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ABSTRACT

The objective is to see if the growth of offshore oil and ga
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1. EXECUTIVE SUMMARY

The oil and gas industry often is seen as the historical force driving economic activity
along the Gulf of Mexico (GOM) from Louisiana to Texas. In capital-intensive industries
populated by large companies substantial portions of the returns generated go to non-
resident individuals and institutions. The objective of the study is to understand how the
evolution of the offshore oil and gas industry, as it developed reserves under federal
jurisdiction, affected incomes of people living in the coastal parishes of Louisiana.
Specifically, did offshore development result in cumulative economic effects that
differentiate their economic experience and circumstances from the residents of
Louisiana’s non-coastal parishes?

Growth in per capita personal income in 19 coastal parishes in Louisiana is compared
with 45 non-coastal parishes over the 1969 to 2000 time period. The time period is
divided into the 1969 to 1980 domestic “energy boom,” the 1981 to 1985 “price erosion
and collapse,” the 1986 to 1990 “recovery” and 1991 to 2000 “energy lull.”

Per capita personal income is decomposed into the components accounting for its rate of
growth—improvements in industry mix, changes in relative wages, participation in the
labor force, receipt of transfer payments, and property income for each of the four phases
of the 1969 to 2000 period. The decomposition is a way to compare systematically the
economic experience of the residents of coastal parishes with the experience of those
farther removed but still affected by the same changes in the regional and national
economies. This same format was used to compare the five states bordering on the Gulf
of Mexico and to compare Louisiana’s eight metropolitan areas.

There is remarkably little difference between the average growth rates of the coastal and
non-coastal parishes over the entire study period, or for any of the sub-periods considered
separately.

Comparing the components of the growth, however, shows this equality is misleading
during the initial two phases of “energy boom” and “price collapse.” During the initial
“boom” incomes in coastal parishes grew more from increased labor force participation
(2.4 percentage points v. 0.5 percentage points) while in non-coastal parishes the
contribution from transfer payments was much larger (1.75 percentage points v. 0.04
percentage points). Conversely, during the “collapse” the shock to incomes of coastal
residents was transmitted through decreased labor force participation with little change in
non-coastal parishes (—2.59 percentage points v. —0.03 percentage points) while incomes
in coastal parishes were sustained by growth in transfer payments at twice the rate
observed in non-coastal parishes (2.01 percentage points v. 0.91 percentage points).

During the “recovery” and “lull” phases of the period the components as well as the total
growth rates for the two groups were very similar to each other. Over the entire 31-year
period, they are nearly identical. This same pattern is observed when the petroleum
intensive states (Louisiana and Texas) are compared to the other Gulf Coast States



(Alabama, Florida, and Mississippi) and when the metropolitan statistical areas (MSAS)
in coastal Louisiana are compared to the MSAs in non-coastal Louisiana.

Rates of change in population and net migration are compared within this same
chronological framework and no consistent patterns were found that distinguished the
coastal parishes from the non-coastal parishes.

Relating changes in per capita income very precisely to the development of offshore oil
and gas resources is complicated. First, there were major changes in the energy markets
and institutions during the study period. World energy prices quadrupled and domestic
prices of oil and gas not subject to regulations rose rapidly, national oil companies
became dominant producers, and energy markets became less regulated and more
transparent.

Secondly, and more central to our study, the temporal pattern of production of oil and gas
from onshore reserves is quite different from the pattern of offshore production during
the study period. Specifically:

e Onshore production of oil from Louisiana’s coastal parishes peaked in 1970 when
it was selling for about $2/barrel.

e After reaching this peak, onshore production fell extremely rapidly—dropping by
600 percent in 10 years—despite escalating crude oil prices.

e In contrast, offshore production peaked only temporarily in 1970 and fell only



interest rates, stagnating wages in the 1990s—affected all parts of the national
economy including coastal and non-coastal parishes in Louisiana.

The unusual “seven (or 14) days on, seven (or 14) days off” work schedules used
on many offshore drilling rigs and production platforms facilitate more offshore
workers residing outside of coastal parishes (or the state) and dilutes the
secondary economic effects of offshore employment on coastal parishes.

Untangling the factors interacting exceeds the scope of the study, but the implications for
the more limited analytical objectives of this essay are:

Offshore production was largely a stabilizing force counterbalancing the sudden
decline in onshore production during the 1970s and the serious deterioration of
the oil and gas industry after the collapse of world oil prices in 1985.

If one wants to look for the type of “boom-town” or cumulative economic effects
that might be caused by offshore production, specifically; the relevant period
would be the mid-1980s to the end of the 1990s—not the energy boom and bust
of the 1970s and early 1980s.

And, to reiterate, there is no discernable difference in the patterns of change in the
components of per capita income or of population between coastal and non-
coastal parishes observable during this latter period. In other words, the
differential economic and social effects of the offshore oil and gas industry on the
residents of the coastal parishes of Louisiana appear to have been temporary and
transitory rather cumulative or permanent.



2. INTRODUCTION

The vicissitudes of the oil and gas industry usually are seen as the driving if not
dominating force in the evolution and performance of the economy spread along the Gulf
of Mexico (GOM)—especially in Louisiana and Texas. Some give oil and gas much of
the credit for these states’ economic successes, for others the cumulative effect of the
industry’s activity has been to create not only environmental but also economic and
social problems.*

As exploration and production in the region have shifted to the petroleum resources
located offshore on the outer continental shelf (OCS) under federal rather than state
jurisdiction, the socioeconomic effects of OCS development on coastal economies and
communities have become a relevant incarnation of this controversy. The Minerals
Management Service, which manages OCS development for the federal government,
includes such effects in the periodic assessments it is required to make of the
consequences of its major policies, plans, and actions.

To understand the magnitude and duration of the effects that OCS development may have
had on the Gulf Coast economy, other changes in the national and regional economy
affecting the region need to be accounted for and made comparable. Without a
comprehensive perspective that accounts for changes in the wider regional and national
economy, the relationship between changes in the offshore energy sector and changes in
the economies of coastal states and communities can be distorted. A narrow, two-sided
comparison of trends and events on the OCS and trends and events in coastal states and
communities can result in an illusion of causality inconsistent with either economics,
history, or, occasionally, common sense.

Finding consistent patterns by objectively comparing the experiences of a wide range of
localities and jurisdictions is the method used in this study. The method is not
theoretically or statistically complex. However, applying it to data from the last third of
the past century gives results at variance with conventional wisdom, namely, that the
energy sector’s economic importance to, or dominance of, coastal communities on the
Gulf Coast has been exaggerated.

The energy perturbations set off by the Arab oil embargo of 1974, and the collapse of
global oil prices and expectations in the mid 1980s, disproportionately affected coastal
economies in oil and gas producing states like Louisiana and Texas, but probably not by
as much as is generally believed. Since that time, however, long-term or cumulative
effects of energy development seem weak or non-existent even in localities closely tied to
the development of offshore oil and gas resources.

! The term “cumulative effects” has several dimensions. As pointed out by Richard Hildreth at a Minerals
Management Socioeconomic Workshop (Hildreth, 2004), the relevant legal requirement is that “an EIS
cumulative-effects study must identify (1) the area in which the effects of the proposed project are felt; (2)
the impacts that are expected in that area; (3) other actions—past, proposed, and reasonably foreseeable—
that have or had been expected; (4) the impacts or expected impacts [that] are allowed to accumulate; and
(5) the overall impact that can be expected if the individual impacts are allowed to accumulate; (Fritiofson
v. Alexander, 772 F.2d 1225 (5" Cir. 1985) p. 52.”



Evaluating the performance of the national economy over roughly the same period we
consider here, William Nordhaus (2004) concluded:

But the past is not prologue, and the 1970s productivity slowdown has
over the last decade been overcome by a productivity growth rebound
originating primarily in the new-economy sectors. As the economy made
the transition from the oil age to the electronic age, the aftershocks of the
energy crises have died off and productivity growth has attained a rate
close to its historic norm.

The application or implication of Nordhaus’ conclusion for the Gulf Coast economy is
that the repercussions of the energy boom and collapse of the 1970s and 1980s should not
be confused with the cumulative economic effects of the exploration and production of
oil and gas from the federal OCS. Louisiana is the nation’s most energy intensive state
and although it may still be closer to the oil than to the electric age, twenty years later the
coastal parishes of Louisiana don’t seem to be any worse off or any better off than the
rest of the state now that the energy adjustments have been made. Louisiana’s economy
lags the rest of the country in economic and social improvement, but offshore oil and gas
development clearly has mitigated rather than reinforced this unfortunate trend.



3. ENERGY AND THE GULF COAST ECONOMY

There is little doubt that the energy sector is very important on the Gulf Coast. As figures
la and 1b and 2a and 2b illustrate, the “energy intensity,” measured as units of oil or gas
consumed per $1,000 of Gross State Product (GSP), is higher for the five GOM states—
Texas, Louisiana, Mississippi, Alabama and Florida—than for any other contiguous
regional configuration of states. Figures 1a and 1b compare the oil intensity of the states
in 1980 and 2000 and Figures 2a and 2b make the same comparison for natural gas. Oil
intensity in each of GOM states exceeded the national average in both years. Louisiana
was more “oil intense” than any other state. Comparing 1980 to 2000 shows intensity has
declined substantially in all states, but less so in Louisiana. Relative to the other states,
Louisiana’s oil intensity has increased.

The picture for natural gas is similar, but the relative discrepancy among states is greater.
In 2000, Alaska replaced Louisiana as the most “gas intense” state, but the relative
difference between those two states and the other 48 widened. Florida is the only GOM
state whose gas intensity is below the national average.









Despite their energy intensity, the economic effects of the development of oil and gas
resources from the federal OCS on GOM states are difficult to isolate. First, as Figures 3a
and 3b depict, the production of oil and gas from *“on-shore” fields—including those
located offshore but in the “state waters” that extend roughly three-miles out from
Louisiana’s eroding coast, peaked in 1970. The figures divide the state’s on-shore
production between 19 coastal parishes and 45 non-coastal parishes and then compare
them to OCS production. Production of oil and gas in non-coastal parishes declined
slowly but steadily throughout the 53-year period shown, while production from the
coastal parishes rose rapidly from 1950 to 1970 and then declined even more rapidly.
Figures 4a and 4b show the same data but on a disaggregated, rather than combined or
“stacked” basis, a format that makes it easier to compare production from the three
regions shown.

There is a common misperception that oil and gas production from the federal offshore
and the state onshore jurisdiction boomed throughout the 1970s and early 1980s and then
collapsed when the price of oil fell off its widely presumed path to $50 dollars a barrel in
the mid-1980s.

10
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Oil and gas produced on the OCS each exceeded their corresponding coastal counterparts
in 1976 and since then have accounted for a steadily increasing share. In 1997, oil
produced on the OCS exceeded its previous 1970 peak and has continued to increase
through 2003. This pattern of steady increase in production from the federal offshore
since well before the drastic decline in world oil markets in 1985, in the case of gas, and a
much less precipitous decline following the 1970 peak and then a subsequent renewal of
growth in 1982, in the case of oil, suggests that economic activity attributable to
development of the federal offshore has been a steady source of stability for the Gulf
Coast economy for the past two decades.

The apparent disconnect between production, as shown in Figures 4a and 4b and
measures of oil and gas activity, such as energy sector employment depicted in Figure 5
(and the rig count illustrated later in Figures 13a and 13b), underscores the importance of
perceptions and expectations in explaining oil and gas activity on the Gulf Coast.

On-shore peak production occurred when oil was selling for a little more than $2 per
barrel—as it had been doing for the preceding two decades, but as uncertainty spread and
prices rose with the 1974 oil embargo, activity on the Gulf continued unabated in the face
of a historically steep and sudden decline in production. This phenomenon is illustrated
in Figure 5, showing employment in mining (which in Louisiana is almost exclusively to
oil and gas exploration and production) in both coastal and non-coastal parishes over the
1969 to 2000 period. Employment peaked in 1980 and fell steeply in 1985--after
marching through the 1970 peak in production and subsequent historically steep decline
without even a discernable pause.

Similarly, Figure 6 shows net migration for Louisiana on an annual basis from 1969 to
2000. The state gained from migration from 1969 to 1983 with the exception of a small
loss in 1973. Starting in 1983, however, migrants left the state at an increasing rate that
exceeded 100,000 in 1987. The negative net migration diminished thereafter, nearly
becoming positive in 1992, but since then remaining modestly but consistently negative.

A contributing factor that may be partly responsible for this misperception is the public
awareness of the importance of oil and gas revenues, such as severance taxes and
royalties, to the state’s budget. In 1970, about 50 percent of Louisiana’s undedicated state
revenues came from special taxes levied on the petroleum industry (Richardson and
Scott, 1988, page 128). Special taxes means paid only by them, i.e., it does not include
general taxes like sales or corporate income taxes. The negative effects of the post 1970
production slide on public revenues were to some extent offset when prices began to rise
in 1974. The effect was at first muted by the conglomeration of price regulations
classifying oil as “old” or “new,” but this effect weakened as the decade progressed.

13
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Another major shift that complicates the analysis is the greatly increased reliance on
imported crude oil by Louisiana’s refineries, as illustrated in Figure 7. Today only about
8 percent of the state’s refinery input is produced within its own jurisdiction, with 17
percent coming from the federal offshore and 41 percent imported from other countries.
Presumably, oil produced within its own jurisdiction or on the federal OCS could have
been replaced by imported oil but at a somewhat higher cost. If imports were to have
replaced OCS production, the consequence would have been many fewer jobs in
petroleum exploration, production, and service sectors as well as in their support
industries. Higher input and feedstock prices similarly would have resulted in fewer
refineries and chemical plants. Estimating more precisely the impact of using imports
rather than developing the OCS on coastal economies and communities, however, would
be a substantial analytical undertaking.

Similar conceptual complications are created by structural shifts with the oil and gas
industry such as increased centralization of technical, research, and managerial functions
in Houston—with a shift of personnel from New Orleans and other locations along the
coast; increased use of migratory contractors for construction, maintenance, and
operation of offshore facilities—globally as well as in the GOM; and the ability to control
many offshore operations and facilities by remote control and management.

!!!DDDDDD
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Rather than try to disentangle 40 or 50 years of such trends, discontinuities and what-
might-have-beens, the approach followed here is a simpler one of comparing economic
activity in coastal areas associated, both historically and geographically, with the
development of the federal offshore, with areas further removed and presumably less
affected. By making these comparisons over an extended time period during which there
were major perturbations within the oil and gas sector, the goal is to identify and
understand how the response by the industry has affected coastal economies, whether any
effects were cumulative or transitory, as well as how coastal economies were affected by
changes in public policy and the larger economy.

16



4. THE STUDY AREA

Nineteen coastal parishes and 45 non-coastal parishes in Louisiana and the Metropolitan
Statistical Areas they contain are the primary geographic units most closely studied and
compared. The two groupings are shown in Figure 8 and production of oil and gas from
them is shown in Figures 3a, 3b, 4a, and 4b previously discussed. Both include urban,
suburban, and rural communities. The coastal parishes include the urban areas centered
on New Orleans?, Lafayette, and Lake Charles. The non-coastal parishes include urban
areas centered on Alexandria, Baton Rouge, Monroe, and Shreveport.

Figure 8: Study Area - Coastal and Non-Coastal Parishes.

The 19 coastal parishes as defined here differ from the 19 Louisiana parishes designated
as in the “coastal zone” for the purposes of coastal zone management (CZM). The CZM
designation is based largely on geographic and ecological criteria unrelated to petroleum

17



reserves or activity. The classification we use is intended to reflect economic activity
related to oil and gas development. The principal differences are that the CZM
classification includes three parishes on the north shore of Lake Pontchartrain that are not
included in our group of coastal parishes, and our group includes Jefferson Dauvis,
Acadia, and Lafayette parishes.® Lafayette is a major regional management center for
offshore oil, and in our view clearly should be included in the group hypothesized to be
affected by offshore activity.

Figure 9 depicts total personal income for the coastal and non-coastal parishes over the
study period. The land area and number of non-coastal parishes is considerably larger
than the coastal parishes, but the proportion of total personal income received by
Louisiana residents in the coastal and non-coastal parishes has been roughly equal over
the study period, with a modest increase in the proportion received in non-coastal
parishes over time. The share received by non-coastal parishes increased from 48 percent
in 1969 to 52 percent in 2000, with the share of coastal parishes, of course, dropping
from 52 percent to 48 percent over the same period. The trend was relatively steady with
each group of parishes accounting for approximately 50 percent of the state’s personal
income in 1985.

* A pione over

18
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5. CHANGES IN PER CAPITA PERSONAL INCOME

Income per person is a good measurement of an economy’s performance for regional
analysis. Conceptually, it refl

21



Table 1

Average Annual Percentage Change in Per Capita Personal Income for GOM
States, Louisiana Parishes and SMSAs, 1950 to 2000, for Selected Periods

Parish/ 1959/ | 1968/ | 1980/ | 1985/ | 1990/ | 2000/ | 2000/ | 2000/
SMSA 1950% | 1959 | 1969 | 1981 | 1986 | 1991 | 1969 | 1950
Parish
us’ 3.8 4.7 8.1 5.3 4.8 4.0 6.4 5.8
Louisiana 4.1 49 9.3 3.8 4.7 3.7 6.5 5.9
Texas 3.6 4.7 9.0 4.6 4.1 4.6 6.7 5.9
Mississippi 4.8 5.7 9.0 4.6 5.0 4.3 6.8 6.5
Alabama 5.2 5.0 8.8 5.7 5.1 3.7 6.8 6.4
Florida 4.3 4.8 8.3 5.5 4.7 3.7 6.4 6.0
Coastal Par & SMSAs® Y | 4.7 5.1 100 |24 4.6 3.6 6.5 6.2
Non-Coast Par & SMSAs | 4.2 5.2 9.0 47 4.7 3.6 6.6 6.3
Coastal Parishes
Acadia 3.4 5.2 9.9 4.0 4.2 4.1 6.7 6.2
Assumption 5.1 3.5 10.7 |22 4.7 4.2 6.8 6.4
Cameron 6.7 6.7 10.1 | 3.2 5.0 3.0 6.1 6.1
Iberia 4.1 5.1 109 |0.8 4.4 3.6 6.6 6.0
Jefferson Davis 3.3 5.4 9.6 4.1 4.4 3.2 6.2 5.4
LaFourche 6.1 3.1 10.5 1.2 4.3 5.0 6.7 6.5
St. Charles 5.0 6.2 104 |09 55 2.9 6.5 6.1
St. James 5.8 6.8 102 |44 6.0 2.3 6.3 6.4
St. John the Baptist n.a n.a 101 |15 5.8 2.8 6.7 n.a
St. Martin 1.7 5.7 10.7 15 4.8 4.0 6.8 6.6
St. Mary 6.1 6.4 9.9 1.8 4.2 45 6.4 6.4
Terrebonne 6.2 5.3 10.8 0.9 4.2 4.0 6.5 6.4
Vermillion 6.1 3.9 101 | 3.1 4.4 4.0 6.6 6.3
Coastal SMSAs/Parish

Lafayette 4.3 4.3

Lafayette 11.6 2.3 4.1 4.4 7.1
Lake Charles 3.9 4.6

Calcasieu 9.6 1.7 5.6 3.3 6.3
New Orleans 3.3 4.2

Jefferson 8.7 4.1 3.8 4.0 6.3

Orleans 8.5 4.5 5.1 3.3 6.3

Plaguemines 10.2 2.7 4.3 25 6.2

St. Bernard 8.5 2.9 3.2 3.8 5.9

St. Tammany 9.3 4.0 5.0 4.3 6.9

% Data for 1959/50 and 1968/59 are taken from (Scott et al., 1971, pages 98-164).

® Data for U.S and these states during the 1950-59 and 1959-68 are from (USDOC, BEA. 2006a).

¢ St. Tammany is a part of the New Orleans Standard Metropolitan Statistical Area (SMSA) but not

considered a coastal parish in this report and not included in the coastal parish average.
¢ Averages for parish classifications are arithmetic means of each cell for which data is available.

22




Table 1 (continued)

Average Annual Percentage Change in Per Capita Personal Income for Louisiana
Parishes, 1950 to 2000, for Selected Periods

Parish/ SMSA 1959/ | 1968/ | 1980/ | 1985/ | 1990/ | 2000/ | 2000/ | 2000/
1950 | 1959 | 1969 | 1981 | 1986 | 1991 | 1969 | 1950

Non-Coastal Parishes

and SMSAs

Allen 4.2 3.5 8.9 3.1 4.2 3.9 6.2 5.6
Ascension 5.0 105 |98 3.3 6.2 4.0 6.8 7.1
Avoyelles 3.8 4.1 9.2 5.0 5.3 4.1 6.8 6.3
Beauregard 3.8 2.0 101 | 4.3 4.9 3.0 6.6 6.0
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Table 1 (continued)
Average Annual Percentage Change in Per Capita Personal Income for Louisiana

Parishes, 1950 to 2000, for Selected Periods

Parish/ 1959/ | 1968/ | 1980/ | 1985/ | 1990/ | 2000/ | 2000/ | 2000/
SMSA 1950 | 1959 | 1969 | 1981 | 1986 | 1991 | 1969 | 1950
Webster 3.7 7.6 8.2 5.2 3.2 3.6 6.0 5.6
West Baton Rouge 4.6 5.2 104 | 4.6 5.4 4.1 7.1 6.9
West Carroll 5.1 4.7 9.0 5.1 4.4 3.8 6.8 6.5
West Feliciana 1.6 11.3 | 109 |70 1.9 5.4 7.2 6.4
Winn 4.2 5.6 8.8 5.6 4.8 2.8 6.3 5.9
Non-Coastal 3.0 4.3 9.1 4.7 4.7 3.6 6.5
SMSA Parish
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exemplified by terms like “Sun Belt” and “Rust Belt.” Economic theory would suggest
that economic activity would migrate from higher cost regions to lower cost regions.
Whether reality in fact followed this suggestion also has motivated a number of economic
studies (Baro and Sala-I1-Martin, 1991; Blan
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6. THE EVOLUTION AND PERTURBATION OF OIL AND GAS MARKETS

Prior to the embargo declared by the Organization of Arab Petroleum Exporting
Countries (OAPEC) in the fall of 1973, prices in U.S. oil and gas markets were
extensively “administered” or regulated by governmental agencies or industry
organizations. The annual variation in nominal oil prices was recorded in pennies not
dollars. Regulations evolved at the state and national level to guard against prices falling
because of excess domestic capacity and the availability of cheaper imports.

The Federal Power Commission regulated the price of natural gas moving between the
states. Thus factors changing the demand or supply of either product were not
automatically, nor necessarily, reflected in the prices paid for the commodity.
Complicating the picture were import controls and the prorationing system that was in
effect in the 1960s, the wage and price controls set up in 1972 by the Nixon
Administration and excess profit taxes levied to prevent energy producers from reaping
windfall profits from the escalation of prices internationally that
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Figure 12: Posted Price for West Texas Intermediate Beginning of the Month
(