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How We Got Where We Are Today In 
Upstream O&G Activity



Factors Affecting the Speed and Number
of Wells Being Drilled

1) Drilling one well to “hold a field by production” giving way to 
“pad drilling”.

2) Moving to drilling rigs that “walk” or move along rails.

3) The well spacing continues to tighten, leading to more producing 
wells on a given amount of acreage.

4) The amount and cost of investment capital and debt funding.
• $240 bil. In O&G junk bonds issued in last 5 years

• $100 bil. In capital on sidelines waiting to invest in O&G (Anadarko CEO)

* Tapping other pay zones will further extend drilling inventory.



The Evolution to Pad Drilling



Vertical Wells versus Horizontal Wells Using 
Pad Drilling



Pad Drilling Example



Karnes Co. Drilling Pads



Gonzales Co. Drilling Pads



2 Wells On One Pad in Gonzales Co.



3 Wells On One Pad in Gonzales Co.



4 Wells on 1 Pad in McMullen Co.



22 Wells On One Pad



Moving the Rigs Gets Much Faster



Walking Rigs 



Rigs Moving on Rails



Rigs Moving on Rails



Piping Moves With Rig Movement



Increasing Efficiency Begins to Show Up

Source: Baker Hughes Quarterly Well Count Report

Started 1 well every 24 days

Started 1 well every 16 days

2012 Q1

2014 Q4



The Results Can Be Seen in the Eagle Ford



Completed Wells in the Eagle Ford

Source: Texas Railroad Commission

263 Producing Oil Wells

394 Producing Gas Wells

As of Aug, 2011:

657 Total Producing Wells 
after 3 years of drilling.



Completed Wells in the Eagle Ford

Source: Texas Railroad Commission

1,690 Producing Oil Wells

710 Producing Gas Wells

As of July, 2012:

An Increase of:

1,427 Producing Oil Wells

316 Producing Gas Wells

Total Increase: 1,743 wells

11 Months Later…



Completed Wells in the Eagle Ford

Source: Texas Railroad Commission

3,868 Producing Oil Wells

1,681 Producing Gas Wells

As of July, 2013:

An Increase of:

2,178 Producing Oil Wells

971 Producing Gas Wells

Total Increase: 3,149 wells

12 Months Later…



Completed Wells in the Eagle Ford

Source: Texas Railroad Commission

6,414 Producing Oil Wells

3,214 Producing Gas Wells

As of July, 2014:

An Increase of:

2,546 Producing Oil Wells

1,533 Producing Gas Wells

Total Increase: 4,079 wells

12 Months Later…



Completed Wells in the Eagle Ford

Source: Texas Railroad Commission

7,574 Producing Oil Wells

3,886 Producing Gas Wells

As of Jan., 2015:

An Increase of:

1,160 Producing Oil Wells

672 Producing Gas Wells

Total Increase: 1,832 wells

6 Months Later…



Completed Wells in the Eagle Ford

Source: Texas Railroad Commission

8,026 Producing Oil Wells

4,102 Producing Gas Wells

As of Apr., 2015:

An Increase of:

452 Producing Oil Wells

216 Producing Gas Wells

Total Increase: 668 wells

3 Months Later…



Where We Are Today



After a >50% Drop, Crude Price is
Coming Up Gradually

Source: Haver Analytics

$105/bbl
June ‘14

$59/bbl
May ‘15



Price Drop Has Led to Big Cuts in 
2015 CapEx Spending

Source: SeekingAlpha

Almost $5 billion



Big Drop in Rig Counts
(Looking at October 17th, 2014  vs  May 15th, 2015)

Source: Baker Hughes



Source: Baker Hughes

- 54%

- 58%

- 58%

- 60%

Big Drop in Rig Counts
(Looking at October 17th, 2014  vs  May 15th, 2015)



Source: Baker Hughes

Horizontal Rig Count Increases
(Looking at October 17th, 2014  vs  May 15th, 2015)



Active Drilling Rigs in Texas

Source: Baker Hughes

Oct. 17th, 2014   898 Active Rigs May 15th, 2015   373 Active Rigs

Permian:    561 rigs

Eagle Ford: 269 rigs

Permian:    233 rigs

Eagle Ford: 108 rigs



Active Rigs in the Eagle Ford
(108 rigs as of May 15th, 2015)

Source: Baker Hughes



Active Rigs in the Permian
(233 rigs as of May 15th, 2015)

Source: Baker Hughes

Loving



We Are a Victim of Our Own Success 
Texas Crude Production Tripled in 4½ Years

Source: U.S. Energy Information Administration & Haver Analytics

Field Production of Crude Oil in 
Texas and North Dakota

Texas

North Dakota

1.1 mil. BPD 
in Feb. ‘10

3.2 mil. BPD 
in Sep. ‘14

* U.S. crude production was:   5.5 mil. BPD in Feb. 2010    vs    9.0 mil. BPD in Sep. 2014



U.S. Crude Production is Still Slow to Fall

Source: Energy Information Administration

9.37 mil. BPD 
May 8th, 2015

• Time lag
• Pressure to keep revenue up
• Increased well productivity
• Hedging



Crude Stocks Hit All-time Highs

Source: EIA



Why did we think this O&G boom would 
be different than the 80’s?



Saudis Controlled the Market in 1980’s 
(They were the “low-cost” producer)

Source: Haver Analytics

10 mil./bpd in 1981



Saudis Controlled the Market in 1980’s 
(They were the “low-cost” producer)

Source: Haver Analytics

10 mil./bpd in 1981

2 mil./bpd in 1985

U.S. Recession



Saudis Controlled the Market in 1980’s 
(They were the “low-cost” producer)

Source: Haver Analytics

10 mil./bpd in 1981

2 mil./bpd in 1985

6 mil./bpd 
in 1986

U.S. Recession



Today, Most OPEC Countries Rely on Oil 
Revenue for Their Budgets (a lot)



• We are witnessing a “high-stakes games of chicken” between U.S. 
shale oil producers and some OPEC members. 

 Who holds out longer at lower prices:

• Will yield-hungry investors continue funding U.S. drilling?
• (Avg. drilling budget cut in 2015 is about 30%)

• Can budget-strapped OPEC countries keep running deficits?

• Many U.S. producers could hedge production, softening the blow

• The service co’s had no protection and have been hit hard

Now Playing The “Plastic Bag” Game



Where is Crude Price Headed?



Will Technology Be a Game-Changer? 



A Game-Changing Unknown

1) Will a core of the best companies improve 
technology & cut costs in crude drilling, similar 
to what seems to have happened in the 
Haynesville with natural gas?

2) If so, what are the implications for future rig 
count and upstream employment?



Source: Baker Hughes

Red Dots Show Active Gas Rigs
(As of May 15th, 2015)

Note the 
Haynesville



Strong Rigs Surviving in the Haynesville

Source: Energy Information Administration

Average initial production of 
1 million cu ft per day in 2009

240 rigs



Strong Rigs Surviving in the Haynesville

Source: Energy Information Administration

Average initial production of 
1 million cu ft per day in 2009

Average initial production of 
6 million cu ft per day in 2015

240 rigs

50 rigs



Historical Active Rig Count
(1979 to Present)

Source: Haver Analytics and Baker Hughes

U.S. Rigs

Texas Rigs

4,521 U.S. rigs in Dec. 1981
8.6 mil. Bbl/day crude
53 BCF/day nat gas

1,925 U.S. rigs in Oct. 2014
9.1 mil. Bbl/day crude
72 BCF/day nat gas



• What if a core of U.S. producers adjust to make an 
“adequate rate of return” under these lower crude prices:

Apache Corp. CEO:

“We're able to come in now and contract what prices for drilling 
should be in a $50 price environment and the same thing applies on 
the frac crews.”

” And it gives us a chance to really look at our processes, our 
efficiencies, our inventory and really spend some time grading that. 
I promise you, we will do it differently than the way we are doing it 
right now when we ramp up again.”

Source: SeekingAlpha Q4 2014 Earnings Transcripts

A Future of Lower Costs and Higher 

Production?



Low-cost Re-fracking May Also Bring the 
Cost of Production Down a Lot

Source: Bloomberg.com



• The future could be permanently lower rig count, leading 
to permanently lower upstream employment.

If so:

What areas of Texas will be most vulnerable to the 
employment downturn?

A World of Fewer Rigs?



Metro
%  Annual  Payroll 

from Energy*
Metro

%  Annual  Payroll 
from Energy*

Midland, TX 41.8 Oklahoma City, OK 8.9

Odessa, TX 22.2 Shreveport, LA 7.6

Farmington, NM 16.0 Greeley, CO 7.2

Lafayette, LA 13.3 Victoria, TX 7.1

Casper, WY 12.7 Abilene, TX 6.8

Houma-Thibodaux, LA 12.3 Houston, TX                                                                                                                  6.5

Grand Junction, CO 10.0 Wichita Falls, TX 6.2

Corpus Christi, TX 9.8 Tulsa, OK 5.6

Longview, TX 9.4 San Angelo, TX 5.5

Bakersfield, CA 9.3 Tyler, TX 5.0

* NAICS 211111 Crude Petroleum and Natural Gas Extraction, 213111 Drilling Oil and Gas Wells, 213122 Support Activities for Oil 
and Gas Operations, 333132 Oil and Gas Field Machinery and Equipment Manufacturing 

Source: 2012 County Business Patterns 

Most Vulnerable U.S. Metros
(Texas Metros)

Source: Greater Houston Partnership



Industry/Sector
Average Annual

Wage in Houston

Oil and gas extraction $200,044 

Drilling oil and gas wells 136,240 

Support activities for mining 126,932 

Engineering services 118,300 

Oil and gas field machinery and equipment 102,544 

Finance and insurance 84,448 

Wholesale trade 79,144 

Construction 66,404 

Total, All Industries 60,736 

Real estate and rental and leasing 57,980 

Health care and social assistance 48,516 

Source: Quarterly Census of Employment and Wages, Second Quarter 2014

Houston O&G Salaries Are Quite High, 
Leading to High Job Multipliers

Source: Greater Houston Partnership



A Look at Houston Employment 
Growth

(The Driver of Commercial R.E. Activity)



A Look at Historical Employment Growth

Source: Greater Houston Partnership

2014 was 
second-best in 
Total Job Gains 

since 1980



Houston Employment Growth is Slowing
(Total Non-farm pct. chg. from same month previous year)

2.9%



Houston MSA Employment and 
Annual Employment Growth by Category

( March, 2014 to March, 2015 Change)

Source: Haver Analytics

Biggest absolute
increase in jobs

Biggest percent
increase in jobs

+2.9%
No negative 

sectors



Houston MSA Employment and 
2-month Employment Growth by Category

( January, 2015 to March, 2015 Change)

Source: Haver Analytics

Four
negative 
sectors



Houston MSA Employment and 
2-month Employment Growth by Category

( January, 2015 to March, 2015 Change)

Source: Haver Analytics

Two Highly 
Positive 
sectors



Is the 2-Month Employment Growth a Good 
Indicator of Annual Employment Growth?

Source: Haver Analytics



Is the 2-Month Employment Growth a Good 
Indicator of Annual Employment Growth?

Source: Haver Analytics



Will downstream construction jobs buffer 
the downturn in upstream activity for 

Houston?



Downstream Construction Projects 
in the Houston Area

($50 mil. or greater)



Houston Area Industrial Projects (Page I)

($60 Billion Announced Since 2012)

Source: Greater Houston Partnership



Houston Area Industrial Projects (Page II)

($60 Billion Announced Since 2012)

Source: Greater Houston Partnership



Houston Construction Employment Growth  
Increasing, But at a Decreasing Rate

Source: Haver Analytics

Construction

Total Non-farm



Conclusions

• Expect declines in upstream activity for several 
years (assuming no “black swans” drive crude prices up.)

– Plenty of crude in storage (and in the ground) waiting for any price bump.

– Saudis are not anxious for prices to get too high, hoping to keep U.S. shale 
drilling contained. (OPEC is now “every man for himself”)

– Exploration companies taking a wait-and-see attitude regarding crude price 
before ramping up new drilling rigs again.

(Is this lower price a “new normal”?)

– A core of the best U.S. drilling companies will learn how to make adequate 
returns at much lower prices with fewer rigs than once thought possible.



Conclusions

• Upstream O&G workers seem to be slow to transition into 
Houston’s downstream construction jobs.

• The positive impact of temporary construction jobs not 
likely to overcome negative impact of permanent O&G job 
losses upstream in 2015.

• Houston job growth in 2015 will slow compared to 2014, 
but economic diversity will prevent negative job growth. 

• Tell me the price of oil & I’ll tell you how good 2016 will be.
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