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“The International Energy Agency 
Has Issued an Urgent Warning...”

“The IEA says the world is headed 
for a ‘catastrophic energy crunch’—
one so severe, it could ‘cripple’ 
our economy’s recovery!

“Many GEA readers have asked if oil 
can ever regain its price of $147 from 
last summer. Here’s my answer: a lot 
sooner than most people think!

“A crisis is brewing in oil, and even 
the usually-optimistic IEA is scared. 
Here’s what’s coming!”

“We will have the risk that the [economic] 
recovery will be strangled with higher 
oil prices.”

That quote doesn’t come from a politician with 
an agenda, or from a conspiracy-theorist website. 
That quote comes from Dr. Faith Birol, the chief 
economist for the International Energy Agency 
(IEA).

The IEA is an intergovernmental organization 
that advises its member governments (including 
the United States) on energy policy. It’s well known 
for being perpetually sunny in its outlook on global 
energy supplies. (In fact, if you’re a long-term GEA 
reader, you’ve heard me criticize their overly opti-
mistic predictions numerous times.)

This makes their recent warnings all the more 
sobering. IEA officials have (finally) awakened to 
the coming “energy crunch” which will “strangle” 
and “cripple” the global economic recovery. A new 
analysis has revealed that peak oil is much closer 

than they previously thought. And they’re doing 
their best to warn the world of this “urgent” situ-
ation.

Why IEA Officials  
Are Scared

The entire problem can be summed up into two 
words: “peak oil.”

If you already know what peak oil is, feel free to 
skip this section. If not, or if you’d like a refresher, 
read on.

Peak oil was first ‘discovered’ in the mid-1950s. 
At that time, a Shell oil scientist named M. King 
Hubbert caused a ruckus at a meeting of the Amer-
ican Petroleum Institute by predicting that Ameri-
can oil production would peak just 15 years later. 
After that, it would decline and dwindle away, 
never to recover.

James DiGeorgia, Editor
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Back then, this was a strange prediction. Hub-
bert was mocked by many of his colleagues. After 
all, oil production had increased almost every sin-
gle year since oil was discovered a century earlier. 
Why would it ever stop?

Nevertheless, Hubbert’s prediction was dead-
on accurate. American oil production reached a 
peak in 1970, and has fallen ever since. Today, the 
US produces less than 60 percent of the crude it 
did in 1970, and our oil output continues to fall.

Looking back, it’s diffi cult to see how anyone 
could have disagreed with Hubbert. His logic was 
both simple and bulletproof.

Hubbert reasoned that in any country where 
oil exploration occurs, discoveries will follow a bell-
shaped curve. The oil that’s easiest to fi nd will be 
found fi rst. Later, as the oil gets more diffi cult to 
discover, new fi nds fl atten out. 

Since no country has an infi nite supply of oil, 
eventually new discoveries will begin to fall. Over 
time, they will taper off to zero.

Assuming a free market with no political con-
straints or disruptions, oil production will follow 
the same curve a few years later. As new discover-
ies are brought on-line, they create new production. 
Eventually, as discoveries decline and cease, pro-
duction must follow. 

When Hubbert made his prediction, US discov-
eries had already peaked. By calculating how long 
it would take for production to follow, Hubbert 
was able to predict that US production would peak 
around 1970—which is exactly what it did.

Source: US Energy Information Administration.   

As you can see, “Hubbert’s Peak” (as this pro-
gression is now called) is very real. Oil production 
in the United States has plunged by over 40 per-
cent since its peak. 

This isn’t because oil companies don’t explore 
here. They still do.

And it isn’t because they don’t want to produce 
oil here. They actually prefer American oil fi elds 
to fi elds elsewhere. (Unlike most other oil nations, 
the US has a large transportation network, plenti-
ful storage facilities, smoothly running oil markets, 
a stable political system, and a government which 
allows oil companies to keep their profi ts.)

No, oil companies would love to produce more 
oil in America. It’s just not here to produce.

Peak Oil Doesn’t Mean 
The End of Oil—

Just Skyrocketing Prices

The US experienced peak oil far earlier than 
most other oil-producing nations. Since petroleum 
was fi rst discovered here, and a large industry was 
quickly built to extract it, it’s easy to see why we 
would peak fi rst.

But the rest of the world will catch up even-
tually. What will happen when global production 
peaks and then declines?

Analysts like me who write about peak oil are 
often branded by the media as Chicken Littles. 
We’re often mis-quoted as saying that the world is 
running out of oil.

But that’s not true at all. Notice that even 
though the US peaked almost 40 years ago, we’re 
still producing plenty of oil. And we’ll continue to 
do so.

The problem isn’t that we’re running out of oil. 
The problem is that once the peak occurs, less oil 
will be produced each year, while demand will con-
tinue to increase.

In other words, we’re running out of cheap oil. 
Once world production peaks, there will still be 
plenty of oil left. It will just be sold at outrageous 
prices. 

(And the right energy stocks will have outra-
geous prices too. That’s why I continue to believe 
GEA readers are facing once-in-a-lifetime opportu-
nities right now. More on that later.)

US Crude Oil Production 
(thousands of barrels per day)
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The height of each bar represents that nation’s 
highest-production year. Black represents its cur-
rent production, and grey represents post-peak 
decline. 

Note that 9 of the top 11 producers have peaked 
and are falling.

The full global picture is even worse. Accord-

When Will Peak Oil Arrive?

The tricky thing about the peak is that we won’t 
recognize it until it’s already past. Production will 
be fl at for several years, and will then start a gen-
tle decline, which will accelerate later.

Many analysts believe we’re at the peak right 
now. From 2005 to mid-2008, oil’s price almost tri-
pled—but production went up less than 1 percent. 
If that isn’t a warning sign, then what is?

Much of the World 
Has Already Peaked

Total production isn’t the only warning sign of 
an oncoming peak.

One of the reasons the IEA is issuing “urgent” 
warnings is because of a study it published a few 
months ago. In its fi rst-ever assessment of 800 
major oil fi elds—representing three-quarters of 
global reserves—it found most of the biggest fi elds 
have already peaked.

It also found that the rate of post-peak decline 
in production was almost twice as large as the IEA 
had calculated just two years ago. Originally the 
IEA thought a peaked fi eld would only decline by 
3.7 percent per year. Now it has discovered the 
true rate is 6.7 percent.

That might not sound like much. But added up 
across the world, it means that…

Peak Oil Is Already Ravaging 
Our Oil Supply

Here’s a chart of the top 11 oil producing nations, 
as ranked by their peak production. Together, they 
account for over 60 percent of world production 
today.
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Country Peak 
Production

2008 
Production

Loss in 
Production

Russian Fed. 11484 9886 1598
US 11297 6736 4561
Saudi Arabia 11114 10846
Iran 6060 4325 1735
Mexico 3824 3157 667
China 3795 3795
Venezuela 3754 2566 1188
Iraq 3489 2423 1066
Norway 3418 2455 963
Libya 3357 1846 1511
Kuwait 3339 2784 555
Canada 3320 3238
Unit. Arab Emir. 2980 2980
United Kingdom 2909 1544 1365
Nigeria 2580 2170 410
Algeria 2016 1993
Brazil 1899 1899
Angola 1875 1875
Indonesia 1685 1004 681
Kazakhstan 1554 1554
Qatar 1378 1378
Oman 961 728 233
Egypt 941 722 219
Azerbaijan 914 914
Argentina 890 682 208
Colombia 838 618 220
Australia 809 556 253
Malaysia 793 754 39
India 774 766
Other Europe/Asia 762 427 335
Syria 596 398 198
Ecuador 545 514 31
Sudan 480 480
Yemen 457 305 152
Vietnam 427 317 110
Denmark 390 287 103
Equatorial Guinea 373 361
Gabon 365 235 130
Thailand 325 325
Romania 313 99 214
Other Asia Pacifi c 276 237 39
Rep. of Congo 266 249 17
Brunei 261 175 86
Trinidad & Tobago 230 149 81
Turkmenistan 205 205
Peru 196 120 76
Uzbekistan 191 111 80
Cameroon 181 84 97
Chad 173 127 46
Other S/Ctl America 153 138 15
Italy 127 108 19
Tunisia 118 89 29
Other Middle East 79 33 46
Other Africa 75 54 21

ing to BP’s most recent Statistical Review of World 
Energy, only 15 of the world’s 54 oil-producing 
countries and regions are fl at or expanding. The 
rest are declining (shown highlighted on the list to 
the right), and are down by at least 5 percent from 
their peaks.

This has ravaged world oil markets, as shown 
below. Even though global production has not yet 
peaked, the world has lost almost 20 million bar-
rels of daily oil production as various nations have 
peaked and fallen.

This creates hurricane-force headwinds for the 
world’s oil companies.

On average each year, 
the world loses another 

510,000 barrels of daily oil 
production.

This is a grim statistic. It means that each year, 
oil companies need to fi nd and produce an addi-
tional half-million barrels of daily oil production 
just to maintain current supply. 

And obviously, this does nothing to satisfy 
growing demand—which has risen by an average 
of 989,000 daily barrels each year during this same 
time. 

Even before the world itself peaks, Hubbert’s 
Peak is taking a horrible toll on our energy supply. 
Just to maintain current production, we need to fi nd 
the equivalent of four Saudi Arabias in the next 20 
years. If we wanted to meet increasing demand too, 
we would need to fi nd six Saudi Arabias.

That’s not going to happen.

And peak production is only one of the reasons  
the IEA is issuing urgent advisories to world gov-
ernments. The second is…

Cumulative Production Lost
(thousands of barrels per day)
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Massive Underinvestment in 
Finding New Oil

In an interview with the UK Independent, the 
IEA’s Dr. Birol warned that not only the public, 
but also world government leaders are oblivious to 
the crisis unfolding before us.

Discovering the equivalent of 4-6 Saudi Arabias 
would require a massive, coordinated, systematic 
search of the entire globe. But that’s not happen-
ing.

Instead, as oil prices have been chopped in 
half, exploration spending has fallen off a cliff. For 
example, here’s a chart of the number of drilling 
rigs currently turning in the United States.

Note that exploration has fallen to levels last 
seen when oil was at $30.

Of course, this only represents rigs in the US. 
But they’re a good representation of overall world 
activity. 

As I said earlier, oil companies would prefer to 
develop new fi elds in the United States instead of 
elsewhere. Thus, sagging exploration efforts here 
mean that (with only a few local exceptions) global 
exploration is also way down.

IEA offi cials seem to think that if the agency 
issues enough warnings, this will change. For 
example, the IEA’s executive director said in Feb-
ruary, “We now see many cancellations or post-
ponements of supply investment projects… and we 
learned the lesson last year when we didn’t invest, 
the market became volatile and oil prices reached 
$147 per barrel.” 

IEA offi cials are hoping that with enough 
encouragement, energy companies will increase 

their exploration efforts. Unfortunately, this is a 
vain hope, because...

Exploration is Down 
For Good Reasons

Frequently in GEA, I’ve documented the falling 
exploration spending of the large Western energy 
companies. Even as oil prices soared, the major 
companies spent billions on dividends and stock 
buybacks rather than prospecting for new deposits.

This isn’t because energy executives are unin-
formed about our oil shortage. On the contrary—it’s 
because they know so much about our oil shortage, 
and the reasons for it.

They know that it’s pointless to spend money 
looking for oil that isn’t there.

• The most promising areas of the world have 
all been thoroughly explored (except Antarc-
tica, which is off-limits due to treaties, and the 
ANWR in Alaska. More on Alaska later). 

• The areas that still have promise are mostly 
off-limits to Western companies. (See the June 
GEA for more details on this.)

• The unexplored areas are all very expensive to 
investigate. (For example, deep-water drilling 
rigs cost a half-million dollars per day to oper-
ate.)

And the list of reasons goes on. For one thing, 
even at $70, oil is still too cheap to justify many 
new projects. As an example, much of the Canadian 
oil sands are unprofi table while oil is below $80.

Not only that, the political climate is getting 
hostile, even in the United States. To pay for 
his new health-care overhaul, President Obama 
recently proposed jacking up tax rates on oil compa-
nies, including some new taxes on production and 
the removal of deductions for business expenses 
such as drilling. This will kill new exploration in 
the Gulf of Mexico, among other places.

Elsewhere in the world, Western companies 
are being shut out of new projects, or slammed 
with exorbitant fees. For example, a month or so 
ago, Iraq held its fi rst round of auctions for licens-
ing rights to 8 oil and natural gas fi elds. How many 
fi elds were licensed? Only one—to a Chinese com-
pany. All the Western companies had to walk away 
from the bidding because the Iraqi oil ministry 
wanted too much money.
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This wouldn’t matter if the 
local (i.e., nationalized) compa-
nies had the expertise to develop 
the resources themselves. But 
they don’t. With few exceptions, 
nationalization has resulted in 
steep falls in production around 
the world. And global markets 
get less oil as a result.

On top of all that, there’s also 
the prospect of direct government 
interference in the markets. Gor-
don Brown, prime minister of the 
UK, and Nicolas Sarkozy, presi-
dent of France, just published 
an editorial in the Wall Street 
Journal calling for “government 
supervision” of oil markets. This 
would be a disaster for energy 
companies, and executives know it.

Add it all up, and we see a 
drastic curtailment of exploration, 
even as the supply/demand curve 
is about to turn upside down. As 
USA Today wrote in March: 

“The oil industry is quietly 
sowing the seeds for a sharp run-
up in gas prices once demand 
recovers. Oil companies are 
slashing new investment and 
production far more sharply than 
analysts projected just a couple of 

months ago, a strategy analysts 
say could lead to shortages and 
higher gas prices when consump-
tion rebounds… Oil companies 
are shaving exploration and pro-
duction spending 18% this year.” 

The article predicted indus-
trywide cutbacks of 30 to 40 per-
cent. “The scaleback could reduce 
future global oil supplies by up to 
7.6 million barrels per day, or 9% 
of current production.”

Why Alaska
Can’t Save Us

The national debate over the 
ANWR (Arctic National Wildlife 
Refuge) in Alaska kicked up again 
recently. According to some, if we 
could just drill for oil up there, all 
our energy problems would be 
solved.

Nonsense. Even if there were 
lots of oil up there—which nobody 
knows yet one way or the other—
this would have no effect whatso-
ever on the upcoming crisis.

It’s true that this area has lots 
of potential. It’s between Prud-
hoe Bay and the Mackenzie River 

“You should have 25-50% of your retirement accounts 
in gold and platinum, like the beautiful US Gold 
Eagles shown below. 

“We will pay your fi rst year’s account expenses—
and the next year’s fees will be only $160!

“Our clients that came into our program four 
years ago are already up as much as 400%. And I 
believe gold is going to $5,000. Protect your family—
buy gold!”

From the desk of James DiGeorgia

“You can—and must—have physical gold 
in your IRA!”

Call toll-free:
(866) 697-4653
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Delta, both of which have sizable deposits. 
But “lots of potential” doesn’t necessarily mean 

“lots of oil.” Nobody has ever drilled up there, and 

no new seismic data has been collected since 1985. 
Nor can any new data be obtained, because it (lit-
erally) takes an act of Congress to collect it.

Here is this month’s review of recent portfolio 
activity.

In Update #710, we added to our positions 
with Sandridge Energy (symbol SD), Quicksilver 
Resources (KWK), Forest Oil (FST), and Compton  
Petroleum (CMZ). On SD, we sold short the Aug. 
$7.50 put (symbol SDTU). On KWK, we sold short 
the Aug. $7.50 put (KWKTR). On FST, we sold short 
the Aug. $12.50 put (FAHTV). On CMZ, we bought 
500 shares.

In Update #711, we issued instructions for sub-
scribers who sold options on Apache Corp. (APA) and 
Devon Energy (DVN). On APA, we bought to close 
the July $70 calls (APAGN). Our profit was $820 per 
contract. On DVN, we bought to close the July $55 
calls (DVNGY). Our profit was $923 per contract.

In Update #713, we rolled up our LEAPs on Occi-
dental Petroleum (OXY) and Suncor Inc. (SU). On 
OXY, we rolled up the July $60 calls (OXYGL) to the 
Aug. $60 calls (OXYHL). On SU, we rolled the July 
$26 calls (SXHGZ) to the Aug. $27 calls (SXHHI); one 
contract for the LEAP, and one for the stock. We also 
discussed our overall options strategy for both portfo-
lios, which has steadily lowered the cost basis of our 
positions. For example, we recommended Anadarko 
Petroleum in January of 2005 at $30.82. By legging 
into spreads, we have brought our cost basis down 
to $10.42. Today the stock trades for about $45. We 
think APC could climb to over $100 in the next few 
years. By then our cost basis should be below $5.00 a 
share, perhaps even below zero cost. Selling calls is 
an important investing strategy and we’ll continue 
to use it on both portfolios.

 In Update #714, we issued instructions for sub-
scribers who sold calls on Talisman Energy (TLM), 
Energy Exploration and Production ETF (XOP), 
Anadarko Petroleum (APC), ConocoPhillips (COP), 
and XTO. On TLM, we traded up the July $12.50 
calls (TLMGV) to the Aug. $12.50 calls (TLMHV). 
On XOP, we rolled up the July $34 calls (XOAGG) 
to the Aug. $35 calls (XOAHI). On APC, we bought 
to close the July $46 calls (AZWGT). On COP, we 
bought to close the July $42 calls (COPGE). On XTO, 
we bought to close the July $38 calls (XTOGL).

In Update #716, we noted that the following 
options were expiring: OXYSL, DVNSY, BRYSC, 
APCSZ, and EACSF. We kept the premiums of about 
$935. Some were posted as short-term profits, others 
were used to reduce the cost of current position as 
we wanted to add to current holdings.

 In Update #717, we noted that our options strat-

egies have generated about $3,000 in premiums and 
profits on our $50,000 portfolio. In July alone, the 
profits from this one strategy were enough to cover a 
subscription to GEA for 10 years.

In Update #718, we hedged our positions on Gulf 
Island Fabrication (GIFI) and ConocoPhillips (COP). 
On GIFI, we sold to open the Aug. $17.50 calls 
(GQIHW). On COP, we sold to open the Aug. $45.00 
calls (COPHI).

In Update #719, we recommended hedges on 
Energy Exploration and Production ETF (XOP), 
Noble Corp. (NE), and Quicksilver Resources (KWK). 
On XOP, we sold to open the Aug. $35 calls (XOAHI). 
On NE, we sold to open the Aug. $35 calls (NNDHO). 
On KWK, we sold to open the Sep. $12.50 calls 
(KWKIV).

In Update #722, we recommended hedges for 
XTO, Devon Energy (DVN), Forest Oil Corp. (FST), 
and Sandridge Energy (SD). On XTO, we sold to 
open the Aug. $41 calls (XJVHO). On DVN, we sold 
to open the Sep. $60 calls (DVNIL). On FST, we sold 
to open the Sep. $17.50 calls (FAHIW). On SD, we 
sold to open the Sep. $10 calls (SDIB).

In Update #725, we recommended hedges for 
Denbury Resources (DNR), ATPG Oil & Gas (ATPG), 
and Apache Corp. (APA). On DNR, we sold to open 
the Sep. $17.50 calls (DNRIW). On ATPG, we sold to 
open the Sep. $10 calls (HKUIB). On APA, we sold to 
open the Sep. $95 calls (APAIS).

In Update #728, we issued instructions for sub-
scribers who sold OXYHL and SXHIN. We rolled up 
the OXY Aug. $60 call (OXYHL) to the OXY Sep. $60 
call (OXYIL). We also rolled up the SU Aug. $27 calls 
(SXHHI) to the Sep. $29 calls (SXHIN) against the 
stock and against our long-term SU option, SUAJ.

In Update #729, we issued instructions for sub-
scribers who sold COPHI, PVXTA, PGHVU, SDTU, 
KWKTR, FAHTV, and GQIHW. We noted that our 
options were expiring, and we would keep the pre-
miums (about $525). We used the premiums to lower 
the cost basis of the underlying positions in the GEA 
portfolios.

In Update #730, we issued instructions for 
subscribers who sold XOAHI, XJVHO, NNDHO, 
and TLMHV. We rolled up the XOP Aug. $35 calls 
(XOAHI) to the Sep. $35 calls (XOAII). We traded 
up our XTO Aug. $41 calls (XJVHO) to the Sep. $41 
calls (XJVIO). We allowed our NE option (NNDHO) 
and kept the $65 premium. We traded up the TLM 
Aug. $12.50 calls (TLMHV) to the Oct. $12.50 calls 
(TLMJV). 

Portfolio Updates
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A recent USGS sur-
vey of the available data 
(what little there is) con-
cluded with an estimate 
for technically recover-
able reserves: from 4.3 
billion barrels to 11.8 bil-
lion barrels. The mean 
estimate was 7.7 billion, 
so that’s the number 
we’ll use.

7.7 billion barrels 
sounds like a lot of oil. 
But there are a lot of 
problems to go with it. 
First of all, “technically 
recoverable” doesn’t 
mean “economically 
recoverable.” If the oil is scattered across too many 
small fields, or it’s too far away from existing infra-
structure (pipelines and so on), or it costs too much 
to extract for other reasons, then it will never come 
out of the ground.

Second, even if all 7.7 billion barrels were 
extracted, it would be too late. Even if ANWR were 
opened up to drilling tomorrow, the first drop of oil 
wouldn’t reach world markets until at least 2018. 
And obviously, it wouldn’t reach world markets all 
at once—it would be spread out over many years. 
This would reduce its impact on prices in any given 
year. In fact, according to an analysis by the US 
Energy Information Administration, oil from the 
ANWR would only lower oil prices by $0.75 per bar-
rel—and that wouldn’t be until the year 2025.

Ultimately, we might drill in Alaska, or we 
might not. Either way, it’s not going to make any 
difference whatsoever to the upcoming oil crunch. 
Whatever crisis is coming now will be long over by 
the time the first barrel of ANWR oil is pumped.

In Crisis,  
There is Opportunity

Unless the world plunges into a depression, 
or some other unforeseen event occurs that slaps 
down oil demand, we’re going to see oil prices shoot 
back up. This might not happen in the short term, 
but it will once the global economy gets back on its 
feet.

Let’s say oil only returns to its old highs. That 
would still be a 200 percent gain from its current 

price. What do you think will happen to the best 
energy stocks when the market does that?

If you haven’t been paying attention to the 
GEA portfolio lately, that’s understandable. Many 
investors have lost interest in the markets, espe-
cially after everything we’ve been through in the 
last 12 months or so. 

But the economy is going to turn around sooner 
or later, and oil demand will re-establish itself. 
Not only that, if the Fed can’t defuse the massive 
liquidity-bomb it’s created, we’ll see an inflation-
ary explosion rip through the economy. And then 
there’s the real possibility of peak oil being upon us 
already, lighting even more fuses under oil prices. 

My point: Don’t neglect energy stocks in your 
portfolio. My team and I work hard to discover only 
the best equities, and I give you specific trading 
and hedging instructions to enhance your returns 
even further.

Even during the worst economic crisis since the 
Great Depression, the GEA portfolio is still up by 
over 143 percent.

And my Gold & Energy Options Trader service 
has done even better—we’re up by over 500 per-
cent (!) in just two years.

I’m not saying this to brag. I’m saying this to 
encourage you. Even in today’s battered market, 
there are abundant opportunities. But they’ll do 
you no good unless you take advantage of them.

And as I said, I think the markets are going to 
give us mind-blowing opportunities once oil takes 
off again. Don’t be left behind!
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August 2009 — See our website at www.GoldAndEnergyAdvisor.com for our updates, recommendations, and current model portfolio     


