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Here comes $500 oil 
If Matt Simmons is right, the recent drop in crude prices is an illusion - and oil could be 
headed for the stratosphere. He's just hoping we can prevent civilization from imploding.  

By Brian O'Keefe, senior editor
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(Fortune Magazine) -- Matt Simmons is as perplexed as 
anyone that it has fallen to him to take on OPEC, 
Exxon, the Saudis, and all the other misguided 
defenders of conventional wisdom in the oil patch. Why 
should one investment banker with a penchant for 
research be required to point out what he regards as the 
obvious - that from here on out, oil supplies can't meet 
demand, and if we don't act soon to solve this crisis, 
World War III could be looming?  

Why should a man who scorns most environmentalists 
have to argue that locally grown produce and wind 
power are the way of the future? Why should a lifelong 
Republican need to be the one to point out that his 
party's new mantra - "Drill, baby, drill!" - won't really 
fix anything and that his party's presidential candidate is 
clueless about energy? That the spike in oil prices 
earlier this year wasn't a temporary market anomaly and 
the recent retreat in prices is just a misleading calm 
before a calamitous storm? That we're headed toward 
$500-a-barrel oil?  

"I find it ironic that here we have the biggest industry 
on earth, and I'm one of the few people to figure out 
that we have a major problem," he says, in his confident 
if not quite brash way. "And I did it all in my spare 
time. How stupid and tragic is that? I shouldn't be one 
of the only folks that actually has a handful of ideas of 
how we can keep from blowing each other up and get 
through this."  

Indeed, Simmons isn't the obvious candidate to be the 
bearer of bad news about oil. He's spent his career 
working in the business, has lived in Houston for 
decades, and is such an industry insider that he helped 
edit the Bush campaign's comprehensive energy plan in 
the 2000 election - the document that was ultimately 
more or less rubber-stamped by Vice President Dick 
Cheney's infamous secret Energy Task Force. Over the 
past 35 years, his boutique investment bank, Simmons 
& Co., has helped finance and shape much of the 
country's existing oil-services business. With profits 
gushing, you might expect him to be celebrating.  

Not to mention that the 65-year-old banker doesn't have the personality of a prophet of doom. 
He has a puckish wit, a relentlessly cheerful and enthusiastic demeanor, and the appearance of a 
rosy-cheeked cherub in a navy blazer. He routinely refers - in earnest - to his daily experiences 

Matt Simmons argues that Saudi 
Arabia's oil supplies are much more 
limited than everyone thinks. 
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as "tremendous fun." His closest business associates 
have a hard time recalling him ever showing anger. But 
when it comes to oil and gas, his message is downright 
scary.  

An unlikely maverick
 

Simmons was transformed overnight from an influential 
industry expert to an A-list pundit by the publication in 
2005 of his book "Twilight in the Desert: The Coming 
Saudi Oil Shock and the World Economy," a fairly 
technical read which argues that Saudi Arabia's oil 
supplies are much more limited than everyone thinks.  

Since then he has moved to the forefront of the peak-oil 
movement - a once fringe but now growing contingent 
of oil industry veterans, independent consultants, 
investors, and academics who believe that world oil 
production is at or near an inflection point, after which 
it will fall inexorably and fail to meet projected future 
demands. According to Simmons, we have already 
passed that peak. And while we're not going to run out 
of it anytime soon, the era of easy oil is over, and the 
world is about to enter a period of convulsive change. 
(Hint: Learn to garden, and buy some comfortable 
walking shoes.)  

The soaring price of crude - it has risen from below $20 
a barrel in 2002 to as high as $147 earlier this year - has 
helped thrust Simmons further into the spotlight. He 
was one of the main voices, for instance, in the recent 
oil-shock documentary "Crude Awakening," and his 
book has now sold more than 100,000 copies. His 
willingness to make bold predictions about how high 
crude may go has made him an A-list guest for cable 
TV news programs and a go-to source for newspaper 
reporters covering oil and gas. In 2005, when oil was 
$58 a barrel, he predicted it would be at or above $100 
within a few years. Now he sees it climbing to $200, 
$300, or higher. "There really is no roof on oil prices at 
this point," he says.  

Being so outspoken, of course, invites criticism, and 
Simmons has endured plenty. But he has also won a lot 
of high-profile admirers. "Like most people who ignore 
conventional wisdom, he was scoffed at, ridiculed, and 
denied," says commodities guru Jim Rogers. "And now, 
of course, people are starting to say, 'Oh, well, I thought 
of that.'" Billionaire oil and gas investors Richard 
Rainwater and Boone Pickens both heap praise on 
Simmons's analytical abilities. Maine's Senator Susan 
Collins, a Republican who recently began consulting 
with Simmons on energy issues, says, "I think he's 
issuing a clarion call that policymakers need to listen 
to."  

In his own upbeat way, he despairs about what is to 
come. As the price of oil has fallen this summer (to 
$101 at press time), Simmons has watched in dismay as complacency has returned and the 
champions of do-nothingism have popped out of the woodwork to say I told you so. Not that it's 
lessened his conviction about the road ahead. "I do think there are a growing number of people 
who are getting it," he says. "But I guess it just reminds me that as a society, we don't have the 
ability to actually come to grips with a crisis until it's hit us in the face. I am discouraged 
enough now to think that we're going to have to have a really nasty shock before we wake 
people up."  

Has peak oil peaked?
 

On a Thursday morning at the end of July, Simmons is sitting in a wicker chair on the back 
porch of his six-bedroom summer home on the coast of Maine, waiting to do a live television 
spot on CNBC. Sun glints off Penobscot Bay below him. In the distance, sailboats glide in and 
out of Camden Harbor. It's the kind of scene that has captivated him since his Harvard days in 
the 1960s, when he started coming up here on weekends. Wearing a blue-and-white-checked 
shirt, cream-colored pants, and tasseled loafers, Simmons chats with Ellen, his wife, and Emma, 
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one of their five daughters. His earpiece is chattering as CNBC anchor Melissa Francis teases 
his upcoming segment.  

At the moment, the price of oil is hovering around $124 a barrel, and CNBC wants him to 
interpret why crude is suddenly tumbling. "Has peak oil peaked? I guess that's our topic," he 
reports to everyone within earshot, before the shot goes live.  

It was on this same porch five years ago that Simmons had the insight that convinced him that 
the oil age had passed its zenith. During a trip to Saudi Arabia in February 2003 with his friend 
Herbert Hunt (yes, the son of H.L. Hunt who, with his brother Bunker, almost cornered the 
silver market in 1980), Simmons had become suspicious of the Saudis' claims about the 
vastness of their oil supply. In his four decades of working in the oil and gas industry, everyone 
he had ever talked to had taken it as gospel that the Saudis had enough oil to bail the world out 
when other supplies ran short. If that wasn't true, Simmons believed, the era of cheap oil was 
over. Demand for crude was on the rise worldwide, and supplies were getting tighter all the 
time. If the Saudis were pushing up against the limits of their oil production, the world needed 
to know.  

In his typically analytical fashion, Simmons went hunting for data. He found it in the form of 
hundreds of technical papers submitted by Saudi oil geologists to the Society of Petroleum 
Engineers over the past 50 years. Simmons spent the month of August 2003 sitting on his porch 
in Maine and grinding his way through the minutiae of technical accounts of, for instance, 
reservoir pressure and water-cut percentages, trying to piece together the challenges that the 
Saudi geologists had encountered in managing their precious oilfields. In the end, his 
conclusion was clear. "I finished reading the last paper on a Sunday afternoon," says Simmons, 
"and I sat back and I thought, Holy crap, this is unbelievable. I've just discovered the biggest 
energy illusion ever in the world. We're in big trouble. I'm going to write a book."  

And so he did. But writing the book didn't exhaust his passion. Today he is more convinced 
than ever that we've reached peak oil. If he's right, current world oil production- 86 million 
barrels a day- is about as high as we're going to go.  

Of course, if demand goes up but supply doesn't, prices are apt to go through the roof. And 
unlike global oil production, global oil demand doesn't appear to be anywhere near a peak. Both 
the U.S. government's Energy Information Association and the independent International 
Energy Agency, based in Paris, estimate that worldwide demand will be more than 115 million 
barrels a day by 2030.  
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