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Petroleum Engineers – Just Doing Their Job but Changing the World

The reason for this is mundane, gritty, fairly straightforward, not the stuff of headline
news. As we see it, it is all
about petroleum engineers
just doing their jobs. The ramifications of it, however, are
monumental.
In the U.S. in the 1940s, the
best source of oil was sandstone reservoirs. The expertise and technology at the time
could recover only 10% to
15% economically leaving the
rest in the ground. Thanks to
an unrelenting obsession to
improve, recovery rates are
now in the 40% to 50% range.
It wasn’t until 1999, however,
that that vertical hydraulic
fracturing was proven as a viable production technology.
Shortly thereafter, EOG Resources, a small company jettisoned by Enron, refined horizontal drilling techniques for
natural gas—directing the bit
sideways through layers of
shale—and soon became an
industry leader.

hitting the right recipe for success. EOG’s decentralized
technical operations and minimum bureaucracy encouraged
engineers to experiment well
by well. The results speak for
themselves. EOG is now the
largest crude oil producer in
the lower 48.

leave a gaping hole in its national budget, which draws
45 percent of revenues from
oil taxes. Russia’s 2015
draft budget assumes oil at
$100/barrel.
Something’s
got to give.
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The effects of the drop in oil
prices have been relatively
muted so far. But as worldwide cash flows demand adjustments, a myriad of significant changes must take
place.
The U.S. is likely to be the
major beneficiary. Some estimates suggest that if prices
remain at current levels, it is
equivalent to a $300 billion
tax cut for U.S. consumers.
This money will purchase
goods and services resulting
in increases in employment,
wages and economic activity. On the negative side,
marginally profitable oil producers will suffer.

Saudi Arabia, the world’s
low cost producer appears
well positioned to weather
any storms. With $700 billion in reserves, it can pressure all other producers. It is
the most influential member
of OPEC. The United Arab
Emirates and Kuwait, much
smaller OPEC members, are
similarly positioned; Nigeria, Syria, Iran, and Iraq are
not.
While the economies of Europe, China and Japan are
unique in many respects,
lower oil prices should have
a generally favorable impact—all other things being
equal.
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Quarterly Trivia:
As of late 2014, which country was tops
in Total Oil Production (in millions
bbls/day)?

U.S.A. (12.3)
Followed by
Saudi Arabia (11.7)
Russia (10.8)
Canada (4.1)

For several years prior to June
2014, the price for a barrel of
oil hovered around the $110
mark. Virtually all of the
economies of the world seem
to accept this as normal. Historical trends suggested that
gradual price increases were
expected in the future. No big
deal. But in less than one
year, the bottom fell out; it is
now around $50. Who woulda
thunk?

