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T H E  C LA IM : N E W  FE D ER A L LA N D  P O LIC IES A R E  H IN D E R IN G  N A T U R A L G A S  

A C T IV IT IES O N  FE D E R A L P U B LIC  LA N D S 

 
In a position paper released in N ovem ber 2009, the Independent Petroleum  A ssociation of M ountain States 
(IPA M S) argues that the O bam a A dm inistration’s oil and natural gas policies “have severely im pacted project 
environm ental analyses, perm itting, and lease issuance in som e states” that result in “less A m erican energy, less 
econom ic activity and few er jobs for Interm ountain W est states.”1 T he paper argues that the O bam a A dm inistra-
tion’s energy policies are unduly restricting drilling on federal lands, thus threatening jobs and energy security. 
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1. T he natural gas industry has tried to blam e O bam a A dm inistration policies for the recent dow nturn in    
drilling activity and investm ents in new  production on public lands, but this trend began in 2008, w ell before 
the O bam a A dm inistration took office and instituted reform s to protect w ildlife and other public values. 

2. T he prim ary reason for the dow nturn in drilling activity is a significant drop in natural gas dem and and new  
discoveries of natural gas deposits w ithin the U .S that have increased supply. T hese have together caused a 
decline in the price of natural gas, prom pting industry to decrease investm ents in new  projects. M arket 
forces – not the O bam a A dm inistration’s public land policies – are the prim ary determ inant of industry   
behavior. 

3. Beginning in 2008, in anticipation of higher natural gas prices, natural gas production com panies have     
curtailed drilling activities and even “shut-in” producing w ells.  

4. T he oil and gas industry has a huge inventory of unused federal leases under its control. M ore than 45      
m illion acres of public lands are under lease to oil and gas com panies, and nearly tw o-thirds of this acreage – 
over 32 m illion acres – is not in production. A llegations that O bam a A dm inistration public land m anage-
m ent policies have left the industry w ith inadequate access to natural gas resources have no basis in fact. 
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FA C T  #1: M A R K E T  FO R C E S A R E  D O IN G  T H E IR  JO B  

 
T hough natural gas drilling throughout the U .S. dropped significantly in 2008 (during the Bush A dm inistra-
tion), observations by industry experts w ithin and outside of the gas industry tell a very different story on w hy 
investm ents in natural gas exploration and developm ent projects have dropped off, and belie the industry’s  
public claim s faulting O bam a A dm inistration oil and gas policies. Industry experts point to one obvious factor: 
plum m eting natural gas prices. A s this paper dem onstrates, the decrease in natural gas developm ent activity in 
the past year is w holly unrelated to the availability of federal land for developm ent, or to regulatory fram ew orks 
that apply to federal lands. A s in m ost econom ic endeavors, price is the relevant factor in drilling activities.  
 
T he natural gas industry in the U .S. is a com petitive N orth A m erican m arket w ith producers of different scale, 
and unlike the price of oil w hich is controlled by the O PEC  cartel, the price of natural gas in the U .S. closely  
correlates w ith dom estic supply and dem and. For the past decade the num ber of drilling rigs in the Interm oun-
tain W esti and the price of natural gas have fluctuated in a synchronized m anner (Figure 1). T he price of natural 
gas w ent into a free fall during m id 2008, from  m ore than $10 per thousand cubic feet (M cf) to roughly $3/M cf 
by m id-2009 and drilling activity fell concurrently.  

 i C olorado, M ontana, N ew  M exico, U tah, and W yom ing 

FIG U R E  1: M onthly D rilling R ig C ount for the R ocky M ountain R egion and 

U .S. N atural G as W ellhead P rices 

N ote: throughout the period show n the total rig count for the U .S. ranged from  750 to 2000. 

Source: rig counts: Baker-H ughes R ig C ounts (http://investor.shareholder.com /bhi/); natural gas 
prices: U .S. D epartm ent of Energy, Energy Inform ation A dm inistration (http://w w w .eia.doe.gov/). 
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T he “law  of supply and dem and” is a w ell-established basic principle of econom ics and applies to the natural gas 
industry’s current situation. W hen supply exceeds dem and, prices drop, and as long as prices rem ain low , there is 
no econom ic reason to bring m ore w ells or m ore land into production. A  prim ary factor in the current excess of 
supply over dem and has been the discoveries of new  developable “shale gas” resources. C hris A rm bruster, an 
analyst at A l Frank A sset M anagem ent says, “T here seem s to be a new  shale discovery every couple of m onths. 
It's am azing how  m any drillable places there are in the U .S.”2 O n the dem and side, according to an A ugust 2009 
article in Forbes, the recession, a cool sum m er, a calm  hurricane season in the G ulf of M exico w here offshore rigs 
are located, and a full storage of natural gas in C anada that could potentially flow  south are am ong the reasons 
dem and has rem ained slack.3 C om bine high supply and low  dem and, and low  prices are the inexorable result. 
C utbacks in production are the sim ple, rational and  predictable reaction of gas producers to low  m arket prices. 
 
W ithin the industry, experts argue that the only w ay for natural gas prices to rebound is to reduce production. 
A rt G elber, the president of G elber and A ssociates, a natural gas consulting firm  in H ouston, points out: “T he 
battle betw een pricing signals and the propensity to w ant to drill in a low -price environm ent w ill keep the exploi-
tation of these shale gas reserves at a relative low  rate. It's only w hen prices are up that drillers w ill drill m ore  
aggressively.”4 Fortune m agazine also quotes R ich H ow ard, the m anager of the Prospector C apital A ppreciation 
fund, in saying that, “U ltim ately, the cutback ought to reduce 
production enough to ham per supply, w hich w ould boost 
prices.”5 T his position is echoed by econom ist K enneth 
M edlock, an energy fellow  at the Baker Institute at R ice U ni-
versity, w ho argues that, “N ot until you start shutting in w ells 
that are part of a long-term  drilling program  w ill you really 
see significant reductions in supply.”6 Both business consultants and econom ists agree that the reason behind the 
drop in natural gas drilling is the low  price, and not, as the industry trade association officials tell the public, the 
O bam a A dm inistration’s federal lands policies.  
 
Even representatives of the industry trade associations them selves have adm itted the influence that low  prices 
have on developm ent activities. H azem  A rafa, of A m erican Petroleum  Institute (A PI), com m ented in July 2009: 
“T he U .S. drilling decline that began last quarter in connection w ith the current dow nturn in econom ic activity 
has continued in earnest in the second quarter of 2009 as com panies proceed w ith caution in an uncertain year.”7 

 

 

FA C T  #2: IN D U ST R Y’S ST R A T EG Y IS T O  IN V E ST  LE SS IN  N E W  D R ILLIN G  A C T IV IT IE S W H E N  

P R IC ES A R E  LO W E R  

 
A  review  of recent annual reports from  m ajor independent natural gas producers reveals one key reason for cut-
backs in developm ent: the low  price of natural gas.   
· Q uestar, a natural gas com pany w ith m ajor operations on w estern public lands, explained to their investors 

in their 2008 annual report: “In 2009 w e m ust m anage the com pany to earn returns on capital above our 
cost of capital in a low -price environm ent [… ] W e’ve cut our 2009 capital budget to $1.3 billion—about 
half of our 2008 capex. W e’ll drill few er w ells — Q uestar E& P w ill still grow  production, but not at the pace 
of recent years.”8 Q uestar’s C hairm an K eith O . R attie declared to his investors during their 3rd quarter earn-
ings conference call: “Please note that due to low  natural gas prices again in the third quarter, w e deliberately 
shut-in or choked back production from  som e existing w ells. W e also deferred som e com pletions on new  
w ells.”9  

 
 
 

Cutbacks in production are the simple,  

rational and  predictable reaction of gas 

producers to low  market prices. 
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· U ltra Petroleum , another com pany w ith significant operations on public lands, carried a sim ilar m essage: 
“W e are pursuing a conservative and disciplined capital program  that is in keeping w ith our long-term  strat-
egy of balancing grow th and profitability [… ] By not over-leveraging the com pany’s balance sheet, this   
affords us the ability to w eather a low  com m odity price environm ent that w e anticipate could last through-
out 2009.”10 U ltra’s m anagem ent philosophy – reductions in investm ents in exploration and developm ent 
until prices rise – is evident throughout the industry.  

· C hesapeake Energy, a m ajor independent production com pany, expressed sim ilar reasons for tuning dow n    
drilling activity: “Because of low er natural gas prices in the fourth quarter of 2008 and first quarter of 2009, 
w e have substantially reduced our drilling activities in the Barnett [a gas play located in northern T exas] 
from  43 rigs in A ugust 2008 to around 20 today. W e intend to m aintain this low er pace of drilling [… ].”11 

· D evon Energy’s 2008 annual report puts the situation in particularly cogent term s: “T he industry ramps up 

activity w hen prices rise and reduces activity w hen prices fall. D evon’s sharp reduction in exploration and produc-

tion capital spending in 2009 reflects our response to the current low -price environment and concern about the 

global economy.”12  
 

T he above statem ents from  the natural gas industry indicate that the decline in price is the leading cause behind 
the decline in natural gas developm ent activities, w hether their operations are on federal or non-federal lands. T o 
attribute their production cutbacks and subsequent job losses to the O bam a A dm inistration’s policies on drilling 
on federal lands is a baseless argum ent that contradicts the com panies’ ow n internal strategy docum ents. 

 
C ontradicting their ow n claim s to investors, the industry’s 
trade organizations continue to assert publicly that their 
problem s are due to O bam a A dm inistration policies and 
actions taken by D epartm ent of the Interior Secretary K en 
Salazar to reform  the federal governm ent’s oil and gas leas-
ing program . T he Independent Petroleum  A ssociation of 
the M ountain States (IPA M S), for exam ple, asserts that due 
to restrictions on the availability of federal lands for gas de-

velopm ent, “independent producers in the Interm ountain W est are hindered in their efforts to find and produce 
A m erican natural gas and oil, create jobs, and provide econom ic stim ulus to rural com m unities.”13 A nd the 
A m erican Petroleum  Institute’s president, Jack G erard,  
recently stated that, “Interior Secretary Salazar has taken steps to further delay and lim it A m erican energy  
resources for all A m ericans.”14 T hese statem ents ignore the facts freely shared w ithin the industry– that the  
current low  price of natural gas m akes developm ent of natural gas less econom ically viable, regardless of how  
m uch federal land is available, or w hat federal policies m ay apply to them . T hom as F. D arden, chief executive of 
Q uicksilver R esources, a m ajor natural gas producer, says: “Prices today are below  our costs to produce, so in our 
view  this is not a sustainable scenario.”15  
 
A gain, w hat m ost threatens natural gas production jobs is the industry’s response to the current low  price of 
natural gas. W hen natural gas price dips below  production costs, “larger com panies m ay soon buy independents 
at a bargain price.”16 R odney L. W aller, a senior vice president at R ange R esources, w arns: “C om panies’ viability 
is being questioned. If you have sustained price reductions, you w ill see consolidation and layoffs.” 
 
 
 
 
 

 

T he current low  price of natural gas makes  

development of natural gas less economically 

viable, regardless of how  much federal land is 

available, or w hat federal policies may  

apply to them.  
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FA C T  #3: M O ST  P U B LIC  LA N D  U N D ER  LE A SE  IS N O T  B E IN G  U T ILIZ E D  

 
Industry lobbying groups have loudly protested the alleged shrinking availability of federal lands opened to  
drilling, but data from  the BLM  reveal that the oil and gas industry has vast tracts of federal land under lease that 
are not in production. Som e in industry confirm  this surplus of drilling opportunities. A s Ben Sm ith, president of 
First Enercast Financial, an inform ation vendor serving energy m arkets, observes in the context of the industry’s 
overall situation: “T here is a trem endous backlog of spare production capacity sitting idle and w aiting for higher 
prices.”17 
 
O f the 45,365,695 federal onshore acres under lease 
in 2009, only 12,842,209 acres, or less than 30%  of 
the total leased lands, w ere in production (Figure 
2).  In other w ords, the industry has tens of m illions 
of acres of leased federal lands --an area the size of 
the State of W isconsin – that it has not developed. 
M ost of these surplus leased acres are in the Inter-
m ountain W est states (T able 1).  

32,523,486

12,842,209

A cres not producing

A cres producing

T otal acres lease: 45,365,695

Source: Bureau of Land M anagem ent, Public Land Statistics 
2009.  [available from  http://w w w .blm .gov/w o/st/en/info 
/new sroom /Energy_Facts_07/statistics.htm l ] 

FIG U R E  2.  B LM  P rogram : M ost Leased Lands are 

U ndeveloped 

�

State�

N um ber of acres leased 

as of Fiscal Year 2009�

N um ber of producing 

acres as of Fiscal Year 

2009�

P ercentage of 

leased land in 

production 2009�

C olorado� 4,920,123� 1,522,230� 30.94% �

M ontana� 3,975,577� 769,515� 19.36% �

N ew  M exico� 5,468,058� 4,347,437� 79.51% �

U tah� 4,995,479� 1,092,640� 21.87% �

W yom ing� 12,732,957� 3,794,355� 29.80% �

T otal� 32,092,194� 11,526,177� �

A verage:� � � 36.30% �

Source: Bureau of Land M anagem ent, Public Land Statistics 2009.  [available from  
http://w w w .blm .gov/w o/st/en/info/new sroom /Energy_Facts_07/statistics.htm l ] 

T A B LE  1: Interm ountain States leased lands for natural gas  production in 

2009  
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C O N C LU SIO N : M A R K ET  FO R C E S – N O T  FE D ER A L LA N D  P O LIC IES –  

A R E  R E SP O N SIB LE  FO R  N A T U R A L G A S IN D U ST R Y IN V E ST M EN T  D E C ISIO N S 

 
T he O bam a A dm inistration is im plem enting reasonable policies to protect the resources that belong to all 
A m ericans: clean air and w ater, w ildlife habitat, recreation opportunities and w ild unspoiled lands. T he oil and 
gas industry, how ever, has tried to convince the public and C ongress that these policies are suppressing natural 
gas developm ent on federal lands. T he facts, how ever, are as the industry’s ow n investor literature clearly states, 
that industry has, quite rationally, decreased investm ents in new  projects and production in response to current 
low  prices.  
 
Ironically, as natural gas prices clim bed to record levels during the boom  of the early part of this century, the in-
dustry insisted that it needed greater access to public lands to bring the price dow n for consum ers. T he industry 
got that greater access, as evidenced by the surplus of public lands available for oil and gas production, but that 
excess land is clearly not now  needed to m eet m arket dem and. N ow  that the prices have com e dow n, oil and gas 
firm s are telling investors that they are actively reducing production until prices go back up.  
 
Even w hen dem and and supply are in rough balance – w hat econom ists call m arket equilibrium  – the federal 
governm ent has a legitim ate and essential role in ensuring that the values of federal land that are not reflected in 
m arket prices are recognized and considered. T he O bam a A dm inistration’s public land policies are on track to 
help restore a balance betw een conservation and developm ent.  
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