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By Kerri Fivecoat-Campbell

I n the 1980s, as the nation was
still obsessing over who shot
the most famous fictional oil
man, J.R. Ewing, economists and

those in the Texas oil industry were
beginning to see the signs of a huge
wound to the Texas economy, one
that ended up being fatal to the bank
accounts of many. The oil boom and
bust of yesteryear was fueled by a lot
more than crashing oil prices, but
recent plunging oil prices have had
many shaking in their Texas-sized
boots and wondering if it might
happen again.
According to the Dallas Federal
Reserve, oil prices have fallen by 60
percent since June. They are currently
trading at below $50 per barrel. The
sharp decrease in oil prices may mean
bigger savings by consumers, but it
also means that an industry that has
helped spark the biggest post recession
job growth in the nation will take some
big hits.
How big those hits might be vary by
prognosticator. “I think the question
is where prices are headed and where

the bottom will be,” said Curtis Holden,
senior investment officer for Tanglewood Wealth Management in Houston.
“When will prices move back up? It’s a
little bit of a fool’s game to guess.”

From Boom to Bust: The Very Low 1980s
The Texas Oil Boom, or The Gusher
Age, began in the early 1900s. Before
the discovery of large amounts of
oil throughout the state, the Texas
economy relied mostly on ranching,
agriculture, and timber. After 1940,
the value of natural gas and petroleum
exceeded the value of all agricultural
products in the state.
The oil economy had its ebbs and
flows but was still relatively stable until
the Energy Crisis of the 1970s. After
the Iranian Revolution in 1979, OPEC
nations increased production, and oil
prices shot up, thanks to widespread
panic. During the subsequent invasion
of Iran by Iraq in 1980, both countries
nearly stopped producing oil.
When both countries resumed
production, oil prices began to fall
again, but the high rise of oil prices

during the 1979–’80 crisis had slowed
the economies of developed nations,
causing a glut of oil on the market. Oil
prices shot to a high of $35 a barrel—
over $100 per barrel in today’s prices.
In the ensuing years of the bust, prices
once reached a low of $10 per barrel.
As a byproduct of the oil boom,
banking and real estate exploded in
the state. During the boom years in
Texas, which lasted through the 1970s,
many banks were formed that gave a
lot of loans based on the success of the
industry. As a result, many real estate
developers received many loans based
on speculative growth. “Employment
throughout the state was hit hard, which
affected that overall economic activity,”
said Bruce Bullock, director of the
Maguire Energy Institute, a 40-year-old
institute at the Cox School of Business at
Southern Methodist University in Dallas,
which focuses on the energy sector.
“The banking sector was hit hard, which
forced them to sell to out of state or large
multi-state U.S. banks. The commercial
and residential real estate market was
also hit very hard.”
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In fact, unemployment shot to
9.3 percent during the height of the
crisis in the 1980s, and more than
700 banks and thrifts failed between
1986 to 1990.
For Texas, the 1990s through the
early 2000s was a re-building period of
what to do and what not to do in anticipation of another boom to bust scenario.
Whether or not the state learned from
history remains to be seen.

The Boom to Bust 2000s
There’s no doubt that the recent
boom in shale exploration brought
Texas into another boom economy.
Texas is now home to two of the three
largest and fastest growing oil fields
in the United States. “That oil field has
been producing for years,” said Bullock
of the Permian Basin in West Texas,
“but shale exploration has ignited new
life into it.” The other large fields are
the Eagle Ford Shale southwest of San
Antonio and the Bakken Formation in
North Dakota.
According to the Texas Comptroller’s Office, pre-recession Texas
employment peaked at 10,638,100
jobs in August 2008, a level that was
surpassed in November 2011, and
by November 2014, Texas added an
additional 1,101,100 jobs. The U.S.
recovered all recession-hit jobs by May
2014, and by November 2014, added an
additional 1,680,000 jobs.

“Unemployment shot to
9.3 percent during the
height of the crisis in the
1980s, and more than 700
banks and thrifts failed
between 1986 to 1990.”
The Texas unemployment rate, at
4.9 percent in November, has been
consistently lower than the national
average, according to the Texas Comptroller’s office. Everything seemed to
be coming up roses for Texas last June
when crude oil prices began to fall.
There are several factors that led
to the freefall, said Bullock. “Europe
and Japan are in a recession, and
China’s growth is slowing, which has
caused there to be too much oil versus
demand,” Bullock said.
Prices in June 2014 were at a high of
$107 barrel and have plunged to below
$45 per barrel. “I don’t think falling
oil prices are good for the state,” said

Holden, the senior investment officer
at Tanglewood Wealth Management,
whose firm serves some energy
company executives as clients. “Some of
our clients hold shares in those companies and have recently expressed some
concerns over the price of shares.”
But it isn’t just the oil executives
who have stock in their company’s
growth who are concerned. NBIZ
Magazine could not get any energy
companies to speak on the record
about the current situation, but the
Maguire Energy Institute said that
oil field service companies, which
provide machinery, logistics, and
labor to the industry, such as Halliburton and Schlumberger Ltd., have
already began laying off workers.
According to industry source
Baker Hughes, oil rigs in the state
had shrunk from 840 on January 2 of
this year to 766 by January 16. Still,
Bullock said that the oil industry
as a whole isn’t reacting on a large
scale quite yet, waiting to see how far
the bottom will drop. According to
the Bureau of Labor Statistics, only
about 2,300 industry jobs total have
been lost in October, November, and
December as prices began to fall.
Still, many new businesses have
sprung up in oil-rich hot spots such
as Corpus Christi and San Antonio,
which is considered the technology
hub of the new oil boom.
It certainly seems that a boom to
bust scenario is setting up for Texas,
just as it did in the 1980s: 1). A new
“Gusher Age,” shale exploration,
which has led to an abundance of
larger companies, as well as smaller
oil and natural gas companies drilling
faster; 2). An overseas crisis that has
led to OPEC not reducing production;
and 3). Key nations are experiencing an economic recession, which
is leading to lower demand and an
overabundance of oil on the market.
While a few economists have
predicted this will be a bust similar
to the one experienced in the 1980s,
many more are saying not so fast.

1980s and 2015: The Comparison
Michael Feroli, an economist at
New York-based JP Morgan Chase &
Co., went on the record with the Wall
Street Journal in November, predicting that a slump in oil prices of more
than 50 percent, as was experienced
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in the 1980s, could mean only one
thing for the state in 2015: recession.
Bullock, whose Maguire Energy Institute has been analyzing the falling
crude oil prices since last year, is one
of the most optimistic voices within
the state. He says that while there are
similarities to the crisis in the 1980s
and 90s, this boom to bust drama is
much different in many ways.
First, he said, one must look at
the cause of the bust in the first place,
which is a glut of oil on a market that
isn’t demanding as much as it did even
a year ago. In the 1980s, there was a 10
to 20 percent oversupply of oil on the
market. Today, that number is around two
percent. “Also, if you look at the amount
of spare capacity, which is the amount to
be brought back when the market once
again picks up, it is less than half of what
it was in 1980,” Bullock said.
Next, experts in the Texas oil and
gas industry and economy say that
the Texas economy doesn’t rely nearly
as much on oil and gas today as it did
in the 1980s. While 2,300 jobs lost
certainly seems like a big number and is
a very important loss to those individual
families, the total number of jobs tied
directly to oil and gas production is
200,000 less than the 600,000 in the

1980s and 400,000 total jobs today.
Economists argue that even if many
more jobs are lost in this most recent
bust, it still won’t have the effect on
unemployment that it did in the 1980s.
Also, when looking at the overall
impact to the state’s budget of approximately $100 billion, the oil and gas
industries only account for about 5.2
percent of the tax collection revenue,
according to Chris Bryan, spokesperson for the Texas Comptroller of
Public Accounts in Austin.
Comptroller Glenn Hegar released
a statement in January, along with the
state’s biennial estimate that read, “The
significant drop in oil prices in recent
months will likely lead to a marked
slowdown in oil exploration and production. This slowdown will dampen overall
economic growth in Texas.”

A Tempered Effect
While the majority of experts are
saying that they don’t believe that the
current drop in oil prices will bring on a
full recession to Texas, no one is saying
that it isn’t going to have possibly a large
effect on the state. The oil and gas industry is responsible for about 11 percent of
the state’s economic output, which will
definitely be felt across Texas.

Source: Texas Comptroller for Public
Accounts, Certification Revenue
Estimate, Dec. 2011

When looking at the overall impact to the state’s budget
of approximately $100 billion, the oil and gas industries only
account for about 5.2 percent of the tax collection revenue.
18 NBIZ February 2015			
■

Approximately 400,000 jobs, about
3 percent of jobs in the state, are tied
directly to the oil industry in Texas, but
that also doesn’t account for the jobs
that are tied into the industry indirectly.
“You have a lot of other sectors supporting those people in the industry,” said
Bernard Weinstein, associate director
of the Maguire Energy Institute. “There
are those who manufacture the pipes,
transportation in the industry, people
who manufacture drilling equipment,
oil field services, and water and chemical companies.”
In fact, U.S. Steel, which produces
tubing for the oil and gas industries,
announced that it would be idling two
plants, one in Texas and one in Ohio.
The Houston plant will lay off 142
people.
Most oil companies in the Texas
fields are not laying off people as of
yet, although some smaller companies, particularly ones that might have
borrowed to expand their businesses
a couple of years ago, may soon find
that they are unable to generate
enough oil to meet their payments and
will either lay off employees and cut
way back on production or go out of
business entirely.
“No doubt the effect will be felt
more directly in Houston,” said Weinstein. “The big players are in Houston,
and it will be more vulnerable to the
effects than, say, Dallas-Fort Worth.
The other cities most affected will be
Midland and Corpus Christi, as well
as other smaller towns closer to the
larger fields.” Weinstein also said that
it may affect San Antonio to a degree,
which has established itself as the
technological control center for the
industry, but it also remains a city
with employment in many industries.
Even Houston, which is largely
known as the oil capital hub of the state
may be able to weather the storm far
better than it did in the 1980s. According to the Bureau of Labors Statistics,
4.3 percent of jobs in the area were in
the oil-and-gas industry last year, down
from 5.9 percent in 1985. Experts point
to the Texas Medical Center, which is
the world’s largest medical complex.
It employs 106,000 people. According
to data released by the medical center,
one in five people in the area work in
the medical field, making it one of the
most concentrated populations of life
science workers in the country.

Overall, the Texas Comptroller’s
office said they expect that the
benefits seen by the non-oil related
transportation industry, as well as
the direct relief felt at the pumps by
consumers, will help offset the losses
felt in certain parts of the state. “In
addition to the economic boost felt by
Texas motorists as a result of lower
gasoline prices, there are industries
in Texas’ diverse economy, such as
transportation and some manufacturing, that will benefit from lower
energy prices. This, coupled with
continued strength in construction,
professional services, and other
sectors of the broader economy,
should somewhat counterbalance
a slowdown in the energy sector,”
Hegar said in a written statement.
The Texas economy saw an
inflation-adjusted growth rate of
4.3 percent in 2013 and 3.7 percent
in 2014. In fiscal 2015, the Texas
economy is projected to grow by 3
percent.
Weinstein agrees that the state is
probably not headed for a recession,
but it really just depends on how low
prices continue to go. “In December,
we really thought that $55 to $65
per barrel would be the bottom, and
then we thought it would be $45,” he
said. “A lot of oil and gas producers
have hedged agreements at fixed
prices, and they won’t be affected as
much,” said Weinstein.
Bullock said he doesn’t know
what the bottom will be, but he does
believe that oil prices will rebound
eventually to $70 to $75 per barrel.
“That might be a little optimistic, but
I think it will be at least $65 to $70
per barrel by the end of the year.”
Bullock said once it hits bottom,
it will be easier to predict how long
it will take for it to come back up,
which will also give everyone a more
accurate reading on how badly it will
affect the state. “It will really depend
on how quickly Europe, Japan, and
China picks back up in demand,”
said Bullock.
Bullock said that history shows
that the lower the oil prices fall, the
bigger the bounce back. “Unfortunately, this is difficult for consumers.
The volatility is difficult for them to
adjust to, but we’re likely to see this
kind of volatility in the oil markets for
the next couple of years.”

Bullock said the key to the entire
question of how it will affect the
economy is to find out when the oil
industry can find that “sweet spot”
on price that allows it to explore and
produce oil at a profit while not having
prices driven up so high that it negatively affects consumer spending. N
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