 
cycle up and down, first stif ling and then permitting 
some economic growth.

.. At some point the constraints on oil production 
would simply overwhelm demand and the depletion 
of existing oil fields would send global production 
downward.

.. Very hard economic times would ensue as the world 
rushed to keep functioning with falling oil supplies 
and scrambled for alternative forms of energy.
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It was all rather simple, if unpleasant.

Between 2003 and 2007, the world’s real GDP5 grew 
between 9 and 10 percent a year. World oil production, 
however, stopped growing significantly after 2005. 
With demand still increasing, spectacular increases 
in oil prices ensued. Oil, which was trading for as low 
as $20 a barrel in 2002, reached $70 a barrel in 2006, 
increased to $80 a barrel in late 2007, and topped $100 
at the beginning of 2008. During the price rise, there 
were many predictions that oil was approaching a point 
at which its price would damage the economy, but as 
the months rolled on and nothing particularly untow-
ard seemed to happen, the warnings were forgotten.

But the price rise had a huge impact on real GDP: With 
world oil consumption running at about 85 million 
bpd and U.S. consumption at about 20 million bpd, 
a dollar-a-barrel increase in the price of oil is a lot of 
money and places a major burden on an economy. The 
$60-per-barrel increase in oil prices between 2002 and 
late 2007 meant that $1.2 billion additional each day—
or $36 billion each month—was being spent in the 
United States solely to pay for the increased cost of oil. 

The year 2008 will be remembered as a major turn-
ing point in industrial history, for it was the first year 
when the world got a taste of the unpredictable price 
spikes that come from inadequate oil supplies. The first 
half of the year was marked by a steady increase in the 
weighted average price of oil, which started the year at 
about $90 a barrel and finally peaked in July just shy 
of $150 a barrel. At the same time, the global economy 
was contracting rapidly with falling industrial produc-
tion, falling exports, and rising unemployment. By 
July  1, 2008, many industries that are dependent on 
oil, especially the airline and trucking industries, were 
desperate and in danger of being forced out of business. 
With the average price of gasoline above $4 a gallon 
in the United States (above $5 in California), car sales 
plummeted, leading to bankruptcy for much of the 
U.S. automobile industry and eventually massive gov-
ernment bailouts.

Two major lessons from the first half of 2008 were that 
oil prices can indeed increase rapidly to unanticipated 
levels and thate very high prices will cause serious eco-
nomic damage in short order. Although by early 2008 
oil consumption in the United States and other OECD 
countries had started to drop owing to high prices and 
faltering economies, this was more than offset by con-
tinued growth of oil consumption in the heavily subsi-
dized economies of the Organization of the Petroleum 
Exporting Countries (OPEC), in India, and particu-
larly in China, which increased its oil imports by nearly 
1.5 million bpd in the first part of 2008 to ensure there 
would be no shortages during the Beijing Olympics.

While the 2008 oil and gasoline price spike can be 
explained by conventional economic theory, this was 
not a satisfactory answer for politicians facing reelec-
tion with gasoline at $4 to $5 a gallon. A search for 
scapegoats, so that the U.S. Congress could look as if 
it were doing something about the crisis, began in ear-
nest. The usual suspects—Arabs, OPEC governments, 
speculators, and environmentalists—all became targets 
for proposed legislation, some of which, such as suing 
OPEC for price fixing, were totally bizarre. 

With the start of the 2008 Olympics in August, how-
ever, Chinese demand for oil dropped by 2 million bpd 
and the great oil price spike of 2008 melted like an 
ice cube in the sun. To nearly everyone’s surprise, the 
weighted price of oil fell from more than $130 a barrel 
to less than $40 a barrel by the end of the year. U.S. 
consumers were soon spending roughly $1.7 billion a 
day less for the same amount of oil products as they 
were in July. Thus, in six months, falling oil prices gave 
back to the consumer much of the spending power that 
had been taken away in the previous few years. This 
economic “stimulus” for a while was in a class with any-
thing the government could do.

The collapse of oil prices in the second half of 2008 was 
good for hard-pressed, unsubsidized consumers in oil-
consuming countries. But it was a disaster for oil-pro-
ducing countries and the international oil companies, 



PEAk Oil And ThE GREAT RECESSiOn

 5 ThE POST CARBOn REAdER SERiES

which now no longer had the revenue to cover state 
and investment budgets that were predicated on much 
higher oil prices. Starting in the late fall of 2008 OPEC 
(mainly the Saudis and their Persian Gulf brethren) cut 
oil production by roughly 3 million bpd and the price 
of oil began a steady climb, reaching $80 a barrel in the 
fall of 2009.

The steep decline in oil prices to the vicinity of $40 a 
barrel in late 2008 triggered yet another set of forces. 
Most new oil production is now coming from deep-
water wells or deposits of heavy oil in Canada and 
Venezuela, which require very large investments to 
exploit. Most published estimates say it takes a market 
price of $70 to $90 a barrel for these projects to be via-
ble. Thus, in the winter of 2008–2009 some $150 bil-
lion worth of new oil-production projects were can-
celed or delayed until prices became more favorable.

Given that some 3 million to 4 million bpd of new oil 
production has to be brought online each year simply 
to offset depletion from currently producing oil fields, 
this sharp decline in investment has the potential to 
cause, a few years from now, steeper declines in pro-
duction than had been anticipated. The rapid con-
traction of commercial credit during 2008 and 2009 
compounded the problem, for it meant that small oil 
companies could no longer get sufficient credit to con-
tinue or to expand drilling operations. Thus, another 
important lesson of 2008 was a reminder that new oil 

sources are becoming so expensive to find—and new oil 
production is becoming so expensive to develop—that 
it will take relatively high prices to keep exploration 
and new production projects viable.

As 2009 unfolded, various U.S., Chinese, and European 
economic stimulus packages began to take hold. In most 
countries the stimulus packages only checked the precip-
itous fall in economic activity that took place in 2008. 
In China’s largely command economy, the stimulus was 
more effective so Beijing increased its oil consumption 
by some 2 million bpd during the first half of 2009. 
This, coupled with OPEC’s production cut, was enough 
to offset a 3 million bpd drop in consumption among 
the OECD nations (due to lower industrial activity).

During 2009, with the prospect of higher oil prices 
brought on by an economic recovery, the question 
arose as to just how high oil prices can rise before they 
start damaging economic development. As gasoline in 
a motorized society—North America, parts of Europe, 
and scattered cities around the world—is nearly as 
essential as food, the demand for personal transpor-
tation will fall very slowly as prices increase. Oil for 
commercial use, however, will not be consumed unless 
someone can make money or at least not suffer unbear-
able losses from its use. Every increase in the price of oil 
keeps money from being spent for some other purpose, 
and in that sense harms the economy. Although there is 
disagreement, economists looking into the issue believe 

Every increase in the price 
of oil keeps money from 
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purpose, and in that sense 
harms the economy.
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that, based on the record of the last forty years, there 
will be a major decline in economic activity when the 
cost of oil reaches about 4 percent of GDP.6

There are psychological as well as economic barriers 
to spending caused by high oil prices. Surveys taken 
during the 2008 gasoline price spike suggest that U.S. 
consumers were far less interested in purchasing large, 
high-fuel-consumption cars when gasoline was above 
$3 a gallon. 

There are only a limited number of ways that the current 
economic recession and the looming prospects of a final 
decline in oil production can play out. None of these will 
permit much of an economic revival. The global finan-
cial crisis as presently understood is clearly too firmly 
rooted to be fixed by government bailouts and stimulus 
packages. The recession will only deepen for the fore-
seeable future, and the massive deficit financing by the 
United States and many other countries cannot go on 
much longer. Although China, with its large reserves of 
foreign currency, may be able to continue underwriting 
stimulus packages longer than other countries, it too 
will succumb to the lack of exports, the need to import 
energy, and other looming problems.

It seems reasonable to conclude the following concern-
ing the peaking of world oil production and economic 
recession:

1. Although oil shortages and higher prices would 
have eventually caused major economic troubles, 
overextension of credit and overleveraging by 
financial institutions started the economic trou-
bles a year or two earlier than was expected. 

2. The substantial increase in the price of oil during 
the last eight or nine years, coupled with the 2008 
oil price spike, certainly made a United States/
European Union recession global and much worse.

3. Global oil production has probably reached as high 
as it ever will. Any increases beyond 86 million to 
87 million bpd are likely to be insignificant.

4. The global reduction in the demand for oil caused 
by falling economic activity and high oil prices has 
delayed significant declines in world oil produc-
tion by two to three years.

5. The decline in oil industry investment caused 
by the current recession and low oil prices in the 
winter of 2008–2009 will lead to an even steeper 
decline in oil production than would have been 
the case.

6. Any increase in the demand for oil caused by 
improving economic conditions will cause much 
higher prices, which in turn will choke off the 
economic upturn.

7. It is unlikely that there will ever be an economic 
recovery in the conventional sense; the economic 
downturn is likely to continue in one form or 
another for many years, perhaps overlapping the 
economic calamities wrought by global warming.
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Endnotes
1 Throughout this chapter, oil-production statistics should be 

understood to include both what is known as “conventional 
oil” (e.g., light crude) and “unconventional oil” (i.e., tar sands, 
shale oil, natural-gas liquids, heavy crude, etc.).

2 Two of the most important of these organizations were the 
Association for the Study of Peak Oil, of which the author is 
an advisory board member, and Post Carbon institute, of 
which the author is a Fellow.

3 World gross domestic product is the total of all nations’ 
GdPs.

4 “Real wages” are wages that have been adjusted for the 
effects of inflation on purchasing power.

5 “Real GdP” is GdP adjusted for inflation.

6 Steve Andrews, “The First Peak Oil Recession: interview with 
Steven kopits,” Energy Bulletin, September 14, 2009, http://
www.energybulletin.net/node/50109.
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